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This book analyzes and evaluates the changes that occurred over the
last 15 years from 1987 to 2002 in various labor-related sectors
including industrial relations, labor market, and quality of life of
workers. This is not simply an account of the past but an attempt to
explore new vision and policy directions for the future.
The 15 years targeted for analysis was a period of transition. The
labor sector was not the only field that experienced the disintegration
of the development-era model and had to search for a more befitting
model for the future. As the wave of change swept across the country,
national affairs and management were subjected to the same conditions.
As a result, the 15 years was a period of ceaseless changes and reforms.
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However, this particular period is described as a transitional phase in
history because, despite the changes and reform efforts, no new
paradigm or model emerged for either national affairs or in the labor
sector.
The labor movement that began in 1987 was a driving force for
change. As it won its rightful place along with political democratization,
the labor movement, despite the low unionization rate, was able to play
an important role as an engine for social and economic changes. As a
result, the restriction on basic labor rights, which had long been an axis
of industrial relations in the development era, was lifted. However, the
game rules for the new era’s industrial relations were yet to be
established. Nor was a proper preventive device for preventing and
coordinating or resolving labor-management conflicts developed.
Thus, labor conflicts and confrontations raged on without fair rules or
systems to regulate them. Then in 1996, the government launched the
Presidential Commission on Industrial Relations Reform to promote
active dialogue between the government, labor, and management.
Except for a key agreement reached between the three groups right
after the onset of the Asian financial crisis, however, the consultation
has failed to generate any productive results.
The labor market also experienced structural changes in addition to
quantitative growth. Population aging progressed and the educational
level of the working class rose rapidly. Moreover, women’s economic
participation also increased at a fast pace. Labor shortage and
unemployment amidst the mismatch of labor supply and demand in
the labor market, resulted in structural unemployment among the
youth group.
Corporate restructuring crunched through the latter half of the
1990s, and with particular ferocity during the years following the Asian
financial crisis. Employment security suffered, and dualization of the
labor market became more pronounced as the number of irregular
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workers soared. The restructuring process also became the core of
labor-management, labor-labor, and labor-government conflicts.
During this period, the government attempted to boost labor market
flexibility by refraining from overprotecting the labor sector which had
been done as a payback for the strong suppression of the labor rights
during the development era. At the same time, training and educational
programs for vocational competency development were reinforced in
order to help the workers better adapt to the shift in employment
patterns from lifetime employment to lifetime occupation. The labor
market infrastructure was also amplified following the economic crisis.
But despite such efforts, the dual stratification of the labor market
worsened, and efficiency showed no sign of improvement.
Employment security was overly high among regular workers in large
enterprises whereas the irregular workers in small-and-medium
enterprises (SMEs) suffered from opposite conditions. Recently, the
difference has expanded even to working conditions. The employment
stabilization infrastructure must provide one-stop services and should
also improve in terms of comprehensiveness.
The transitional phase in history is not only a time of change but also
a period marked by social confusion and economic insufficiencies.
Therefore, it is imperative that the new paradigm and model targeted
by the changes be established as soon as possible. This is the very
reason we scrutinize the history of the transitional phase.
First of all, a new type of industrial relations befitting the new era of
democratization and development must be established. To do so, fair
and constitutional industrial relations must be realized. Fair principles
and laws must be developed and strictly implemented so as to establish
clearly the rules of the game.
Industrial relations should be proactive and preventive, not
post-reactive to conflicts. To this end, the infrastructure of labor
relations, including the Labor Relations Commission, should be
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expanded. At the same time, channels for productive dialogue and
cooperation between labor and management, among labor,
management, and government, as well as among labor, management,
government, and public interests should be established at the national,
regional, industrial, and enterprise level.
The labor market should be able to balance flexibility and security to
realize a system characterized by ‘flexicurity’. And this balance should
be achieved at the individual level, not just as an average of the dualized
labor market.
For this to be possible, the quality of the services and
professionalism of the employment security infrastructure must be
improved. Also, a social learning net must be formed so that anyone
can develop his or her vocational competency whenever and wherever
necessary throughout his or her lifetime. At the same time, the social
safety net should be improved in terms of scope, rate of application,
and delivery system.

1. Breakdown of the Development Era Industrial
Relations and the Search for a New Order
Part II is focused on industrial relations and is composed of a total
of six papers. Chapter 2 (Lee, Sung-Hee) outlines the development of
industrial relations from 1987 onwards. The rapid growth of the labor
movement sparked by the democratization movement of 1987 brought
tectonic changes to the authoritative industrial relations of the
development era. Moreover, it also led to the development of a new
paradigm in industrial relations. Such reorganization of the governing
order proceeded along, leaving behind its unique indentation marks
amidst the changes in political · economic environments and the
dynamics between labor and management.
The period between 1987 and 1989 was characterized not only by
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the explosive growth in trade unionism but also by numerous strikes
for wage hikes in and around the key industrial complexes around the
nation. The trend managed to shake the very root of user-dominated
industrial relations that had persisted thus far. Conservative politics
suppressed trade union movements between 1990 and 1995, and
management started introducing user-controlled manpower
management systems in workplaces. As a result, the two-digit growth
in wages came to a halt, and trade union activities also became
subdued.
From 1996 to 2002, efforts were made to advance the industrial
relations system and to enhance corporate competitiveness through
social agreements. The efforts bore fruit in the form of labor-related
laws that were on a par with international labor standards and increased
labor market flexibility that contributed towards higher corporate
competitiveness. The Asian financial crisis that struck in 1998 was an
important turning point in industrial relations as the focus shifted from
wage hikes to employment stabilization and irregular employment.
Unionization rate posted a mere 15.7% in early 1987 but the
explosive growth in trade unionism in 1987 pushed up the figure to
19.8% in 1989. The rate started sliding in the mid 1990s and dropped to
as far as 12% when the Asian financial crisis began in 1997.
The last 15 years, in short, was a period in which trade union
movements experienced an explosive growth and a new paradigm in
Korean industrial relations dawned. Employment security and quality
of life became the buzzwords in industrial relations as wages and
working conditions improved. Trade unions and collective bargaining
became important pillars of industrial relations. Meanwhile,
continuous efforts were made to replace antagonism with cooperation
and participation., as well as to advance the industrial relations system
another notch.
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Chapter 3 (Moon, Moo-Gi) analyzes the changes that have taken
place in labor-related laws over the years. The changes seen in
labor-related laws following 1987 can be largely classified into those
driven by the Great Worker Struggle and the democratization
movement following the ‘6 ·29 Democratic Declaration’ continuing up
to 1997, and the subsequent series of revisions between February 1998
and 2002, sparked by the Asian financial crisis and the ‘2 ·
6 Compromise’ of 1998.
The basic objective of the revisions in labor-related laws between
1987 and 1997 was to eliminate the rigidity of and to reverse the
keynote of the labor laws prior to 1987. These were characterized by
restriction and suppression of labor movements and the three basic
labor rights, and the compensatory over-protection offered to the
workers. In other words, the government, conforming to the spirit of
democracy, relaxed the hold on the three basic labor rights and worked
to develop an institutional framework upon which labor and
management could co-prosper. To this end, efforts were made to
boost corporate competitiveness so that businesses could better adapt
to the changes in the global economic environment and to increase the
quality of life for the working class. To support such activities, the
‘Labor Law Study Committee’ was launched in April 1992 and the
‘Presidential Commission on Industrial Relations Reform’ in May 1996.
Based on the outputs of the two organizations, labor-related laws were
substantially revised at the end of 1996. However, this revision was a
distortion of what had been decided through the preparatory
consultations (‘exchange of the three prohibitions for the three
systems’) and was also marked by irregular processing at the National
Assembly. Faced with international criticism and strong resistance
from labor, the government and the National Assembly discarded the
1996 revision and promulgated a new amendment in March 1997. In
addition, the laws on employment were fortified starting 1993 to
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prepare for the industrial restructuring and the subsequent
unsettlement of the labor market.
The Korea Tripartite Commission launched in January 1998 was
intended to help the nation overcome the devastating economic crisis
that struck at the end of the previous year. The Commission managed
to produce the ‘2 · 6 Compromise’ which became the basis for the
numerous revisions and establishments of labor-related laws between
February 1998 and 2002. The revisions enabled the immediate
enactment of the collective dismissal system and the launch of the law
on worker dispatch which was aimed at improving labor market
flexibility through corporate restructuring. Also, the laws on
employment insurance system were reinforced to deal with the
repercussions of the improved flexibility. In 1998 and 1999, laws
guaranteeing the basic labor rights for public servants and teachers
were established. But despite the ongoing revisions and establishments
of labor laws to improve labor conditions and the three basic labor
rights, the demands of both labor and management for further changes
show no signs of abating. The recommendations of the ILO and the
OECD, along with the differences of opinion between labor and
management on key issues fueled the heated debates on labor-related
laws. In additionn, the current labor-related laws and institutions are
failing to keep up with the rapid changes in labor environments.
Therefore, there is an urgent need to develop labor-related laws and
institutions that can adapt efficiently to the fast-changing environment,
conform to the global labor standards, and fulfill the role of a fair and
realistic labor standard.
Chapter 4 (Bae, Kiu-Sik · Cho, Seong-Jae) analyzes the growth and
characteristics of the labor movement in Korea. The author divided the
labor movement following 1987 into two phases. The first of the two
phases began with the Great Worker Struggle. Labor, management,
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and the state continued to advance and retreat in response to the
attacks and counterattacks of one another. The general strike
protesting the revision of the labor-related laws at the end of 1996 and
the beginning of 1997 served as the opportunity for the labor sector to
establish its presence firmly as a full-fledged social entity. The
beginning of the second phase was marked by the Asian financial crisis
and the launch of the Korea Tripartite Commission comprising labor,
management, and government. A proactive participation in the
Commission was initially expected to grant labor the roles and
responsibilities of an active social entity, but the Commision’s failure to
adapt effectively to the proliferation of market principles and the
retaliation of the conservative political power left the labor movement
in turmoil, and at a risk of dissolution. Thus, at this point the labor
movement became engaged in a search for a new course of action in
the face of various challenges.
The labor movement in Korea is generally regarded as a success. But
the movement has also been plagued by a fair share of problems which
caused it to fail to respond properly to market principles after the Asian
financial crisis. The two structural problems of Korea’s labor
movement are the duality of the movement, or the fact that there are
two umbrella unions, and the organizational dispersion of enterprise
unionism. Strengthening the industrial federation and establishing
industrial unions do not seem enough to overcome these shortcomings.
The representation gap caused by the low unionization rate, political
fragmentation and the differentiation of organization and course are
also factors that hinder the advance of Korean labor movements. Last
but not least, the fact that trade union leaders tend to focus on taking
industrial action rather than on improving their policy capabilities, and
that they are hindered by the short tenure and conflicts among labor
groups are also regarded as the limitations of Korea’s labor movement.

Introduction(Lee, Wonduck)

9

Chapter 5 (Yoo, Bum Sang) analyzes the process of building social
accord and the achieved results of the process. The achieved results are
the product of an interaction among the foundations of social accord
which consist of changing power-relations and strategies since 1987,
the products of social accord (change in mentality, experience,
institutions), and political-economic situations such as the Asian
financial crisis and the inauguration of the Kim Dae-Jung
administration. The emergence of the democratic labor union camp
(organized into the Federation of Korean Trade Unions, or KFTU, in
1995) through the democratization process and the Great Workers
Struggle in 1987 made the continuation of a government-led
authoritarian labor-management relation difficult. In response to the
changing situations, the government made various efforts to build
social accord until 1995, through the establishment of the National
Economic and Social Council, the Labor Law Study Committee, and
the Wage Agreement between the FKTU and the KEF. However, the
opposition of the democratic labor union camp only made industrial
relations even more unstable, and finally, an amendment in labor laws
was attempted in 1996 through the Presidential Commission on
Industrial Relations Reform, with the participation of the KCTU.
Throughout this process, the products of social accord, a change in the
mentality of the acting entities, the institutionalization of social accord,
and discussions on various social policy agendas were generated. The
products of social accord coupled with the inauguration of the
relatively progressive Kim Dae-Jung administration and the foreign
exchange crisis gave birth to a social accord organization called the
Korea Tripartite Commission (KTC).
The first phase of the KTC operated from January 15 to February 9,
1998, and was participated in by labor, management, the government
and political parties. The first social agreement was produced at this
phase. The second phase was initiated on June 3, 1998, with the
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objective of implementing the social agreement and negotiating
restructuring issues. It lasted until early 1999, when labor and
management withdrew from the Commission. The third phase started
in September 1999, with the legitimization of the KTC. Focusing on
the reduction of working hours, restructuring, and improvements in
the structure of industrial relations, the third phase continues to this
day.
The results achieved by the KTC are different in quality from the
results achieved by previous social accords in a number of aspects. The
government and political parties participated in the process, a wide
range of social policy agendas were discussed, and legal
institutionalization was achieved. The KTC played an important role in
overcoming the financial crisis, and opened a new horizon for
industrial relations. However, as it entered into its second phase, the
KCTU withdrew from the Commission and the government no longer
showed a proactive attitude towards the operation of the Commission.
Also, the KTC was ignored in major national social and economic
policies. As a result, a paradoxical situation presented itself, where the
KTC was increasingly fraught with distrust and loss of influence as it
advanced in legal institutionalization and as ‘social accord politics’
progressed. This was because social accord was not built on a solid
foundation, and it failed to fulfill the characteristics of democracy.
Then, what are the measures that must be taken to strengthen the
foundation and ensure the sustenance of true social accord? First, the
labor sector must put in strong efforts to shift its influence from ‘the
power to restrain action (negative power)’ to ‘the power to enforce
action (positive power).’ This will be possible through professional
intervention in social policies, establishment of coalitions with civil
society, and strengthening of political power. Also, in order to develop
‘social accord politics’ in Korea, debates and public forum must be
invigorated by acting entities that strive towards public action and
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acting entities that have already carried out internal debates within their
respective organizations.
Chapter 6 (Kim, Won-Bae) outlines the overall flow of the policies
on industrial relations. The Great Worker Struggle of 1987 was a
turning point needed in changing the employer-centered workplace
order to a more democratic and modern one. It was also a stimulus that
set off the dynamic transformation of an unequal, subordinate
labor-management relationship to one in which both parties are fair
partners of one another. Government labor policies after 1987 also had
no choice but to adapt to the huge waves of change sweeping across
industrial relations in order to advance a step further.
As time passed, large-enterprise unions became stronger and more
systematically organized, and labor disputes grew in scale. Considering
the significant amount of influence the labor movement started having
on the national economy, the government had no choice but to accept
trade unions as its partner for dialogue, and to embark on an effort to
reach social accord amongst the major social entities, namely labor,
management, and the government.
The ‘National Economic and Social Council,’ comprising labor,
management, and public interest groups, began its work in April 1990.
This was the first in a line of industrial relations models developed and
launched by the government. The ‘National Economic and Social
Council’ was followed by the ‘Presidential Commission on Industrial
Relations Reform’ in May 1996 and the ‘Korea Tripartite Commission’
in February 1998. Through such models, the government worked to
revise Korea’s industrial relations laws to meet international standards
and to improve both labor practices and awareness. It is hard to deny
that a culture of compromise and negotiation has yet to put down its
roots firmly in the industrial relations of Korea, and thus, the activities
of the Commission are faced with numerous obstacles. However, these
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are nonetheless future-oriented policies based on partnership among
the stakeholders. In order for the model to establish itself successfully,
it is important for the tripartite groups to show both wisdom and
maturity in their contribution.
Chapter 7 (Kim, Dong-Bae) analyzes the changes in corporate
human resource management (HRM). The democratic movement of
1987 and the Asian financial crisis of 1997 were undoubtedly the two
most significant events that influenced the development of corporate
human resource management (HRM) in Korea. The democratic
movement of 1987 not only empowered the trade unions but also
made the working class become more aware of their basic rights. Such
changes challenged the HRM practices that were based on a duality in
status between blue-collar and white collar and on personal authority
and gave rise to principle-based internal labor markets in the larger
companies. In addition, due to changes in the labor market such as
population aging, higher educational attainment, and seniority buildups,
the inefficiencies of the seniority-based human resource management
system started surfacing. The seniority-based system may have been
appropriate for the rapid economic growth years of the past but
is, apparently, not a system appropriate for the emerging era. In
light of such changes, large-scale businesses started adopting
performance-based human resource management systems in the early
1990s but still experienced some issues similar to those posed by the
seniority-based system. Rapid changes started occurring in Korea’s
corporate HRM practices around the time the Asian financial crisis
struck the nation in full force, with the topic of the change being
performance-based HRM. As economic growth slowed, average ranks
of workers became relatively higher than before, and earning a
promotion became quite difficult. As a result, team-based
organizations and the so-called rank demolition became common.
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Recruiting on demand and mid-career hiring became common
practices in recruiting entry-level employees, and early retirement also
became prevalent. The most prominent change in HRM practice, with
the Asian financial crisis as the turning point, was the rapid
proliferation of the annual-salary system based on individual
performance, and the performance-based system. In order to
complement such changes, many companies also adopted evaluation
systems such as 360 degree evaluation and Management by Objective
(MBO). Measures for achieving higher quantitative flexibility such as
spin-off, outsourcing, and the increased use of irregular workers were
also actively developed and implemented. In sum, the changes in HRM
practices over the last 15 years were focused on increasing the
flexibility for both employment and wages so as to overcome the
inefficiencies of the traditional seniority-based HRM practice which
had firmly established itself in the business world during the
high-paced growth years of the past. However, the last 15 years are also
characterized by the fact that there is no proof of improvement in
technical flexibility or worker participation achieved through
work-system reforms. Thus, in the future, Korean businesses are likely
to be challenged with the task of increasing worker participation while
balancing quantitative flexibility of employment and wages with
technical flexibility.

2. Structural Changes in the Labor Market and the
Policy Responses
Part III consists of nine papers that focus on the changes in labor
supply and demand as well as the labor market policies devised and
implemented by the government. Of those, Chapter 8 (Ahn, Joyup)
analyzes the characteristics of the labor supply structure and the
changes in it.
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An examination of the Future Population Projection from 1970 up
to 2050 reveals some important points about the population structure
and projection by age group. One of the most pronounced
characteristics is the fact that Korea became an aging society in the
1990s, and population aging is progressing at a rapid speed. The pool
of available labor resources is expected to contract as the total
dependency ratio soars. This condition is attributable to the lower
mortality rates and longer life expectancy that rapid advances in
medical sciences and easy access to them have brought about. The fast
declining fertility rates accelerate the trend even more. Such face-paced
drop in birthrates is in part due to the increase in costs related to
pregnancy, childbirth, and child-raising. Also, the increase in the
number of years invested in education induces more women to
participate in the labor market, consequently postponing marriage and
childbirth. Furthermore, the opportunity costs of giving birth and
raising a child are also rising. Due to the resulting decline in fertility
rates, the growth rate of the working age population fell from 3.7% in
the 1980s to as far as 1.1% in the new millennium. In particular, the
average annual growth rate of the working age population in the 15~29
age bracket switched into reverse during the period of 1991~2002.
A noticeable characteristic in the population structure and the
working age population is that the average level of education of the
working population is rising rapidly thanks to the government’s
compulsory middle school education policy and the population’s
inclination for high school education. In 1993, only 19% of the
working age population had enrolled in high school. However, the
percentage jumped to 30% in 2002, the increase being particularly
noticeable among women whose figures leaped from 13% to 24%.
There are some gender differentials in the average years of schooling,
but the gap is more pronounced in the older groups. The gap narrows,
however, in the younger generations that benefited from better

Introduction(Lee, Wonduck)

15

educational opportunities.
A characteristic displayed by the economically active population is
that the overall labor force participation rate over the last 10 years
increased by a mere 1.9%, as the male participation rate continued in its
40-year long decline. Such poor improvement in the labor force
participation rates is partly driven by the increase in the proportion of
the elderly in the overall economically active population and the decline
in youth participation as they tend to stay in school longer than in the
past. The additive effect of higher educational attainment on economic
participation rates is yet to materialize.
Though the labor force participation rate of men has been declining
steadily, it was quite fortunate in terms of labor supply that the rate of
female participation has been rising as women’s educational attainment
became higher. The 25~29 age group has been driving the growth in
female participation rate over the last 10 years. This seems to be a
reflection of the women’s decision to lower opportunity costs by
delaying marriage and childbirth and staying on in the labor market.
The so-called ‘M-Curve’ became somewhat deviated as a result, but the
curve still has the distinctive M shape, implying that the labor
participation rate of women is still less than 50% and has room for
growth.
Chapter 9 (Hwang, Soo Kyeong · Chang, Jiyeun) examines the
characteristics of female labor supply and labor policies for female
workers.
The 1980s brought significant changes to both the economy and the
labor market. The traditional manufacturing structure that relied on
unskilled labor contracted as the information industry expanded its
presence. As for labor supply, the female workforce that joined the
labor market during this time was more educated and ambitious than
their predecessors and started expanding their job functions from
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assembly lines to administrative positions and to the service sectors.
But many women experienced bitterness and frustrations in the
process as they encountered the gender discriminating nature of the
labor market and various social constraints that stood in their way. The
wave of democratization that gained momentum in the mid 1980s
helped improve women’s rights and the Equal Employment Act was
passed in 1987 with the goal of eradicating gender discrimination in
employment. As low fertility rates and rapid population aging in the
1990s accelerated changes in workforce composition, the appreciation
for the female workforce as a readily available labor source gradually
increased. The laws and institutions on women’s labor rights and
maternity protection were also refurbished. The Infant Care Act was
established in 1991, the Framework Act on Women’s Development in
1995, and the Law Ensuring Equal Opportunity and Treatment for
Men and Women in Employment in 1999. As a result, gender
discriminatory practices such as those that forced female workers to
retire upon marriage were significantly reduced. More women took on
professional jobs and their relative wages increased steadily. But
despite the legal and institutional changes, social responsibilities such
as childcare and household chores still remained heavily on the
shoulders of the female workers. Such factors were the biggest
obstacles that stood in the way of numerous willing and able female
workers. Also, the increased flexibility of the labor market channeled a
significant number of the new female economic participants into
irregular employment. As a result, female labor had to suffer from high
vulnerability and low employment security. The mass layoff of the
female workforce during the Asian financial crisis of the late 1990s was
a case in point that demonstrated how vulnerable the female working
population was. The rapid quantitative growth of female employment
in the 1990s brought about a new challenge, the qualitative
improvement of female employment.

Introduction(Lee, Wonduck)

17

Chapter 10 (Hur, Jai-Joon) analyzes the structural changes in labor
demand. During the period of 1987~2002, the total number of
employed workers in Korea rose from 16.354 million to 22.169 million,
increasing at an average annual rate of 2.0%. In terms of industrial
structure, deindustrialization proceeded gradually after 1989 as the
number of workers in the mining industry declined. An examination of
the labor demand characteristics by age groups shows that the youth
population (15~24 age group) and the elderly population (50 and
above age group) are particularly sensitive to changes in economic
climate. The employment rates of these two age groups are still lower
than the pre-crisis level, indicating that they are experiencing
difficulties in finding jobs. As enterprises started to favor higher
organizational flexibility since the mid 1990s, the proportion of
temporary and daily employment in relation to total employment has
continued to increase with the exception of the year 2001. In the 1990s,
the demand for skilled labor increase steadily, readily surpassing market
supply and contributing to a widening wage gap between the high and
low-skilled worker groups. In the case of short term elasticity of labor
demand in Korea, with 2002 as the standard, a 1% increase (decrease)
in real labor cost translates into 33 thousand less (more) jobs, and 1%
point decrease (increase) in growth rate into 58 thousand less (more)
jobs.
Chapter 11 (Yee, Seung-Yeol) examines the structural characteristics
and the changes in the internal labor market of enterprises. Through an
indirect approach, the author attempts to outline the evolution of the
internal labor market over the last 15 years. To this end, large-scale
enterprises with 500 or more employees were investigated over the 15
year period of 1987~2002 in terms of tenure-wage profile, wage
differentials and welfare and benefit gaps by business size. In addition,
accession and separation rates, average tenure, and the composition of
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workers by years of consecutive service were also examined.
First, the tenure-wage profile is upward sloping, indicating the
existence of a seniority-based wage system. The wage differentials
among businesses of different sizes decreased somewhat after the late
1980s only to start increasing again recently. Such gap in wage levels as
well as in welfare and benefit plans contributes towards the long-term
employment relationship of large enterprises. Second, the accession
and separation rates in businesses with 500 or more employees have
been declining steadily except for a brief break during the economic
crisis in 1997. Both accession and separation rates fell to the 1% level in
the late 1980s and have continued to decrease even further since,
proving that workers in businesses with 500 or more employees have a
very low inclination to change jobs. Third, the continued drop in
accession and separation rates are translating into an increase in
average tenure. Moreover, the proportion of short-term employees has
decreased throughout the 1990s while that of long-term employees
increased steadily. The trend implies that there has been an advance of
the internal labor markets in large enterprises. However, it has been
confirmed that the internal labor market was not immune to the
repercussions of the Asian financial crisis that occurred at the end of
1997. The fact that the tenure-wage slope was a lot less steep than that
of the late 1980s implies that the wage burden experienced by
businesses had affected long-term employees with 10 or more
consecutive years of service. Also, the decrease in the proportion of
workers with 10 to 20 years of service indirectly implies that this was
the group most affected by employment adjustment.
Chapter 12 (Jeong, Jin-Ho) analyzes the characteristics and changes
in wage levels, wage differentials, wage system, and the related
institutions. The annual wage increase rates during 1985~2002 were
relatively high at an average of 11.4%. The average annual growth rate
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of wages was as high as 14.6% in the economic heydays of 1985~90. In
contrast, the rate averaged a mere 7.2% during the financial crisis years
of 1995~2000. In accordance with the overall reduction of working
hours, overtime wages only posted an average annual growth rate of
8.0% during 1985~2002 while special wages increased each year at an
average rate of 14.5%. A comparison of the wage growth rates with the
national labor productivity growth rates shows that the two indices are
not too different. But the nation’s increase in unit labor cost during this
period was higher than that of other nations, thus undermining the
price competitiveness of Korean-made productions.
Overall wage differential has been increasing since the mid 1990s as
has the wage gap between workers groups with different levels of
education. Meanwhile, the wage differential between the so-called
regular workers and irregular workers is estimated at around 20%.
In terms of wage composition, the proportion of the more
economically resilient special wages is increasing, but the wage increase
is actually led by the growth of the less flexible regular wages.
Meanwhile, the wage determining system has also been undergoing
changes since the Asian financial crisis. The traditional seniority-based
wage system is giving way to performance-based wage systems such as
the annual salary and profit-sharing.
Moreover, the minimum wage level intended to protect the working
poor has not decreased over time, nor is it significantly lower than that
of other nations. In order to protect the livelihood of the working poor
in the coming future, it is necessary to explore ways to enhance the
efficacy of the minimum wage system and also introduce
government-funded in-work benefits to complement the system.
Chapter 13 (Kim, Sung-teak) examines the changes in working
hours and some of the pertinent challenges. The number of working
hours in Korea is one of the highest among industrialized countries.
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Korea’s annual working hours exceed that of the European nations by
approximately 1,000 hours, and are longer than those of the United
States or Japan by 600~700 hours. However, working hours in Korea
have been decreasing steadily since the 1980s. This trend is valid for
both normal working hours and overtime hours. Normal working
hours hit a high point in the early 1980s before sliding whereas
overtime working hours peaked in the mid 1980s.
The main cause of the long working hours in companies with 30 or
less employees appears to be the long normal working hours exceeding
the statutory limit. Excessive overtime hours are the cause of extensive
working hours in the bigger companies, especially those with 100~299
employees or 500 and over. When analyzed by industry, the long
normal working hours are the cause of long hours of work in the
service sector while the extensive overtime hours are the culprit in the
manufacturing and the electricity, gas and water (utilities) industries.
The concept of statutory working hours was first addressed in Korea
through the Labor Standards Act established in May 10, 1953. The
legislation stipulated 8 hours of work per day or 48 hours per week as
standard working hours, and up to 60 hours of extended working
hours. The standard weekly working hours were reduced from 48
hours to 44 hours in 1989, and the biweekly or monthly flexible
work-hour arrangement was permitted in 1997. In 2003, the statutory
weekly working hours were further reduced to 40 hours, and a holistic
revision took place for the leave and holiday system as well.
One of the biggest issues in the labor market as of 2003 is the
reduction of the statutory weekly working hours to 40 hours. In 1997,
the Asian financial crisis struck Korea in full force, pulling the rug from
under the national economy and resulting in mass layoffs. The idea of
reducing the working hours was brought up during this time as a means
of ‘work-sharing.’ Goals were to overcome the problems of mass
unemployment and faltering job security as well to reduce the
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much-too-extensive working hour situation of the Korean workers and
to improve their quality of life. The revised bill for the Labor Standards
Act was submitted in July 2002 but was only legislated in August 29,
2003. This revision, branded in the minds of the public as one that
introduced the five-day workweek plan, is expected to have a
far-reaching effect on our society and economy.
Chapter 14 (Jeong, Insoo) analyzes the unemployment structure and
the unemployment schemes. The unemployment structure of Korea
can be divided into three phases: the pre-Asian financial crisis years,
mid-crisis years, and post-crisis years. During the pre-crisis years
between 1987 and 1997, unemployment rates were at a very low level
of 2.0~3.1%, and the average unemployment rate and the average
economic growth rate were 2.51% and 7.79%, respectively. In short,
unemployment was hardly an issue during these years. One month
after the onset of the Asian financial crisis in 1998, however, the
unemployment rate peaked at 7.0%. Though the rate dropped slightly
to 6.3% in 1999 and to 4.1% in 2000, unemployment was definitely
reaching heights unseen in the pre-crisis years.
The crisis-induced mass unemployment, which left 1,780 thousand
workers jobless and the unemployment rate at a threatening 8.6%, was
mitigated mainly by the government's active unemployment schemes.
Thanks to governmental measures, the unemployment rate and the
number of unemployed persons in the third quarter of 2001 dropped
to 3.3% and 750 thousand, respectively. Unlike those of the developed
nations, the unemployment schemes implemented at this time were
active policy measures aimed at helping the unemployed get back to
work and creating jobs. Additionally, despite the short history of
employment insurance, the coverage of the unemployment benefits
was expanded following an analysis of both the characteristics and
number of the unemployed. When the nation's budget for the
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unemployment scheme during the mass-unemployment years of
1998~2000 is compared with that of developed countries, the ratio of
unemployment budget relative to GDP ranks somewhere in the middle
range among them.
The effect of the Asian financial crisis on unemployment was the
most serious for the youth group. Youth unemployment does not seem
all that critical if only the numerical aspects are considered. However,
youth unemployment is plagued by a serious structural unbalance in
the supply and demand of university graduates which is very likely to
have long-term effects. One of the first things that need to be done in
order to resolve youth unemployment issues is to disclose the
employment rate of all majors and classes at universities. Also, it is
necessary to promote a smooth transition from school to work,
address the problem of middle and high school dropouts, improve
job-placement capabilities, encourage local governments to take
responsibility for resolving youth unemployment and developing
employment promotion measures to increase employment in the
service industry, support the SMEs’ efforts to improve working
conditions so that these enterprises can become more attractive
workplaces for young job seekers, and to support the development of a
job-creating program for the vulnerable youth with high school
education or less in the ‘social and economic’ sector.
Chapter 15 (Lee, Byung-Hee and Kim, Jooseop) analyzes the
changes in the job skill development policies and institutions. The basic
institutional framework for vocational training was first put into place
with the establishment of the ‘Vocational Training Act’ in 1967. The
1976 launch of the ‘Basic Vocational Training Act’ was a turning point
for the vocational training system. This Act required all establishments
with 300 or more full-time workers to implement training programs for
the percentage of workers announced each year. Companies that failed

Introduction(Lee, Wonduck)

23

to comply were subjected to a vocational training levy which was used
to set up the vocational training promotion fund intended for various
vocational training projects. The vocational training contribution
system underwent a few revisions but was maintained until the mid
1990s.
There was a dramatic change in the demand for vocational training
in the 1990s. The higher educational attainment of workers led to a
decline in the number of workers requiring basic training, while the
demand for further training, retraining, and job conversion training
increased as the industrial structure became more sophisticated.
However, the government-led initiatives for vocational training failed
to respond flexibly to the changes in corporate labor demand and
ended up being accused of being the roadblock to voluntary training
programs. In response to the situation, the Job Skill Development
Program under the Employment Insurance System was launched in
July 1995 with the goal of transforming the obligatory in-house training
system to an autonomous and user-centric system.
One of the most significant achievements of the Job Skill
Development Program is its contribution to the re-employment of
workers who were displaced during the mass unemployment crisis of
1998. The program expanded the scope of vocational training and
managed to help the unemployed find their way into appropriate
positions. Second, the Job Skill Development Program shifted the
focus of vocational training from development of skilled manpower to
lifelong learning for workers. Third, the program served as an
institutional foundation with which support can be provided for the
voluntary vocational competency development efforts of workers.
The proliferation of digital technology and global competition are
expected to bring dramatic changes to the labor market, and the
importance of human resource development will grow even further as
it is an essential means of responding to such rapid changes. In light of
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the situation, ongoing improvement and advances are required of the
job skill development system of Korea. Increasing the systematization
of corporate learning, encouraging worker initiatives for human
resource development, improving the equality of job skill development,
reforming the qualification system, establishing a human resource
development structure with labor-management participation, and
enhancing the efficiency of the delivery system for job skill
development are some of the tasks that await us as we seek to improve
the job skill development system.
Chapter 16 (Lee, Kyu-Yong · Shin, Hyun-Goo) discusses the
challenges facing the Employment Stabilization Program and evaluates
its performance to date. The Employment Stabilization Program is
aimed at guaranteeing the employment security of workers in the wake
of technological advances and structural changes in the industries while
supporting reasonable attempts of businesses to carry out employment
adjustment. At the same time, the Program supports the employment
of vulnerable working groups in the labor market such as the elderly
and women. The Program is intended to support the business owners
rather than the workers.
The Employment Stabilization Program was revised on several
occasions so that it could better adapt to the changes in the labor
market. When the Employment Insurance System was first launched in
July 1995, the Employment Stabilization Program consisted of Aid for
Temporary Shutdown, Aid for Manpower Relocation, Aid for
Outplacement Training, Regional Employment Promotion Grant,
Grants to Promote Employment of the Elderly, Grant for A Leave of
Absence for Child Rearing, and Aid for Management of Daycare
Centers. Since then, the Program has gone through numerous facelifts
consisting of revisions, expansions, or discontinuance of provisions
with poor performance in order to enhance its effectiveness as an
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employment stabilizing scheme.
The Employment Stabilization Program was not widely used during
the first two years of the Employment Insurance System which was
launched in 1995. However, the Asian financial crisis that struck at the
end of 1997 was a turning point in the utilization rate that rose rapidly
before turning down again in 1999.
As for the number of cases approved for support, 1,200 cases were
approved in 1995 and the number remained under 10 thousand cases
until 1997. However, the number of supported cases soared in 1998
and 1999 and posted approximately 100 thousand cases each year since
1999 before declining slightly to 86 thousand in 2002. The number of
business establishments supported also grew steadily from 6,640 in
1998 to 28,767 in 2000. The number of cases approved for support
dropped somewhat in 2002. The number of establishments subsidized
also dropped slightly during that time, to 20,913. The number of
workers supported increased from 24 thousand in 1995 to 117
thousand in 1997 and peaked in 1998 at 780 thousand before declining
to 484 thousand in 2002.
The scholars agree that, despite its high deadweight loss, the
Employment Stabilization Program has a positive effect on
employment stabilization and in promoting employment of workers.
Despite the fact that the relevant laws and institutions have been
revised on several occasions since the launch of the Employment
Insurance System in July 1995, the ratio of premiums versus the
amount supported has remained under 30% except in 1998 and 1999
when the ratio gained record heights of 51.3% and 53.1%, respectively.
Also, the beneficiaries are concentrated in few specific industries, and
the number of businesses and workers benefiting from the system is
still very low.
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3. The Development of the Employment Insurance
System, the Industrial Accident Compensation
Insurance System, and Workers’ Welfare
Part IV examines the evolution and improvement measures for the
social insurance system of the labor sector and the core axis of the
social security net such as Employment Insurance and Industrial
Accident Compensation Insurance.
First, Chapter 17 (Yoo, Kil-Sang) analyzes the introduction and
development of the Employment Insurance System in Korea along
with some future challenges that must be addressed by the system. The
Employment Insurance System was enacted on July 1, 1995. In the
process of developing the system, the Employment Insurance
Research Commission (EIRC) was established in the Korea Labor
Institute to carry out basic studies required for implementation of the
system as well as to develop an optimal insurance model for Korea.
The Employment Insurance System firmly established itself as a
social safety net for the unemployed as the nation battled against the
economic difficulties and mass unemployment set off by the Asian
financial crisis of 1997. Its scope of application at the time of
enforcement was businesses with 30 or more employees. However, all
businesses, regardless of business size came into coverage as of
October 1998. Various institutions needed to support employment
adjustment as well as reemployment of the vulnerable class were
continuously streamlined to minimize unemployment in the wake of
industrial and corporate restructuring. Reemployment training for the
displaced workers also picked up speed after the onset of the economic
crisis. The qualification requirements for insurance benefits were
rationalized, and the prescribed number of benefit payment days was
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extended. Introduction of the Special Extended Benefits System was
also one of the measures taken to overhaul the nation’s unemployment
benefits system. The premium rate of the Employment Insurance
System was carried out in a timely manner, and public employment
security offices were also reinforced in number.
As such, the Employment Insurance System of Korea has managed
to make some significant achievements despite its short history.
However, the system still has lots of room for improvement. The
system’s function and competency as a social safety net for the
unemployed should be reinforced through measures that can provide
better protection for the small businesses. Also, labor market
infrastructure must be improved dramatically, and the delivery system
of the Employment Insurance System must become more
user-oriented.
Chapter 18 (Hwang, Deok-Soon) analyzes the current status, the
evolution process, and future challenges of the Unemployment
Benefits Program. The program was introduced as one of the three key
programs of the Employment Insurance System launched on July 1,
1995. When the Asian financial crisis struck the nation at the end of
1997, the program, despite the fact that it was still in its fledgling stage,
successfully performed the role of the first-line social safety net for the
unemployed. Responding to the environmental changes in the labor
market without delay, the scope of application of the Unemployment
Benefits Program was rapidly expanded, and the strict eligibility
requirements of the Employment Insurance System were temporarily
eased. The prescribed number of benefit payment days was also
extended. As a result, the number of new qualified recipients of the
unemployment benefits surged from 40 thousand in 1997 to 370
thousand in 1998 and has fluctuated between 200 thousand and 300
thousand since then according to the economic climate. However, the
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ratio of beneficiaries to the total number of unemployed is still an
unimpressive 14.8% as of 2002, significantly lower than that of other
OECD nations. As to whether the unemployment benefits have any
negative effects on the reemployment of displaced workers, the debate
is still ongoing. The Unemployment Benefits System can be improved
in two ways. The first is to reinforce its role as a social safety net for the
unemployed. To do so, the efficacy of the Employment Insurance
system should be improved so that the ratio of insured workers to all
workers eligible for the insurance coverage can be increased from its
current level of 60%. Also, the strict criteria for judging the validity of
the reason for separation should be eased. Second, it is necessary to
promote the reemployment of workers currently receiving
unemployment benefits. To this end, measures must be devised to
fortify the link between unemployment benefit payments and job
placement services.
Chapter 19 (Kim, Hokyung) examines the development process and
the challenges lying ahead of the Industrial Accident Compensation
Insurance (IACI) System. A systematic compensation for industrial
accidents was initiated by the Labor Standards Act promulgated in
1953. The Labor Standards Act stipulated an industrial accident
compensation system based on the principle of liability without fault
and stipulated the payment of medical care benefits, wage replacement
benefits, disability benefits, and funeral expenses. Though the
introduction of such provisions was quite an impressive measure for
the time, the efficacy was not as high as expected. Thus, the Industrial
Accident Compensation Insurance System, a type of mandatory social
insurance in which the employer takes partial responsibility, was
developed in 1963 and enacted in 1964.
The IACI is meaningful in the sense that it protects the worker from
work-related risks and disperses the risk borne by an individual
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employer among the many in the employer pool. At the time of
enforcement, the IACI was applied to 80 thousand workers of the 64
manufacturing and mining business establishments employing 500 or
more workers. Since then, the scope of application has been expanded
on an ongoing basis. At the moment, all businesses and workers are
under the protection of the IACI. In 1966, the number of businesses
and workers covered by the IACI was only 594 and 222 thousand,
respectively. As the scope expanded, the numbers increased to 83,500
businesses and 5,356 thousand workers in 1987 and then to 1,002
thousand businesses and 10,570 thousand workers in 2002.
The IACI also grew in terms of payment level. At first, medical
treatment benefits were paid only when a worker’s accident or injury
required treatment for nine days or longer. The number of days was
reduced to seven in 1971 and to three days in 1982. The amount of
wage replacement benefits was approximately 60% of average wages at
the time the system was launched but was adjusted upward to 70% in
1989. The physical disability grades for disability benefits were adjusted
from the original 10-grade scale to a 14-grade scale in 1971, and the
amount of benefit payment was also increased gradually.
The tasks that lie ahead of the Industrial Accident Compensation
Insurance System are expansion of its scope of application and
achievement of financial security for the system. IACI is currently
applied to all workers, but those who are not legally classified as
workers are excluded from protection. But considering that the
number of irregular workers is relatively high in Korea, some type of
protection must be offered to these workers to reduce their risk of
industrial accidents. At the same time, considerations must also be
made for a safety device that can ensure the financial security of such
protection schemes over the long term.
Chapter 20 (Yoon, Jo-Duk) analyzes the changes in the institutions

30

Labor in Korea, 1987~2002

governing the industrial safety-related systems and the challenges lying
ahead. Industrial accidents not only result in high mortality (3.1%) and
disabilities rates (33.7%), direct-indirect losses, and lost work days, but
also cause significant financial difficulties for the injured worker and
the family. They also increase the financial burden on industrial
accident budgets and undermine corporate and national competitiveness.
Industrial safety and health became an official agenda of the Korean
government with the establishment of the Industrial Safety and Health
Act in December 1981, Korea Occupational Safety and Health Agency
in 1987 and the Industrial Safety Bureau under the Ministry of Labor in
1989. Since then, a number of mid to long-term industrial accident
prevention plans have been conceived and implemented and such
efforts are gradually improving industrial safety and health conditions
in workplaces.
The investment for industrial accident prevention in Korea is
stipulated in the Purpose section (Article 1) of the Industrial Accident
Compensation Insurance Act. The Ministry of Labor is in charge of
managing and operating the insurance system. Projects on industrial
accident prevention, compensation, and rehabilitation are controlled
centrally by the Labor Ministry, and the actual implementation is done
by the Korea Occupational Safety and Health Agency and the Korea
Labor Welfare Corporation. The Korea Occupational Safety and
Health Agency focuses on preventive industrial safety and health
projects while the Labor Welfare Corporation concentrates on
post-accident measures such as compensation and rehabilitation for
the injured workers.
The revenue sources for the industrial accident prevention projects
are contributions from the ‘Industrial Accident Compensation
Insurance and Prevention Fund’ stipulated by the Industrial Accident
Compensation Insurance Act, the general account of the government,
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loan settlements, and other revenues (Article 81, Industrial Accident
Compensation Insurance Act). The Industrial Accident Compensation
Insurance Act stipulates that the contribution of the Industrial
Accident Prevention Fund must be 5% or more of the ‘Industrial
Accident Compensation Insurance and Prevention Fund’ and the
general account of the government within the range of 3% of total
expenditure of the ‘Industrial Accident Compensation Insurance and
Prevention Fund.’ The 5% requirement of the IACI contribution has
been maintained to this day since (except during 1995~97). On the
other hand, the general account has averaged a mere 0.37% until 1997
and is far from meeting the 3% requirement.
The key industrial accident prevention projects implemented by the
Korea Occupational Safety and Health Agency since 1987 can be
divided into seven categories. They are as follows: Enforced Technical
Support Programs for Small-Scaled Workplaces Vulnerable to
Industrial Accidents, Support Programs for Establishing Voluntary
Safety Management in Workplaces, Safety Securing Programs for
Harmful and Dangerous Facilities, Prevention Programs for Repetitive
Industrial Accidents Such as Falls and Cave-Ins, Programs for
Working Environment Improvement and Prevention of Occupational
Diseases, Programs for Research and Development for Safety and
Health and International Cooperation, Programs for Safety Awareness
Education and Safety Culture Campaigns.
Chapter 21 (Park, Charnim) analyzes the development process of
public welfare for workers and examines the tasks that must be
addressed in the future. The development of public policies for
workers’ welfare in Korea can be divided into three phases. The first
phase began with the nation’s liberation from the Japanese colonial rule
and lasted until 1977. During this period, the basic working standards
were established, but public welfare for workers was lacking. The
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second phase which lasted from 1977 up until the year 2000 was a
period of expansion for the social welfare system and public welfare
services for workers. The time period from 2000 to the present (2003)
is the third phase during which the optimal direction was explored for
both the social welfare system and public welfare for workers. Public
welfare for workers achieved significant growth in both quantitative
and qualitative terms between 1987 and 2001. This was a period when
Korea was moving out of the underdeveloped era, in which having a
job was welfare in itself, into an era when the focus was on resolving
the adverse effects of high-paced growth and on providing better
welfare for the working population. The total welfare and benefits
budgets of businesses increased by more than 11 times during this
period, and social insurances, social welfare services, corporate welfare,
and public welfare for workers all developed and improved
competitively.
In its initial stage, public welfare for workers focused on establishing
welfare centers for all workers. But as the nation’s social and economic
level improved and as social welfare systems expanded, the attention of
the related policies shifted to software and to specific target groups.
The public welfare policies of today are focused on the relatively
vulnerable groups in the labor market such as the working poor,
irregular workers, women, and the elderly. Also, efforts are being made
to reinforce the link between public welfare and the market in order to
provide a wider choice for the workers and to improve their level of
satisfaction.
In order for public welfare for workers and related policies to
advance a step further, it is necessary to ensure financial security for the
programs, increase the efficiency of the delivery system, secure and
develop appropriate human resources, and develop more high quality
contents for the programs.
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Chapter 22 (Kim, Jeong-Han) examines the development of
corporate welfare. Corporate welfare is a welfare and benefits system
offered to the employees by the enterprises. Together with the national
welfare services offered by the state, it comprises the foundation of
modern welfare. In contrast to public welfare which prioritizes
common benefits for the whole society, corporate welfare programs of
a particular company only target the employees of the company
concerned.
The development of corporate welfare in Korea was somewhat
belated due to the growth-oriented economic policy of the government.
However, its growth has been stellar since 1987 when the labor
movement began in full force. The fact that corporate welfare costs
increased by 11 times between 1987 and 2001 while labor costs and
wages (cash payments) only grew fivefold, respectively, is a telling
point.
Some of the factors responsible for such an impressive growth in
corporate welfare are the increases in statutory welfare costs,
reinforcement of the non-statutory programs as a means to sidestep
the government’s wage-guideline policy, higher tax benefits than
monetary income, the collective nature of corporate welfare, and the
activation of labor movements.
Corporate welfare which has been posting a steady growth since
1987 is now at a turning point. Various changes in both external and
internal environments are calling for corresponding changes in the
system. Globalization is fueling a fierce competition on the external
front, and internal conditions are shifting amidst the trends of aging,
higher educational attainment of workers, diversification of values, and
the demise of the concept of lifetime employment. However, it appears
that the traditional supplier-centric welfare system is not adapting all
that well to such changes in socioeconomic and business environments.
The welfare gap between large enterprises and the SMEs is also
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emerging as an important social issue.
Some examples of the numerous options being considered to
overcome the problems of the more traditional welfare systems are
outsourcing, a flexible welfare plan, and conversion to wages. Among
these, the so-called ‘cafeteria plan’ is regarded as the optimal choice and
is being widely adopted across the society. Ultimately, corporate
welfare would be able to achieve better quality of life for workers and
enhanced corporate competitiveness only when it is properly aligned
with the conditions of the company employing the system.

Chapter 2

AN OVERVIEW OF INDUSTRIAL RELATIONS:
CHANGES IN INDUSTRIAL RELATIONS
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1. An Overview of Changes in Industrial Relations
Since 1987
1.1 Major Changes in Industrial Relations since 1987 and
the Construction of a New Order in Industrial Relations
Industrial relations in Korea have gone through some dramatic
changes since 1987. The extensive quantitative growth in the labor
movement sparked by the explosive increase of trade unions in 1987
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led to what can only be described as tectonic changes in industrial
relations. A totally new order was created in the midst of
labor-management and labor-government conflicts. And the changes
are still ongoing.
The reorganization process of industrial relations was influenced by
various factors. They include the principal factors such as the growth
of labor union movement and changes in the dynamics between labor
and management, and environmental factors such as political
landscape and economic fluctuations, and changes in government
labor policies. If classified in accordance with the influencing factors,
labor changes in Korea since 1987 can be divided into three major
Table 2-1 Changes in Industrial Relations: 1987~2002
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phases. First, the time period between 1987 and 1989 was an era of the
labor movement boom and dramatic changes in the landscape of labor
activities. Second, the time period between 1990 and 1995 was when
antagonistic industrial relations became institutionalized. Third, the
time period following 1996 was when the stakeholders sought to
establish a new order in industrial relations through measures such as
improving the labor systems and experimenting with tripartite social
agreement models involving labor, management, and the government.
The main characteristics of the environmental conditions of industrial
relations during each of these periods, as well as the changes observed
in industrial relations, are shown in Table 2-1.
1.2 1987~1989: A Period of Explosive Growth in Labor
Movement and Tectonic Changes in Industrial Relations
The truly explosive growth in the labor movement, which started
between July and August of 1987, was detonated by the formation of
the Hyundai Engine Labor Union in Ulsan, one of the major industrial
cities in the nation. The June Uprising and the June 29 Declaration
partially contributed to the loosening of the military government’s iron
grip and revived the public’s hunger for true democracy. The
inundation of trade unions during this period was labor’s responses to
such environmental transformations. The labor movement in Korea
before then had been harshly suppressed by the containment policy of
the dictatorial government which considered national development its
top priority. As a result, workers were forced to make do with low
wages. However, as a wave of democracy swept across the political
frontier and the restriction on the labor movement slackened, the
anger and frustration of the working class vented out in the form of
trade unions and strikes for wage increases.
The sudden rise of trade unionism brought up the number of unit
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unions and unionists, respectively, from 2,700 and 1.05 million before
June 1987 to 7,800 and 1.93 million by 1989.
The demands of the labor union movement during this period were
two-fold. The first was a demand for better wages, and the second was
the guarantee of the freedom for labor activities. As trade unions
started emerging all over the nation in 1987, these demands were
demonstrated in form of walkouts and strikes. Wage-increase demands
were mostly accommodated and resulted in two-digit growth of wages
as the government refrained from exercising its usual methods of
intervention such as deployment of police forces or arresting union
leaders. The organization of trade unions and their successful bids for
wage increases gave rise to a boom of unionization and wage strikes in
almost all industrial complexes in the nation. Company-kept unions
were ousted as democracy extended its reach to trade unions as well.
The explosive growth of the labor movement and the
unprecedented two-digit increase in wages during 1987~1989 resulted
in the rapid improvement of working conditions for the workers. The
economic boom powered by the ‘3-Lows’, meaning low interest rates,
low oil prices, and the low exchange rate, helped improve business
solvency and contributed to high wage growths that continued until
1989.
During this period, workers started to explore ways to extend union
activities beyond their company based unions. The company based
unions in industrial complexes started providing physical and financial
support to one another to mutually increase their bargaining power,
naturally giving rise to collective labor associations that encompassed
the entire region. Such regional trade union associations or councils
started out in Seoul and gradually spread to other major industrial
complexes in regions such as Incheon, Masan, and Changwon. In 1989,
these regional labor councils set out to form a national center, giving
birth to the Korea Trade Union Congress (KTUC, Chunnohyup) in
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January 1990.
The labor movement witnessed another great change as the KTUC
entered the scene. The KTUC was highly critical of the cooperative
labor movement course and the non-democratic organizational
management style employed by the Federation of Korea Trade Unions
(FKTU). Instead, it advocated a hard-line labor stance and democratic
operation of its organization totally independent from the management.
The KTUC referred to its new labor union movement course as the
‘Democratic Labor Union Camp’, effectively initiating a competition
with the cooperative labor movement of the FKTU.
Labor-management conflicts reached their peak as the labor
movement boomed and hard-line actions were taken by trade unions.
Labor confrontations involving collective bargaining and wage strikes
became a common occurrence in industrial complexes. The fact that
the number of labor disputes was at its highest between 1987 and 1989
is clear evidence of the chaotic landscape that characterize this period.
Such a confrontational stance of both labor and management
sometimes converted previously cooperative relationships into
antagonistic ones. The trend was particularly prevalent in businesses
that experienced the independent and hard-line labor activities of
KTUC unions. For such businesses, every wage negotiation was a
vicious cycle of strikes, disciplinary punishments, and dismissals.
The most significant characteristic of this period would be the truly
tectonic changes in the order of industrial relations brought on by the
explosive growth in the labor movement. Formation of trade unions
and democratic transformation of established unions were generally
accompanied by wage strikes, and the previously cooperative industrial
relationships led by the employer started to disintegrate. Labor
domination of production facilities during strikes became more
frequent, and management often found itself lacking bargaining power
at the negotiation table. Some labor strikes and disputes staged during
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the period stepped beyond the legal boundaries established to contain
the labor movement, calling for appropriate revisions in the laws. In a
nutshell, the three year period following 1987 was a time in which
extensive changes in industrial relations brought on by the explosive
growth in the labor movement called for correlating changes in the
system governing industrial relations.
1.3 1990~1995: Institutionalization of Antagonistic
Industrial Relations
On January 22 1990, Korea saw the birth of a massive conservative
ruling party as the ruling Democratic Justice Party consolidated with
two of its counterparts, the Unified Democratic Party and the New
Democratic Republican Party (This was also the day KTUC was
formed). As the newly formed colossal ruling party came to dominate
the national assembly, the democratic movement in the political circle
that started in 1997 was abruptly cut off. The massive ruling party took
advantage of its overpowering superiority in numbers and made a turn
for a more conservative policy stance.
Various indices indicate a fast economic growth in Korea between
1990 and 1992, but this was actually a period littered with negative
factors such as current account deficits, unstable commodity prices,
and skyrocketing real estate prices. Stock prices were pummeled to the
ground and real-economy growth was stunted by slow exports and low
facility investments. The decline of economic growth rate hurt the
solvency of businesses, and management started adopting hard-line
policies against the wage increase demands of trade unions.
The regression of the consolidated ruling party towards a more
conservative political stance also brought about changes in labor
policies. The government increased the degree of its intervention in
labor disputes and started suppressing union activities. Moreover, the
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government exercised strong measures to contain the activities of the
KTUC from the very beginning of its formation by arresting its leaders
or putting them on the wanted list. In 1991, the government embarked
on a massive clamp-down on the labor movement, starting with the
arrest of key officers and staffs of the Coalition of Large Company
Unions, a federation of trade unions in large corporations.
Another core axis of labor policies during this period was the
suppression of wage hikes. The government decided to step up and put
an end to the two-digit wage increases that had continued since 1987.
To this end, the administration started proposing wage guidelines and
encouraged the FKTU and the Korea Employers Federation to
observe them.
Such economic and political changes and oppressive labor policies
aggravated labor-management conflicts. The government was quite
strict in enforcing labor laws such as those prohibiting illegal strikes
and intervention of third parties and proceeded to arrest union leaders
en masse. The labor sector, including coalitions such as the KTUC,
responded aggressively with anti-government campaigns demanding
the government to reverse its policies on labor suppression, and to
revise labor laws on third party intervention and multiple-unionism.
As the government continued its suppression of trade unions, the
labor movement started changing in accordance with its changing
environment. As the independent and hard-line activities of the KTUC
became the main target of government suppression, the coalition
started experiencing difficulties in expanding its organization and saw
its official membership decline over time. Meanwhile, unions
judgmental about the course of action taken by the FKTU came
together to form new coalitions altogether. The Industrial Conference,
consisting of unions organized by administrative workers, as well as
groups like Hyundai Group Trade Union Federation and Daewoo
Group Trade Union Council, which were consolidations of unions
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from large corporations, were launched. These coalitions signaled a
continuous expansion of the democratic labor union camp.
Soon, the KTUC, Industrial Conference, and the consolidated
unions of large corporations were joining hands to stage joint actions
against the union-suppressive policies of the government to demand
revision of labor laws. The new alliance of the democratic labor union
camps led to the formation of Korean Council of Trade Union
Representatives (KCTU, Chunnodae) in 1993 and paved the road to the
launching of the Preparatory Committee for Korea Confederation of
Trade Unions (KCTU) in 1994 and the Confederation itself on
November 11, 1995. These events opened a new chapter in the labor
movement in Korea, in which the FKTU and the KCTU functioned as
the two main pillars of the labor movement through their competitive
and cooperative relationship.
Halfway into the 1990s, the management began an effort to regain
control of its production facilities and to set up management-led
industrial relations. In contrast to the overbearing labor management
practices in the years preceding 1987, businesses encouraged
participation of production employees and introduced performance
based reward systems in an indirect effort to win over their workers.
The new industrial relations policy, dubbed the New Management
Strategy, came hand in hand with various new human resource
management plans such as reducing headcount through automation,
employment of irregular workers instead of regular employees,
introduction of the job function performance system, developing
multifunctional workers, on-site labor management, overseas training
of workers, and campaigns for developing corporate culture.
Management adopted an indirect approach to weakening the influence
of unions over workers. to win them over instead of attempting to
exercise direct control which may provoke negative responses.
Between 1990 and 1995, institutionalization of industrial relations
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proceeded gradually with the main focus on the stabilization of
collective bargaining and trade unions. From 1987 to 1989,
labor-management conflicts caused by the transition to a new labor
order subsided as trade unions were legalized and more and more labor
differences were resolved through collective bargaining. The number
of illegal strikes started decreasing in the early 1990s, and collective
bargaining became the accepted channel for discussing wage
adjustments and concluding collective agreements. However,
antagonism between labor and management persisted as collective
bargaining sessions were far from peaceful, and unions continued their
resistance against the New Management Strategy.
1.4 1996~2002: Improvement of the Industrial Relations
System and the Tripartite Social Agreement Experiment
With the inauguration of Kim Young-Sam as president, “reform”
became the hottest topic of the political arena, signaling the onset of
reforms in the political, judicial, and educational sectors. The
reform-oriented policies pursued by the government were the driving
force needed to affirm the political validity of the Kim Young-Sam
administration. The administration’s reform policies extended their
reach to industrial relations in 1996. The Presidential Commission on
Industrial Relations Reform (PCIRR) was established in May 1996, and
for the first time in history, labor, management, the government, and
public interest groups sat down together to discuss measures to
improve the industrial relations system.
Various internal and external factors drove the Kim administration
to embark on this journey to improve industrial relations. Within the
nation, there were demands calling for the revision of the Labor
Relations Act, which was restricting the activities of the labor
movement. On the external front, international pressure was mounting
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for the administration to recognize the basic labor rights of workers as
Korea vied for ILO membership in 1991 and OECD membership in
1996. On the other end, businesses were demanding that the system be
revised towards increasing labor market flexibility to boost the
competitiveness of local businesses in the international market.
In the midst of these demands, the Kim Young-Sam administration
sought to improve the institutions governing industrial relations to
satisfy international standards by recognizing basic labor rights, and to
raise the international competitiveness of local businesses by adding
more flexibility to the labor market. To this end, under the guidance of
the PCIRR, the “three prohibition laws” troubling the labor side,
namely those prohibiting multiple unionism, third-party intervention,
and political activities of trade unions were traded for the “three system
laws” demanded by the management side, which were the collective
dismissal for managerial reasons, replacement workforce system, and
the flexible work-hour system.
However, the negotiations conducted by the PCIRR composed of
trade unions, management, and public interest groups failed to reach an
agreement, and the government decided to push for the revision of the
Labor Relations Act on its own. The FKTU and KCTU responded by
staging a joint general strike, and the relationship between labor and
government reached a new low. The government ended up giving in to
the demands of the unions and proposed a new revision that passed the
assembly in March 1997. The 1997 amendment of Labor Relations Act
included revisions in the Collective Labor Relations Act and permits
the establishment of multiple unions as well as political activities of
trade unions. The scope of businesses subjected to ex officio arbitration
was reduced, and the prohibition on disputes or strikes of the defense
industry was partially relaxed. Moreover, the institutions concerning
the Labor Relations Commission were to be improved. Revisions
needed for increasing labor market flexibilities were also made. They
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include the introduction of the employment adjustment system,
flexible work-hour system, selective work-hour system, and short
work-hour system. In addition, some of the outstanding issues in
industrial relations were addressed by prohibiting the payment of
wages for full-time union officials, and incorporating the
no-work-no-pay policy into the law.
The Korean economy began to deteriorate rapidly from mid 1997.
Economic catastrophes such as the fall of Hanbo Steel added to the
uncertainties in the financial market, and led to the downturn of the
economy. Foreign capital retracted from the Korean market and the
infamous Asian financial crisis struck the nation in full force, forcing
Korea to seek help from the International Monetary Fund (IMF). In
the midst of this crisis and the subsequent mass bankruptcies
throughout the nation, the administration changed hands.
The succeeding Kim Dae-Jung administration chose the Tripartite
Social Agreement as its means to overcome the economic crisis. To
this end, the Korea Tripartite Commission, consisting of labor,
management, and the government, was formed. The Commission
discussed policy measures to improve labor market flexibility with the
immediate adoption of the collective dismissal system, and to extend
basic labor rights and the social security system. Increasing
transparency in corporate management was also one of its goals. The
KTC produced a social agreement to raise Korea’s external credibility
and to overcome the financial crisis. Though there was some resistance
on the part of the KCTU regarding the agreement, labor laws were
revised in accordance with the agreed proposal in the February 1998
extraordinary session of the National Assembly. As a result, the
collective dismissal system and the worker dispatch system were now at
the disposal of the management to use to enhance labor market
flexibility. In addition, the revision also expanded basic labor rights of
workers as the teachers’ right to organize, and their right to collective
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bargaining were recognized. Trade unions were permitted to be
involved in politics, and the unemployed were allowed to join
non-enterprise level trade unions. Meanwhile, policies that increased
employment insurance coverage for the unemployed, increased
government support for employment security, and expanded social
security systems were also adopted.
Though the tripartite agreement for institutional improvements
served as a valuable opportunity for the nation to overcome the
financial crisis, it also induced labor-management confrontations as the
FKTU and KCTU balked against the implementation of some items in
the agreement. The KCTU ended up breaking away from the KTC in
1999, leaving only the FKTU to represent labor interests.
Once the collective dismissal system was approved in accordance
with the tripartite agreement, businesses experiencing difficulties
staying afloat set out on a restructuring frenzy through collective
dismissal, and another round of labor-management conflict was
inevitable. When Hyundai Motors slashed its payroll by nearly ten
thousand workers in 1998, its union responded with a strike that went
on for nearly two months. Massive layoffs and restructuring efforts of
businesses resulted in similar confrontations all around the nation.
Unions in public corporations also went on strikes against layoffs and
privatization. Restructuring in the banking industry resulted in strikes
of unprecedented scale. No industry or sector was immune to the
nationwide restructuring wave and the subsequent disputes.
As labor conflicts continued in response to the collective dismissal
system and restructuring efforts, trade unions began to put more
emphasis on employment security in their demands. Wage-related
differences that prevailed from 1987 to the mid 1990s were replaced by
demands for employment security agreements and less irregular
workers. As such demands were put on the table during collective
bargaining, labor conflicts regarding the reform of collective bargaining
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sometimes overwhelmed wage-related disputes.
The wave of dismissals and restructuring brought on by the financial
crisis translated into a drop in unionization. The decrease in the
number of regular workers resulted in less union members and less
unionization, which fell as far as 11.9% in 1999. The figure increased
slightly to 12% in 2000 as workers restarted their efforts to form and
join unions to fight against the threat of restructuring.
Trade unions were very active politically during the period of
1998~2002. The FKTU joined hands with the New Millennium
Democratic Party to play a significant role in switching the
administration in the 1997 presidential election, thus exercising
considerable influence on labor policies in the initial phase of the Kim
Dae-Jung administration. The KCTU was also active in its support for
the Democratic Labor Party. As a result, the Democratic Labor Party
was able to gain more political leverage by earning an impressive 8% of
votes in the 2001 local election and producing two local government
leaders. The party is still well on its way to further growth, winning
almost 4% of the votes in the general election at the end of 2002.
The distinctive characteristic of industrial relations during this
period would be the fact that employment issues had replaced wages as
the centerpiece of collective bargaining, and that the reform of the
industrial relations system was pursued through social agreements
involving the PCIRR and the KTC.
As the 1997 financial crisis raised unemployment rates and
threatened job security of workers, employment related issues became
the focus of most labor negotiations. One reason employment security
became a relatively more urgent issue for workers was because the high
wage growth that continued after 1987 had brought up the wage level
to a more or less tolerable range by this time.
Efforts to reform industrial relations involving the PCIRR launched
in 1996 and the KTC in 1998 shifted the antagonistic industrial
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relations that persisted since 1987 to a more cooperative end.
Moreover, the reforms were also an attempt to improve the
competitiveness of Korean industrial relations with a Labor Relations
Act that met international standards. Efforts to reform industrial
relations through such social agreements are ongoing even at this
moment.

2. Changes in Industrial Relations during 1987~2002
2.1 Wages and Working Conditions
The wage level of workers in Korea rose rapidly between 1987 and
2002. The average monthly wage, which was hovering around 386,500
won in 1987, had increased by 527% to 2,036,200 won by 2002. Such a
rapid wage growth was unprecedented both among OECD member
nations and other developing countries. During the same period, Japan
saw an increase rate of 16%, and that of Taiwan, which was noted for
one of the fastest growth in wages among developing nations, rose by a
relatively weak 228%.
The wage growth rate was at its highest during the period of
1987~1992. An analysis of the annual wage increase rates indicates that
wages were rising by over 15% each year between during 1988~1992.
The increase rate slowed somewhat to the 10% level in 1993 and
recorded a negative growth rate in 1998 as the Asian financial crisis
struck with full force. The economic recovery following 1999 brought
some life back into the wage growth, but wage level became more or
less dependent on the economic climate, dancing up and down in tune
with the economic cycle.
Overall, the wage increase rates were more under the influence of
industrial relations factors such as the increase in the number of unions
and their bargaining power than the economic growth rate. However,

Industrial Relations(Lee, Sung-Hee)

51

Figure 2-1 Changes in Average Wages and Wage Growth Rates (Based on
Monthly Wages)
(Unit: 10,000 KRW , %)
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Figure 2-2 Weekly Working Hours
Unit: Hours
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the Asian financial crisis in the late 1990s was a turning point after
which wage increase rates started moving according to the economic
climate. This indicates that wage increase rates during this period were
relatively more affected by changes in the economy.

52

Labor in Korea, 1987~2002

Working hours decreased gradually over the period of 1988~2002.
In 1988, weekly working hours tallied 51.1 hours but had declined to
46.0 hours by 2002. Working hours fell most rapidly during 1987~1990
but leveled out somewhat during 1990~1996 at around 47 hours per
week. The Asian financial crisis was once again the stimulus that
brought down the figures to the 46-hour level. But the economic
recovery in 1999 pulled up the numbers once again to 47 hours, which
then returned to 46 hours in 2002 and has held steady ever since.
Overall, wage level has more than quadrupled while the working
hours component has decreased by only 10% over the same term. This
shows that working conditions have changed for the better in terms of
wages, but there has not been much action with regards to working
hours. The fact that long-working hour practices are still common
shows that workers place more importance on wage increases than on
working hours. Within these circumstances, a movement started in
1999 to reduce working hours with the five-day work week plan. The
efforts are about to bear fruit as the bill has been submitted to the
national assembly by the government and is waiting to be passed.
2.2 Changes in the Unionization Rates and Changes in
Organizational Structures of Unions
Unionization rates over the period of 1987~2002 show that the
number of unions had increased rapidly during 1987~1989, but started
a downward climb starting 1990. An examination of the unionization
rates between 1987~2002 shows that the 15.7% rate in the beginning
of 1987 literally shot up to 19.8% in 1989 but declined after mid 1990
and fell to the 12% level in 1997 as the financial crisis struck.
Union membership was approximately 1.05 million in 1987, but rose
rapidly to 1.93 million in 1989. However, the numbers fell steadily
between 1990 and 1997 and bottomed in 1998 at 1.14 million, only to
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start a gradual climb in 1999 to reach 1.26 million in 2002. This
explosive growth in membership during 1987~1989 shows that the
rapid expansion of the labor movement had translated into more
unions and more members during this period. But industrial relations
took on a confrontational angle when it was incorporated into the
institutional framework in 1990. The employers’ policies to render the
unions powerless and the natural dissolution of trade unions as small
and medium sized enterprises went out of business are the suspected
reasons for the contraction in membership.
The large-scale contraction in union membership in 1998 is
attributable to the mass layoffs undertaken by businesses, which led to
the displacement of many regular workers. Though the decrease of
regular workers led to an increase in irregular employment, the overall
membership decreased because irregular workers had a very low
unionization rate.
The upturn in the number of trade unions after 1998 may be
interpreted as a rebound from the side of the workers against the
deterioration of working conditions and reduction of payrolls through
collective dismissals.
Legalization of teaching-staff unions also had a part in the rise of
union membership that started in 2000. Korea Teachers & Educational
Workers' Union had been in existence even before the legal approval,
but only as a non-statutory union as the teachers were not formerly
entitled to basic labor rights. However, the teachers’ right to organize
and their right to collective bargaining were recognized by the tripartite
agreement in 1998, opening a new chapter in the unionization of
teachers and augmenting the total number of union membership by the
headcount in the teachers’ unions.
Up until 1987, enterprise-level union was the most widely adopted
type of labor union in the nation. Enterprise unions remained common
until the mid 1990s when the need for industry-level unions was
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Figure 2-3 Changes in the Number of Trade Unions and Membership
(Unit: 1,000 Persons)
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voiced. Advocates for industrial unions claimed that enterprise unions
were limited in their organizational power, and economy of scale was
hard to achieve in terms of operation and budgets. The weak financial
standing of enterprise unions, they argued, was inadequate to support
systematic labor activities needed to influence labor policies. With such
rationale, a shift towards industrial unions began, starting with
administrative/office workers. With the Asian financial crisis
threatening union activities, the transition was more pronounced in
financial and administrative unions. The manufacturing sector also
started its shift towards industrial unionism. Small and medium
enterprise metal workers unions enlisted in the Korea Metal Workers’
Federation of the KCTU, forming a metal workers’ industrial union in
2000. However, the transition is happening only gradually, as
large-enterprise unions in the manufacturing sector are still on the
sidelines and the management is definitely against the change.
Despite the slow pace, the conversion to industrial unions is
occurring steadily. As of 2002, industrial unionists, who made up
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approximately 10% of all unionized workers in 1987, account for 30%
of the total number.
2.3 Trends in Labor Disputes and the Social Cost of Disputes
More than 1,000 labor strikes occurred each year from 1987 to 1989,
but the number decreased abruptly starting in 1990 to about 100 cases
per year. Less than 100 cases of strikes took place during 1995~1997,
but the figure rose above the 100 level in 1998 and reached 322 cases in
2002, regressing to the level of the early 1990s.
An examination of the number of workdays lost due to strikes and
the number of workers participating in the protests produced a
corresponding trend. Both figures increased abruptly between during
1987~1989 and decreased significantly in the mid 1990s, only to shoot
up again during the crisis years to a level similar to that of the early
1990s.
Figure 2-4 Number of Labor Strikes and Participants
(Unit: Cas es ,
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Figure 2-5 Lost Workdays and Amount Loss in Production Caused by Labor
Strikes
(Unit: Billion KRW, Days)
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A close observation of the trend in labor strikes reveals that the high
number recorded during this time period was attributable to the strong
discord between labor and management resulting from explosive
growth in the labor movement and the rise of a new order in industrial
relations. Moving into the 1990s, labor strikes decreased in frequency
as industrial relations started to settle down with the institutionalization
of industrial relations. The New Management Strategy of the
employers is also suspected to have played a contributing role here.
However, it was not long before protests became more frequent again
as the financial crisis brought on massive layoffs, outsourcing, wage
cuts, and contraction of benefits and welfare, destabilizing the
foundation of industrial relations. Contending issues such as wages and
corporate restructuring fueled a continued increase in strikes in year
2000 and onwards, resulting in over 200 cases each year.
In terms of duration, labor strikes went on for an average of 20 days
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during the period of 1987~1990. This indicates that differences
between labor and management were hard to resolve once they erupted
in the form of protests and walkouts. In other words, neither labor nor
management was willing to back down once disagreements from
collective bargaining developed into full-fledged strikes, resulting in
lengthy confrontations. The average length of strikes grew even longer
after 2000 to about 30 days per case. The extensions can be attributed
to the frequent and extensive confrontations staged by trade unions of
large businesses or public corporations in protest of corporate
restructuring.
Labor strikes are protected by law as long as their objectives,
methods, and procedures are valid, and the legitimacy of strikes serves
as an important indicator of how the labor actions proceed. Between
1987 and 1998, more than 50% of the strikes staged in Korea were
Figure 2-6 Duration of Labor Strikes and the Number of Illegal Strikes
(Unit: Days, Cases)
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illegal. The proportion dropped to around 30% following 1991, and fell
to as low as 10% during 1995~1996. Labor movement trends were
obviously adapting as collective bargaining became incorporated into
the institutional framework. However, collective dismissals, labor
outsourcing, and reduced wages brought on by the financial crisis
raised the proportion of illegal strikes to more than 40%, showing just
how strongly the workers were fighting against the management
decisions. But the figure climbs back down to the 20% level in 2000.
The most common reason for being classified an illegal strike was
the lack of legitimacy in the purpose or the procedure of the strike.
Strikes staged for political purposes, revision of laws, or control of
labor management, and strikes demanding what is beyond the control
of the management were the most common types of strikes that lacked
legitimacy in terms of purpose. The most common causes of
procedural illegitimacy were breaching the mediation preceding system
in industrial relation arbitration process prior to the strike and staging
strikes after administrative orders had been handed down or after they
had been forwarded to ex officio arbitration.
Figure 2-7 Changing Trends in the Reasons for Illegitimacy of Strikes
(Unit: Cases)

70
60
50
40
30
20
10
0
1992

1993

1994

1995

Invalid Objectives
Staged by Unqualified Entities

Source: Ministry of Labor.

1996

1997

1998

1999

Failure to Observe Procedures
Un-unionized

2000

2001

2002

Illegal Means of Disputes

Year

Industrial Relations(Lee, Sung-Hee)

59

Statistics on labor strikes since 1987 show that illegal strikes staged
by unapproved unions or unionist accounted for 3~6% during
1987~1992, but have all but disappeared since. This shows that this
particular period was when the fight for better wages was at its peak
and that trade unions at this period were part of the fallout of such
wage-hike movement. But once trade unions became legal, workers
started to use this institutional tool to express their demands.
Statistical figures on illegal strikes and non-unionized strikes indicate
that though industrial relations in Korea were in disorder during
1987~1990, trade unions and collective bargaining had started to
become institutionalized. The collective bargaining system was put to
test by the financial crisis, but regained its balance to return to the 1990
level by 2000. But illegal behaviors are still reported in some 20% of
labor strikes, showing that Korean industrial relations are still on
unstable grounds.
2.4 Changes in Labor Dispute Issues
An analysis of the causes of labor strikes in Korea between 1987 and
2002 show that they too underwent some changes during this period.
Wages had been the biggest point of contention during 1987~1994 but
this area was succeeded by collective bargaining in 1995, which has
became an even more important issue since 2000.
This succession has to do with the fact that wage increase, which had
been the dominating issue in most negotiations from 1987 to the early
1990s, was succeeded in the following years by employment security
and opposition to the New Management Strategy. In particular, 1998
signaled the onset of labor actions against layoffs and the contraction
of corporate benefits and welfare. Since most of these issues were
included in the collective bargaining process, the increase in the
number of strikes involving collective bargaining indicates that the
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Figure 2-8 Changing Trends in Labor Dispute Issues
(Unit: Cases)
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point of issue in strikes had moved on to employment security and
corporate welfare from wages by the late 1990s. The tide of wage
strikes that characterize the period between 1987 and 1990 was an
expression of frustration and anger that workers had kept bottled
within themselves through the low-wage years before 1987. But the
continuous two-digit increase of wages in the following years
somewhat met the demand for wage increases, and workers started
turning their attention to improving the quality of life through better
corporate welfare and employment security.
2.5 Changes in the Industrial Relations System
The industrial relations system in Korea underwent various changes
during 1987~2002. The Labor Relations Act was revised three times in
1987, 1989, and 1997~1998. The Collective Labor Relations Act that
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restricted the labor movement was revised in 1987 and 1989. The
revisions in 1997 and 1998 were mostly about guaranteeing basic labor
rights of workers to meet international standards and enhancing
the flexibility of the labor market so as to enhance corporate
competitiveness.
The 1987 and 1989 revisions of the Act were focused on reforming
the institutions that were restricting the activities of the trade unions.
With the explosive growth of the labor movement from 1987, such
institutions became the target of labor actions, inducing the revisions
of the collective Labor Relations Act. In other words, the growth of
trade unions and the resulting changes in the industrial relation
landscape had brought about suitable changes in the laws and
institutions governing industrial relations. The Labor Relations Act was
revised to provide more autonomy for unionization and to reduce
government intervention in industrial relations.
However, the 1997 revision takes on a different mood. The
discussions for Labor Relations Act revision that started at the PCIRR
in 1996 were centered around two main points. The first was the
revision of provisions prohibiting third-party intervention, multiple
unionism, and political activities of trade unions. The second had to do
with revising legal provisions such as the employment adjustment
system and the flexible work hour system that had so far been
hindering a more flexible manpower management of businesses. This
revision brought the Korean Collective Labor Relations Act up to the
level of international labor standards on the basis of ILO
recommendations, but also enhanced the flexibility of labor
management of both business and labor market as a whole. In effect,
the 1997 revision of the Labor Relations Act was a ‘Big Deal’ of sorts,
relaxing regulations in exchange for higher corporate competitiveness.
The subsequent 1998 revision took placed in the midst of the Asian
financial crisis. As businesses went bankrupt and foreign capital fled
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from the Korean market, a tripartite agreement involving the
government, business, and labor was launched in an effort to enhance
corporate competitiveness and labor market flexibility as well as to
offer basic labor rights that met international standards. As a result, the
Labor Relations Act was revised in the direction of giving businesses
more room to maneuver by allowing immediate application and
expansion of the collective dismissal system and legalizing the
substitute workforce system. Meanwhile, agreements were reached to
acknowledge basic labor rights of workers through measures such as
recognizing the organizing rights of teachers and public servants. As a
result, the Special Act for Teachers’ Unions was established in 1999,
and a separate bill on government employee unions is currently in
discussion.

3. Conclusion: Changes in Industrial Relations Over
the 15 Years Since 1997 and Future Challenges
3.1 Changes in Industrial Relations during 1987~2002
Ever since the explosive growth of trade unions in 1987, industrial
relations in Korea have gone through numerous changes, big and
small.
The fact that trade unions are now recognized as regular social
entities, and that stabilization of industrial relations has now become a
socioeconomic concern shows that there is now better awareness of
the importance of industrial relations. The changes in industrial
relations in the last 15 years can be summarized as follows.
First, industrial relations have become more institutionalized
through trade unionism and the collective bargaining system. The
evidence is portrayed by the placement of labor demands through
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unions and resolution of strikes through collective bargaining or
negotiations. However, illegal strikes still make up a significant portion
of labor activities, indicating that institutionalization of industrial
relations is yet to be completed.
Second, the point of contention in labor strikes has moved on from
wages to issues related to quality of life, such as employment security
and corporate welfare. The political democratization of 1987 was
accompanied by a flood of labor demands, which resulted in two-digit
growths in wage levels during 1987~1989. However, corporate welfare
replaced wages as a favorite agenda in labor demands starting
mid-1990s. In the late 1990s, employment security gained new
importance as the initial shock of the financial crisis drove businesses
into a restructuring frenzy to raise corporate competitiveness by
reducing the size of the workforce.
Third, the system governing industrial relations was improved in the
late 1980s by revising the Labor Relations Act that had been restricting
labor union activities. The second phase of improvement that took
place in the late 1990s was more centered on guaranteeing basic labor
rights at a level on par with international standards and raising the
flexibility of labor management of both businesses and the labor
market. Such improvements were implemented in accordance with the
tripartite social agreement approach involving the PCIRR in 1996 and
the KTC in 1998, and the experiment on the social agreement model is
still ongoing.
Fourth, the confrontational paradigm set in industrial relations
around 1987 continued all the way into the year 2000. The explosive
growth in the labor movement following 1987 strained industrial
relations to its limit, and the antagonism that developed around this
time did not improve much over time despite changes in bargaining
power of the two parties. The rampant distrust between labor and
management, as well as the repetitive use of force in collective
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bargaining, proves this point.
Table 2-2 Changes in Industrial Relations Since 1987 by Revision of Related
Laws

Laws on Collective Labor Relations

Characteristics

The 1987 Revision

The 1989 Revision

The 1997 Revision

-Extended autonomy -Partial relaxation of -Deregulation of
some restrictions on union activities
for trade unions
union activities
-Revision of laws and
-Suspension of
institutions to
government
enhance labor
intervention in labor
market flexibility
activities
-Only company-level
unions were
previously permitted
Æ all types
permitted
-Regulator
requirements for
union formation
deleted
-Union shop system
possible with 2/3
representation of
membership
-Restrictions on
union official
qualifications lifted
-Securities, coal, and
fuel excluded from
the range of public
business
-Voluntary arbitration
system established
-Arbitration officer
of the Labor
Relations
Commission
appointed under
labor-management
agreement

-Political activity of
trade unions
permitted
-Prohibition of 3rd
party intervention
changed to
advance-declaration
system
-Restrictions on labor
actions of the
defense industry
changed to coincide
with that of the
public sector
-The scope of public
utility business
reduced

-Multiple unions
permitted in upper
level organizations, 5
year suspension in
corporate levels
-Prohibition of wage
payment for full-time
union officials
-Stipulation barring
political involvement
of unions deleted
-Stipulation
prohibiting 3rd party
intervention deleted
-Union membership
of dismissed workers
acknowledged to the
level of Central
Labor Relations
Commission
-Partial relaxation of
prohibition on labor
action of workers in
the defense industry
-Prohibition of wage
payment demand
during strikes
-Permission of using
replacement workers
during strikes

The 1998 Revision
-Further
improvement of laws
and institutions for
labor market
flexibility

-Public Servants
Workplace
Association Act
established
-Special law on
teachers’ union
established
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Table 2-2 Continued

Laws on Individual Labor Relations

The 1987 Revision

The 1989 Revision

The 1997 Revision

The 1998 Revision

-Introduction of the
flexible-work hour
system (work hours
limited to 48
hours/wk per
92-weeks, 56
hours/wk per
months, and 12
hours/day)
-Introduction of the
collective dismissal
system
· For business
management
contingencies
· Best efforts must
be made to avoid
dismissals
· Fair selection of
workers for
dismissal
· Dismissal decisions
must be discussed
with labor
representatives
-Introduction of the
advance settlement
of retirement pay

-Revision of the
collective dismissal
system
· Collective dismissal
is permitted in the
case of M&A
carried out to
prevent
aggravation of
business
· Gender
discrimination
prohibited in
selecting workers
· 60-days notice
needed for the
labor
representative
· Dismissed workers
must be given
priority for any
new openings
· Immediate
implementation
· Revision of law on
worker-dispatch
· Permitted in 26
occupations
including the
service industry
· Worker dispatch for
work halted by
strikes not
permitted
· Unfair treatment of
workers in the
same occupation
not permitted

Source: Lee, Chul-Soo Revision of Korean Labor Laws and Industrial Relations, 2000.
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3.2 Future Challenges in Enhancing the Competitiveness of
Industrial Relations in Korea
Korea is one of the worst contenders among OECD member
nations in terms of industrial-relation competitiveness. The
contributing factors include manufacturing setbacks caused by
frequent strikes, antagonistic industrial relations, and the rigidity of the
labor market. A reform of industrial relations is in line to make it more
competitive.
First, the high-cost negotiation structure should be converted into a
less costly version. The cost of collective bargaining in Korea is quite
high, and the total costs incurred by frequent strikes and the
subsequent lost workdays are higher than in other nations. Losses
incurred by setbacks in production alone amounts to 1~2 trillion won
each year. Moreover, approximately 20% of the strikes staged by
workers are done so without obtaining approval from the relevant
authorities.
Table 2-3 International Competitiveness of Korean Industrial Relations

1997

1998

1999

2000

2001

4

10

3

8

5

20

15

17

16

15

Singapore

6

4

1

1

1

Malaysia

7

16

12

13

19

Korea

41

43

46

44

46

Total no. of Nations

46

46

47

47

49

Japan
Taiwan

Source: IMD's World Competitiveness Yearbook, each annual edition.
Note: The International Institute for Management Development (IMD) of
Switzerland compares the various socioeconomic indices of 49 nations
including OECD members and the emerging economies. Industrial relations
are analyzed on the basis of factors including working hours, productivity,
worker motivation, labor strikes, and vocational training.
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Figure 2-9 International Comparison of Lost Workdays per 1,000 Workers
(Unit: Days)
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Source: Korea Labor Institute, KLI Labor Statistics in Selected Countries 2002, 2002.

In order to convert such costly negotiation structure to a less costly
one, it is paramount that both labor and management put priority on
dialogue and compromise as the means to resolve differences rather
than the use of force. Reinforcing the dispute-resolution system to
enable efficient arbitration and mediation of labor strikes is another
task that needs to be undertaken.
Second, the antagonist relationship between labor and management
should be converted to a more collaborative one. Confrontation and
distrust between the two parties are serious obstacles to efficient
market adaptation and work efficiency. Such a hostile relationship is
also one of the key factors that discourage business investments and
harm labor competitiveness.
Building a mutually beneficial industrial relationship based on trust
by promoting a more active sharing of information between labor and
management, participation in the production process, and fair
distribution of the fruits of corporate activity would be some of the
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work that needs to be done in order to improve industrial relations.
Third, a tripartite social agreement model that best suits the Korean
situation must be adopted. Experiments on the tripartite social
agreement models involving the PCIRR of 1996 and the KTC of 1998
have served as an opportunity to institutionalize industrial relations and
to overcome the financial crisis. However, there is still room for
improvement of the model as labor-management conflicts still persist
in both the discussion process and the implementation phase of the
agreements. There were also some glitches in the overall execution of
the model, with the refusal of the KCTU to participate in the process
being an example.
The accomplishments and the limitations experienced by the
tripartite social agreement model to date exhibit part of the difficulties
that inevitably precede the birth of a proper tripartite social agreement
model. Establishing a social agreement model that can stabilize
industrial relations in the long term and improve Korea’s national
competitiveness remains a challenge to be met.

Chapter 3

LABOR LAWS

Moon, Moo-Gi*

1

1. Introduction
1) The changes seen in the labor laws following 1987 in Korea can
be largely classified into those driven by the Great Worker Struggle and
the democratization movement following the ‘6 ·29 Democratic
Declaration’ which continued up to 1997, and the subsequent series of
revisions between February 1998 to 2002, sparked by the Asian
financial crisis and the ‘2 ·6 Compromise’ of 1998. The ‘6 ·29
Declaration’ was a landmark event that lead to large-scale industrial
disputes aimed at reforming industrial relations and improving various
labor conditions. Laws and regulations such as those related to labor
were pretty much ignored during this chaotic period, and labor
disputes were often violent. The root of such aggressiveness was in the
* Research Fellow, Korea Labor Institute/ Ph.D. in Law, Seoul National University / Main
field of study and research: Labor laws/ Main research papers and publications: Legal
principles of Worker Transfer (2000) Thesis for Ph.D. in Law, Seoul National University;
International Labor Standards and Industrial Relations in Korea (2002); An Outlook on Changes in
Labor Law Systems of North Korea: Based on an Analysis of China (2002); A Study on the Actual
Conditions and Systematical Protection of Home Work (1997), etc.
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fact that the fruits of the rapid economic growth that continued after
the 1960s were not distributed equally among the stakeholders. In
addition, the numerous revisions of labor-related laws since 1963 were
focused on maintaining political stability and national security at the
expense of the three basic labor rights of workers. In other words, the
right to associate, the right to collective bargaining, and the right to
industrial action had been restricted for economic and political reasons,
and the distrust and the sense of incompatibility between labor and
management was at its peak due to the long-term ineffectiveness of the
labor-management autonomy. In light of the situation, the discussions
on and the revisions of the labor-related laws following 1987 up until
1997 took on a new paradigm. Labor laws prior to 1987 had been
characterized by restriction and suppression of labor movements and
the three basic labor rights, and the compensatory over-protection
offered to the workers. Efforts were made to eliminate the rigidity of
these laws and to reverse their restrictive keynote.
2) First and foremost, the 9th Amendment of the Constitution,
which was to serve as the basis for the ensuing revisions of the
labor-related laws, passed the national vote on October 27, 1987. The
Constitution, wholly amended on this occasion, stipulated in Article 32
the responsibility of the State to implement the Minimum Wage
System with regards to the Minimum Wage Act established at the end
of 1986 (I). The Constitution also made clear its belief in gender
equality in employment by guaranteeing special protection for females
and prohibiting unjust discrimination (IV). The three basic labor rights
were guaranteed in Article 33 without deferment of the law (I), and the
stipulation related to the labor rights of public servants was also
amended affirmatively (II). The restriction on collective action was also
eased substantially as the right was restricted or denied only for
‘workers employed by important defense industries as stipulated by the
law’ (III). Labor-related laws were also revised after the Constitutional
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amendment. The revisions of the Labor Standards Act, the Trade
Union Act, the Labor Dispute Adjustment Act, and the enforcement
decrees continued well into the following year, and the Equal
Employment Act was established in 1987.
3) Though the discussion on the revision of the Trade Union Act
and the Labor Dispute Adjustment Act in 1988 failed to see fruit due to
the veto exercised by the President who cited practical limitations in
reality as the reason,1 new establishments and revisions of labor-related
laws continued well into the 1990s. The most notable among these
activities was the revision of legislation related to the labor market. Due
to industrial restructuring and the fluctuating economy, the labor
market was deteriorating day by day. Therefore, the government set
out to introduce new legislations and to streamline the existing laws
and institutions so as to brace against the anticipated unemployment
crisis and the disruption in the balance of supply and demand for high
quality manpower. The Basic Employment Policy Act and the
Employment Insurance Act launched in 1993, and the Employment
Security Act, the wholly amended version of the ‘Job Security and
Employment Promotion Act’, are some of the products of such
efforts.
4) The People’s Government launched in 1993 was challenged by an
era of infinite global competition characterized by the WTO regime
and changes in economic fronts such as accession into the OECD. In
order to adapt wisely to these external conditions, and to overcome the
nation’s economic difficulties, the administration initiated various
1

The launch of the Sixth Republic which pledged to open a new chapter in the democracy
of Korea, and the dominance of the opposition parties in the 13th National Assembly
signaled a bright future for the revision of labor-related laws. Efforts to expedite the
reform of the undemocratic and evil labor laws succeeded in passing the bill through the
National Assembly in December 1988. However, the political situation sparked by the
merger of three political parties induced the President to veto the revisions except that of
the Labor Standards Act. The revision bill ended up being discarded.

72

Labor in Korea, 1987~2002

policies to improve the fundamentals of the economy and to enhance
corporate competitiveness. With the idea of establishing the
institutional foundation for the co-prosperity of labor and
management through concomitant improvement of corporate
competitiveness and quality of life for workers, the government set out
to bring dramatic changes to labor-related laws. The revisions were
intended to emphasis both the freedom and accountability of labor and
management to achieve democratic industrial relations, and to seek
harmony between global standards and reality in Korea. In order to
achieve these goals, the government set the following as the course of
direction to be taken in revising the labor-related laws: (i) deregulation
of the labor market and higher flexibility; (ii) laying the foundation to
drive autonomic communication and bargaining between labor and
management, rationalization of disputes and mediation processes; (iii)
reforming unreasonable institutions and practices; (iv) rationalization
of labor administrations; and (v) creating the foundation for sound
industrial relations based on participation and cooperation. The results
of the consultation conducted by the ‘Labor Law Study Committee’
launched in April 1992 and the ‘Presidential Commission on Industrial
Relations Reform’ launched in April 1996 were reflected in the 1996
revision of the labor-related laws. Major changes were made to the
Labor Standards Act in terms of dismissal for managerial reasons
(collective dismissal), and the working hour system. The Trade Union
Act and the Labor Dispute Adjustment Act were integrated to form
the ‘Trade Union and Labor Relations Adjustment Act’, the general law
of collective labor relations corresponding to the Labor Standards Act,
the general law of individual labor relations. Moreover, the previous
Labor-Management Council Act was remolded into ‘Act concerning
the Promotion of Worker Participation and Cooperation.’ In so doing,
matters subject to council’s agreement were stipulated in addition to
the pre-existing provisions on matters subject to council’s consultation
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and matters to be reported in order to promote higher participation of
workers. Also, the Labor Relations Commission Act was modified to
improve the Commission in terms of independence, fairness, and
expertise.
5) However, the revision of the labor-related laws, promulgated on
December 31, 1996 and entered into effect on March 1, 1997, was
flawed in several ways. The discussions that preceded the revision
could be summarized as the ‘exchange of the three prohibitions for
three systems.’ However, the actual revision was a distortion of what
was decided through such preparatory consultations. Moreover, there
were also several places where the laws were revised in a manner
inconsistent with what was recommended by the Presidential
Commission on Industrial Relations Reform. The method by which
the revision bill was passed at the National Assembly was also a subject
of criticism, as the bill was rushed through by the ruling party alone
without sufficient discussion or consultation with the opposing parties.
This incident provoked the labor sector into staging long-term strikes
to protest against the abnormal processing of the revisions, and social
and economic confusion mounted as public opinion took a negative
turn nationwide. As a result, the government and the National
Assembly decided to carry out an additional revision. This time, the
revised bill managed to pass the National Assembly with the consent of
both the ruling and opposing parties on March 10, 1997 and was
promulgated three days later. However, though the 1996 revision was
supposedly discarded altogether and the 1997 revision was a totally
new amendment, this was not entirely true. The 1997 revision was a
slightly modified version of the previous amendment, with only the
most disputed provisions plus a few more items changed.
6) The economic climate of the nation started deteriorating rapidly
in the first half of 1997. With major conglomerates filing for
bankruptcy and the Asian financial crisis landing on shore, the
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economy reached a state where the efforts of Koreans alone were no
longer enough to keep it afloat. In order to rescue the floundering
economy, the government had to turn to the International Monetary
Fund (IMF) for help on November 21, 1997. With the conclusion of an
agreement between the Korean government and the IMF on
December 3 1997, the so-called ‘IMF management order’ began in
Korea. In return for the rescue fund, the IMF demanded restructuring
in all industries including the financial sector. In addition, Korea was
required to improve labor market flexibility and to reinforce the
employment insurance system. In light of the situation, and in order to
devise measures for the labor sector to use to overcome the economic
calamity, the ‘Korea Tripartite Commission,’ comprising labor,
management, and government representatives, was launched on
January 15, 1998. The Commission, on February 6, concluded the
‘Social Agreement for Overcoming the Economic Crisis (hereinafter
referred to as the ‘2 ·6 Compromise’).’ The revision and establishment
of labor-related laws on February 14, 1998 was one of the follow-up
measures of this agreement. This revision and establishment of labor
laws involved the immediate enactment of the collective dismissal
system and the launch of the law on worker dispatch which was aimed
at improving labor market flexibility through corporate restructuring.
Also, the laws on employment insurance system were reinforced to
deal with the results of the improved flexibility. Another product of the
‘2 ·6 Compromise’ was the October 31 agreement that recognized the
right of the public servants and teachers to associate. As a result, on
February 24, 1998, the ‘Act on the Establishment and Operation, etc.
of Workplace Council for Public Servants (entered into effect on
January 1, 1999)’ was established with the objective of improving the
working environments for public servants, and the ‘Act on the
Establishment and Operation, etc. of Trade Union for Teachers
(entered into effect on July 1, 1999)’ was established on January 29,
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1999.
7) The ongoing revisions and new establishments of labor-related
laws brought substantial improvements in labor conditions and the
three basic labor rights of workers. However, the problem lies in the
fact that the demand of the pertinent parties, labor and management,
shows no signs of abating. For one, the revisions in accordance with
the agreement reached by the Tripartite Commission in 1998 are yet to
be achieved. Because of the contradicting opinions of the two parties,
only part of the agreement has thus far been translated into labor law
revisions. The confrontations are especially notable on matters such as
reduction of working hours, holidays and leaves, multiple unit trade
unions per workplaces, full-time labor officials, trade unions for the
unemployed, compulsory arbitration, and legalization of trade unions
for public servants. The environment surrounding the labor market is
constantly and rapidly changing amidst the equally fast changes in the
external stage which are driven by digitization and globalization.
However, the current labor-related laws and institution are failing to
keep pace with such changes. International organizations such as the
ILO and the OECD have pointed out to the Korean government on
several occasions that the labor laws and institutions of Korea are not
on par with the global standards. Moreover, even Koreans find it hard
to deny that the labor laws and institutions of Korea have been
showing serious limitations as reasonable and fair guidelines for
industrial relations. Therefore, there is an urgent need to develop
labor-related laws and institutions that can adapt efficiently to the
fast-changing environment, conform to the global labor standards, and
fulfill the role of a fair and realistic standard for the labor sector. The
fact that studies and recommendations of the ‘Labor Law Reform
Commission,’ aimed at improving Korea’s labor-related laws and
institutions, bringing them up to global standards, are garnering high
expectations is a proof of such necessity.
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In the following section, we will examine the contents of the
changes in labor-related laws outlined above. The labor laws to be
examined are classified into Laws on Individual Labor Relations, Laws
on Collective Labor Relations, and Laws on the Labor Market.

2. Laws on Individual Labor Relations
2.1 Laws on Labor Standards
1) The laws on labor standards have evolved in the direction of
adapting to the changing environment of the labor market and
reinforcing the level of protection for workers through employment
stabilization. In line with the spirit of the Constitution revised in 1987,
the Labor Standards Act stipulated preferential reimbursement of the
last three month’s wages for workers in case the employer goes out of
business (Paragraph II, Article 30-2). In order to protect workers from
extended work, the Modified Working Hours System, which permitted
employers to have their workers work in excess of 8 hours on a specific
day, or in excess of 48 hours on a specific week, was abolished
(Paragraph II, Article 42). Also, the scope of application of the Labor
Standards Act was expanded to include businesses or workplaces
ordinarily employing ten or more workers. Along with this revision, the
item referring to businesses or workplaces to which only part of the
Act is applied , was adjusted to specify those ordinarily employing five
or more but less than ten workers (Article 1, Enforcement Decree of
the Labor Standards Act). In addition, the list of cases which constitute
the fault of worker for which dismissal without advance notice is
permitted was deleted (Article 10, Enforcement Decree).
2) The main contents of the March 1989 revision, which placed an
emphasis on the protection of workers, were as follows. First, the
scope of application of the Labor Standards Act was expanded so that
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the Act could be applied to all businesses or workplaces that hire five
or more workers. With respect to businesses or workplaces that
ordinarily employ less than five workers, some of the provisions of this
Act may be applicable (Paragraph I and II of Article 10). Second, a
restriction was placed on dismissal without prior notice by clearly
stating the permitted cases such as natural disaster, calamity, and other
unavoidable causes, or where a worker has caused considerable
difficulties to a business or damage to properties on purpose
(Paragraph I, Article 27-2). If a worker was dismissed, suspended, or
subject to other punitive actions without a justifiable reason, the
worker could request a remedy for it to the Labor Relations
Commission (Article 27-3). Third, in addition to the final three
months’ wages, severance pay and accident compensation were
included in the scope of claims eligible for preferential reimbursement
(Article 30-2). Fourth, the remuneration for workers in case of
suspension of business was increased to 70/100 of average wages.
However, employers who cannot continue business operation for
unavoidable reasons could pay remuneration lower than the stipulated
standard for the suspension of business (Article 38). Fifth, the standard
working hours per week was reduced from 48 hours to 44 hours
(Paragraph I, Article 42), and the standard working hours for
hazardous and dangerous work was also reduced to 34 hours (Article
43).2 Sixth, the number of days for annual paid leave, 8 days and 3 days,
was adjusted to 10 days and 8 days, respectively (Paragraph I, Article
48). Seventh, employers were required to grant menstrual leave for
female workers regardless of whether or not there was a request
2

The transitional provision (③ of Addenda) stipulates that the 44 working hour limit
per week prescribed by Article 42 and the 34 hours prescribed by Article 43 shall
remain as 46 hours and 35 hours, respectively, until September 30, 1991 for
businesses (workplaces) with less than 300 workers in the industry types designated
by the Ministry of Labor and until September 30, 1990 for other businesses
(workplaces).
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(Article 59). Last but not least, stronger penal provisions were
introduced with the aim of enhancing the practical efficacy of the
Labor Standards Act (Article 107, 109, 110, 110-2, and 111).
3) The contents of the revisions made to the Labor Standards Act at
the end of 1996, on the basis of the consultation of the Presidential
Commission on Industrial Relations Reform established by the
People’s Government are as follows. First, in order to protect
part-time workers, the working conditions for part-time workers was
to be determined on the basis of the relative ratio between their
working hours and those of the full-time workers engaged in the same
kind of job at the pertinent workplace (Article 22-2). Second, the
requirements for dismissal for managerial reasons were stipulated
separately from the previous requirements for dismissal (Article 27),
and the requirement and procedure for dismissal for managerial
reasons were prescribed in details in accordance with judicial
precedents (Article 27-2 through Article 27-4). Third, in order to allow
businesses to operate the severance pay system in a flexible manner,
the advance settlement system was approved. In cases where an
employer is enrolled in a pension insurance program for retirees or a
retirement lump sum payment trust, the amount to be received by the
workers could not be smaller than that of severance pay (Paragraphs
III and IV, Article 28). Fourth, if a business is suspended for reasons
attributable to the employer, the employer was to pay the workers
concerned remuneration of more than 70/100 of average
remuneration during the period of suspension of business. However,
since the amount equivalent to 70/100 could sometimes exceed
normal remuneration, the revised Act stipulated the payment of
normal remuneration in such a case (Article 38). Fifth, in order to
enable a flexible management of working hours, the employer could, if
so prescribed in the employment guideline, operate a flexible working
hours system of a two-week unit, and of a one-month unit if there is a
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written agreement between labor and management. The employer
using the system was to devise measures to preserve the wage level of
the workers concerned so that the system does not end up
undermining their wages (Article 42-2). Sixth, in order to enhance work
productivity and to provide better convenience for commuting
workers, a selective working hour system could be employed and the
starting and finishing time of working hours could be selected by
workers (Article 42-3). Seventh, for the types of work where, in light of
the nature of the work, the worker’s discretion is needed with regards
to the way the work is performed, it was to be deemed that the work
has been provided for such working hours as determined by a written
agreement between labor and management (Article 46-2). Eighth, if an
employer who has a business such as a transportation business, medical
and sanitation businesses, or any other business supporting public
convenience needs to extend the working hours, the employer could
have workers work in excess of 12 extended hours per week if the
employer has agreed, in writing, with the representative of workers
(Article 47-2). Ninth, the paid annual leave was limited to 30 days a year
(Paragraph II of Article 48). In order to promote the use of the entitled
annual leaves, an employer could have workers take a paid leave on a
particular working day in substitution for the month or yearly paid
leave if the employer and the representative of workers have reached
an agreement in writing (Article 48-2). Tenth, the minimum age for
employment was raised from 13 to 15 years in consideration of the fact
that middle school education was included in the mandatory schooling
years (Article 50).
4) The labor law revision at the end of 1996 was immediately
followed by another one in March 1997 to remedy the various
shortcomings of the previous revision. The results of the 1997
amendment, focused on matters such as dismissal for managerial
reasons and flexible working hour system, were as follows. First, the
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expression ‘dismissal for managerial reasons’ in the 1996-revised
version (Article 27-2 of the old law) was changed to ‘employment
adjustment for managerial reasons’ (Article 31), and the enactment was
postponed for two years (Article 1, Addenda). Moreover, the following
provisions were deleted: (i) examples of ‘inevitable managerial reasons’
(Paragraphs I and II of Article 27-2, old law), (ii) the provision
mandating the employer to obtain approval from the Labor Relations
Commission when dismissing more than a certain number of workers
(Paragraph IV of Article 27-2, old law), (iii) the requirement mandating
a 60-day notice before dismissal (Paragraph I of Article 27-3, old law)
of workers, and (iv) the preferential reemployment requirement of the
employer (Article 27-4, old law). Second, for the flexible working hour
system, a new maximum limit of the daily working hours was
established so that working hours for a specific day may not exceed 12
hours (Paragraph II, Article 50). Third, the upper limit on the number
of days for the paid annual leave was removed (Article 59).
5) In August 1997, Paragraph 2 of Article 37 of the Labor Standards
Act, the provision on preferential reimbursement for wage claim, was
determined to be in nonconformance with the Constitution by the
Constitutional Court.3 As a result, the Act was revised once again on
December 24 of the same year. With the revision, the range of the
retirement allowance which is subject to preferential reimbursement
was limited to the retirement allowance for the final three years of
service, and the revision was to be effective upon legislation (March 29,
1989). Also, the retirement allowance which is subject to preferential
3

“The provision for preferential reimbursement for wage claims in the Labor
Standards Act is not in accord with the Constitution as it infringes on the right of
preferential reimbursement of rights granted by way of security such as the right of
pledge or mortgage and is in violation of the Less Restrictive Alternative (LRA).
Therefore, this provision shall be prohibited from application immediately, and shall
lose effect as of January 1998 should the National Assembly fail to revise the
provision by the end of 1997.”
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reimbursement as prescribed in the Act was not to exceed the average
wages of 250 days (Article 2, Addenda). In order to prevent
unnecessary disputes between labor and management, it was clearly
stipulated that the severance pay subject to preferential reimbursement
shall be the amount which is calculated by the average wages of 30 days
for each continuous work year (Paragraph III, Article 37).
6) The February 1998 revision is based on the ‘2 ·6 Compromise’
that was concluded in the wake of the unprecedented economic crisis
and the subsequent supervision of the International Monetary Fund.
The revision changed the expression ‘employment adjustment for
managerial reasons’ back to ‘restriction on dismissal for managerial
reasons.’ The specific conditions were also altered. First, such cases as
the transfer, acquisition or merger of a business carried out in order to
avoid financial difficulties were to be regarded as urgent managerial
needs that justify worker dismissal (Paragraph I, Article 31). Second,
the employer was required to make every effort to avoid dismissal of
workers and select workers to be dismissed with clear rational and fair
standards. With regards to the possible methods for avoiding dismissal
and the criteria for dismissal mentioned above, the employer was
required to give a notice 60 days prior to dismissal to a worker
representative and have sincere consultation (Paragraph III, Article 31).
Third, the employer must make a report to the Minister of Labor when
he intends to dismiss more than a certain number of workers as is
defined by the pertinent law (Paragraph IV, Article 31). Fourth, when
an employer who dismissed workers for managerial reasons intends to
recruit workers within a certain length of time from the day of dismissal,
the employer must make efforts to rehire the workers so dismissed.
Also, the government was required to place priority on measures aimed
at securing the livelihood, reemployment and vocational training for
workers dismissed for managerial reasons (Article 31-2). Fifth, the two
year suspension stipulated in the old law was deleted so that the
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dismissal system for managerial reasons could take effect from the date
of its promulgation (Article 1, Addenda).
7) The 1999 revision was a shot at deregulation. First, the employer
was no longer required to obtain approval to become the entity to
manage the compulsory savings of the workers (Article 29). Second,
the provision allowing the employer to dismiss workers for temporary
interruption of work during the treatment period following an
industrial accident, during maternity leave, or during the 30 days
following the leave, with the permission of the Minister of Labor, was
deleted (Article 30). Third, the provision permitting instant dismissal
with the approval of the Labor Minister when a worker has caused
considerable difficulties to a business or damage to properties on
purpose was deleted (Article 30). Fourth, the employer was no longer
required to report to the Ministry of Labor the contents of the written
agreement concluded with the workers’ representative for flexible
working hours, special provisions for computation of working hours,
and the special provisions for working and recess hours (Article 50, 56,
and 58). Fifth, the provision requiring the employer to pay for the
traveling expenses for a worker (women or minors) returning home
was deleted (Article 74). Sixth, the provision requiring employers hiring
30 or more minors to install educational facilities was deleted (Article
75). Seventh, the provisions on cultivation of technical skill were
deleted (Articles 78, 79, 80). Eighth, the provision requiring an
employer who install dormitories for workers to develop and report
dormitory rules to the Ministry of Labor was deleted (Article 102).
8) The August 2001 revision of the Act placed a special emphasis on
maternity protection and promotion of female employment. For
instance, the expression ‘women’ was revised to ‘female.’ Other
changes were as follows. First, employers were prohibited from having
a female in pregnancy or less than one year after childbirth (referred to
as ‘pregnant female’) and those less than 18 years old work in business
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that is hazardous and dangerous in terms of morale or health
(Paragraph I, Article 63). Second, an employer could have a female age
18 or older work from 10 PM to 6 AM and on holiday with the consent
of the female concerned. The revision prohibited night shifts and
holiday work only for pregnant females and those less than 18 years old
(Article 68). Third, the scope of application for restriction of overtime
work was narrowed to females less than one year after childbirth
(Article 69). Fourth, though employers were prohibited from having a
female or minor work inside a pit, exceptions could be made when the
work is temporarily needed to perform work such as those related to
health, medicine, news report, and news coverage (Article 70). Fifth,
the expression “Maternity Leave Before and After Birth” was changed
to “Protection of Health of Pregnant Female.” The length of the leave
was extended to 90 days but only the first 60 days of the leave were paid
for (Paragraph II of Article 72).4
2.2 Laws on Equal Employment
1) The Equal Employment Act was enacted in 1987 (entered into
effect on April 1, 1988), along with the revision of the Constitution and
the Labor Standards Act. The purpose of this Act was to ensure equal
opportunity and treatment for men and women in employment in
compliance with the idea of equality stated in the Constitution, while
protecting maternity and improving the social status of the female
workers (Article 1). To this end, gender discrimination was prohibited
in recruiting and hiring (Article 6), training, deployment, and
promotion (Article 7), and retirement age limit, retirement, and
dismissal (Article 8). A female worker with a newborn was entitled to
4

The maternity leave was to be at least 45 days or more. Should the leave exceed 60
days, insurance benefits were to be paid out in accordance with the Employment
Insurance Act for a maximum of 30 days.
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one childcare leave per child, with the duration of the leave being one
year or less (Paragraphs I, II of Article 11), and the employer was
required to install nursing facilities necessary for childcare such as
breast-feeding and nursing care (Paragraph I, Article 12).
2) The revision of the law in 1989 was focused on streamlining the
Labor Standards Act and providing better protection for workers. The
main contents were as follows. First, an employer was to pay equal
wages for work of equal value in the same business. The criteria for
work of equal value included skills, efforts, responsibility, and the
working conditions required to perform the work. (Paragraph I and II
of Article 6-2). Second, the period of the childcare leave was included
in the total service period of the employee (Paragraph II of Article 11).
Third, heavier penalties were to be levied on those who discriminated
against women in terms of retirement age limit, retirement, and
dismissal. At the same time, the penal provisions for discrimination in
terms of recruiting and hiring, wages, training, deployment and
promotions were newly installed (Paragraphs I and II, Article 23).
Fourth, trade unions were permitted to intervene in disputes between
female employees and employer (Article 15), and the burden of proof
for settling the dispute was to be borne by the employer (Article 19).
3) The 1999 revision aimed at achieving true equality in employment
amidst the industry-wide restructuring posed a serious threat to female
employment security. The details of the revision were as follows. First,
if an employer applies a hiring or working condition that cannot be
readily fulfilled by either sex, it shall constitute discrimination (latter
part of Paragraph I, Article 2-2). Second, “sexual harassment at work”
was defined as a situation where an employer, a senior, or a worker
makes other workers feel sexually humiliated or offended through
sexually charged behavior or language, using their relatively higher
status at work or in relation to work (Paragraph II of Article 2-2). Third,
an employer was to conduct education programs to prevent sexual
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harassment at work and take disciplinary action and other equivalent
measures without delay upon finding out about sexual harassment at
work. Violation of this requirement was to be fined. Also, a new
provision was inserted to prevent the victim of sexual harassment from
receiving disadvantageous treatment at work and in terms of
employment for reporting the incident. Violation of this provision was
also to be fined (Paragraph II or Article 23, Paragraph I of Article
23-2).
4) The Equal Employment Act was wholly amended in August 2001.
The revised Act clearly states its purpose to realize gender equality and
to protect maternity. Also, the scope of application was expanded to
include all businesses hiring workers (Article 3). Other changes were as
follows. First, even when an employer applies the same hiring or
working conditions to males and females, if the number of males or
females who can meet the conditions is considerably less than that of
the opposite sex, if this causes disadvantageous results to either sex,
and if the conditions applied cannot be justified as fair ones, it shall
constitute discrimination (Paragraph I, Article 2). Second, a provision
prohibiting sexual harassment at work was introduced (Article 12), and
penal provisions were developed to penalize the employer who
commits acts of sexual harassment (Article 39). Third, employers who
grant maternity leaves to workers could be supported by the State in
paying the expenses required to pay the wages of the extra 30 days of
leave incurred by the maternity leave (Article 18). Fourth, the scope of
the workers entitled to childcare leave was expanded, and a provision
prohibiting the dismissal of a worker while the worker is on the leave
was inserted in order to support the reconciliation of work and family
life (Article 19). Fifth, the Honorary Equal Employment Inspector
System was introduced to promote equal employment at workplaces
(Article 24). Both or either of the employer and a worker or the trade
union of the workplace concerned could request the Equal
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Employment Commission for mediation when disputes occur
regarding this Act (Article 26). Sixth, in the case of dispatched workers,
the employer using the workers was designated as the employer
responsible for carrying out education programs within the workplace
to prevent sexual harassment at work (Article 34).
2.3 Laws on Minimum Wages and Wage Claim Guarantee
1) Worker protection was also stressed through the Minimum Wage
Act, enacted in 1986 (entered into effect on January 1, 1988) so that the
government may intervene directly in the wage determining process
between labor and management and stabilize workers’ lives. The
Enforcement Decree of the Minimum Wage Act was revised in 1989
and the scope of application of the Act was expanded from businesses
in the manufacturing, mining, or construction industries employing 10
or more full-time workers to all businesses of all industries employing
more than nine workers (Article 2).
2) The main contents of the 1993 revision of the Minimum Wage
Act were as follows. First, the Minister of Labor was required to
determine the minimum wage by August 5 every year instead of the
previous date of November 30 (Paragraph I, Article 8). Second, if the
Minister of Labor deems it difficult to determine the minimum wage
according to the minimum wage proposal, the Minister of Labor could
request the Minimum Wage Council to re-deliberate the proposal for
an additional 10~20 days, not 20~30 days (Paragraph III, Article 8).
Third, the contents of the determined minimum wage had to be
announced publicly ‘without delay’, not ‘within 14 days from the date
of determination’ (Paragraph I, Article 10). Fourth, the minimum wage
announced publicly under Paragraph I was to come into force as of
‘September 1 of the current year’, not as of ‘January 1 of the following
year’ (Paragraph II, Article 10).
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3) The scope of application of the Minimum Wage Act has gradually
been expanded since then both in terms of business size and industry
type. The Act was initially expanded to businesses or workplaces with
five or more full-time workers during the 1999 revision, but was
subsequently expanded again to all businesses or workplaces using
workers except those using only relatives living together, and to those
hired for household work. The 2000 revision converted the name of
the council charged with the determination of the minimum wage from
Minimum Wage Deliberation Council to Minimum Wage Council.
Also, significant changes were made in the contents of the Act related
to the Council (Chapter IV). Also, the provisions on the determination
and application of the minimum wage system were modified in light of
the previous practices (Article 4, Article 5-2, Paragraph V of Article 8,
Paragraphs I, II, IV of Article 9).
4) Meanwhile, the Wage Claim Guarantee Act was established in
February 1998 with the goal of contributing to the stabilization of
workers’ livelihood and to guarantee the payment of wages for workers
unpaid because of the bankruptcy of the employer. These bankruptcies
became quite common after the Asian financial crisis. The Act was also
intended to minimize the effect of the revision made to the Labor
Standards Act in accordance with the 1997 ruling of the Constitutional
Court with regards to the preferential reimbursement system for wage
claims. The main contents of the Act were as follows. First, this Act
was to be applied to businesses or workplaces under the provision of
Article 5 of the Industrial Accident Compensation Insurance Act,
which are businesses or workplaces with five or more full-time workers
(Article 3). Second, the Minister of Labor could, on behalf of the
employers, pay the unpaid wages of the final 3 months of employment
and the severance pay for the final 3 years of employment for workers
(subrogated payment) who retired due to causes such as their
employers’ bankruptcy, etc (Article 6). Third, the Minister of Labor
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was to impose charges on employers in order to meet the expenses
required for subrogated payment of unpaid wages (Article 8). Fourth, if
the Minister of Labor has provided the subrogated payment for a
worker, the right to request the unpaid wages, etc. of the concerned
worker against the concerned employer was to be transferred to the
Minister of Labor (Article 7). Fifth, provisions on the establishment
and operation of the Wage Claim Guarantee Fund were introduced
(Article 15 to 18).
5) Amidst the wave of industrial restructuring, the need for
stabilization of workers’ livelihood was emphasized. As a result, the
Wage Claim Guarantee Act went through a major facelift at the end of
the year 2000. The main provisions revised at this time were the
Purpose of the Act (Article 1), Definition of Wages (Article 2),
Payment of Wages in Arrears, etc. (Article 6), Acquisition
(Subrogation) of the Request Rights for Unpaid Wages, etc. (Article 7),
Reduction of Charges (Article 9), Return Request, etc. Following
Fraudulent Acts (Article 13), Management and Operation of Fund
(Article 17). These provisions were either modified or reinforced. At
the same time, new provisions were incorporated into the Act
including Exception of Application (conditional clause in Article 3),
Application in Mutatis Mutandis (Article 3-2), and Uses of Funds
(Article 16-2).
2.4 Laws on Industrial Safety and Health
1) The legislation on industrial safety and health aimed at the
prevention of industrial accidents and creation of pleasant working
environments for workers started undergoing facelifts in the 1990s.
The first in the series was the January 13, 1990 revision of the Labor
Standards Act and the Industrial Safety Health Act. The Industrial
Safety and Health Act assimilated the related provisions from the
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Labor Standards Act and gained the status of a parent law on industrial
accident prevention. In line with this change, the pertinent clauses in
the Labor Standards Act were also amended (Paragraph III, Article 6,
Addenda of the Industrial Safety and Health Act). That is, the
provisions on the Restriction on Extension of Working Hours for
Harmful and Dangerous Work (Article 43 and II, Article 4 of the
Addenda of the Labor Standards Act) were deleted from the Labor
Standards Act and incorporated into the Industrial Safety and Health
Act (Article 46 and Article 4 of the Addenda). Article 64 of Chapter 6
of the Labor Standards Act stipulates that “the safety and health of
workers shall be subject to the conditions as prescribed in the
Industrial Safety and Health Act,” effectively replacing Chapter 6 of
the Labor Standards Act with the Industrial Safety and Health Act.
With this change, the provision of the Industrial Safety and Health Act
became a standard that had to be observed by the employer and the
workers in their contractual relationship (Article 20, Labor Standards
Act). Penal provisions were also amended (Articles 109, 110, and 111,
Labor Standards Act).
2) The major revision of the Industrial Safety and Health Act in 1990
involved the following changes. First, the duty of the government
(Article 4), and the duties of the business owners (Paragraph I, Article
5) were added. According to the provision, the business owner was to
observe the standards for the prevention of industrial accidents as
prescribed by this Act and any order issued under this Act. Second, in
order to deliberate and coordinate comprehensively the basic plan on
matters of industrial safety and health, the Industrial Safety and Health
Policy Deliberative Committee was to be established within the
Ministry of Labor. Also, the Minister of Labor was required to establish
a mid to long-term basic plan for the prevention of industrial accidents
(Articles 7 and 8). The representative of workers could request the
business owner to notify him of the contents or results of the matters
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decided by the in-house Industrial Safety and Health Committee
(Paragraph II, Article 11). Third, the business owner was required to
have a supervisor of the workplace with responsibility to carry out
measures related to safety and health. For work which particularly
requires the prevention of danger, the business owner was to designate
the supervisor of the work as the person responsible for the safety, and
have him perform the safety measures (Paragraph I, Article 14). Fourth,
in order to maintain safety and health in the workplace, the business
owner was required to prepare safety and health management
regulations, post or keep them in the workplace, and notify the workers.
The provisions of the Labor Standards Act concerning employment
regulations was to be applied to the preparation, modification, and
observation of the safety and health management regulations
(Paragraph I of Article 20, Article 21, Article 22). Fifth, regulations on
safety measures for preventing harm and hazard were strengthened
(Article 23 and the following). In particular, sectors of work which are
harmful or dangerous to the safety and health were prohibited from
being separated out for contract (including a subcontract) without the
approval of the Minister of Labor (Paragraph I, Article 28). Also, any
person who subcontracts construction work, etc. and executes such
businesses independently, was required to appropriate industrial safety
and health management expenses for the prevention of industrial
accidents upon entering into the subcontract (Paragraph I, Article 30).
Sixth, in order to implement the industrial accident prevention projects
efficiently, the government was to establish and operate the Industrial
Accident Prevention Fund (Article 53 and the following). Also, various
penal provisions were reinforced (Article 67 and the following).
3) The January 1995 revision of the Industrial Safety and Health Act
involved the following changes. First, the duties and responsibilities of
the business owner were reinforced (Paragraph I of Article 5,
Paragraph II of Article 10, Paragraph II of Article 11, Article 20, Article
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21, etc.). Second, the authority of the industrial safety and health
committee was strengthened (Article 19), and the safety and health
management regulations (Articles 20, 21, 26, 29, 30, and Paragraph III
of Article 48) were improved. The same was done for protective
measures for harmful or dangerous machines, instruments, etc (Article
33 and Paragraph III of Article 40). Third, more emphasis was placed
on the health management of workers (Paragraphs V and VI of Article
42, Paragraphs V and VI of Article 43). Furthermore, Chapter VI-2 was
newly established, introducing the industrial safety consultant and
industrial hygiene consultant system.
4) The revision of the Industrial Safety and Health Act that took
place amidst the full-fledged revision of labor-related laws at the end of
1996 reinforced the duties of the business owner to prevent industrial
accidents and to create pleasant working environment for workers. The
revision was also aimed at promoting the participation of workers in
industrial accident prevention activities, and improving upon the
previous revision both in terms of content and process. The major
changes made at this time were as follows. First, in order to strengthen
the role and responsibility of the industrial safety and health committee
and to improve its standing, the committee was given voting rights on
pertinent matters. Also, workplaces which employ 1,000 or more
employees were to install the industrial safety and health committee
independently from the Labor-Management Council (Paragraphs I and
II of Article 19). Second, if there are reasonable grounds to believe that
there is imminent danger of an industrial accident, the business owner
could not mistreat or dismiss the workers for suspending their work
and taking shelter (Paragraph III, Article 26). Third, the owner of a
business that works under a subcontract for construction work, etc.
was required to make safety and health inspections of the job site
periodically or at any time together with his employees, his contractor,
and workers (Paragraph III, Article 29). Fourth, in order to improve
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the safety of the machines and instruments used in workplaces, and to
improve international credibility of Korea, the Minister of Labor could
certify the safety of machines and instruments via a safety certificate in
conformity with safety and health criteria. The details regarding the
certification and its revocation were specified (Article 34-2 through
Article 34-6). Fifth, the Minister of Labor was allowed, for the purpose
of promoting improvements in product quality, design, and
manufacturing capabilities, to give necessary support within budgetary
limits to a person with the criteria designated by the Ordinance of the
Ministry of Labor, who produces safety equipments or protective
outfits for the prevention of harm and danger, and who designs and
manufactures equipment for the improvement of working conditions
(Article 35-2). Sixth, in order to increase worker participation in
industrial safety and health promotion activity in workplaces, the
business owner was to allow the representative of the workers to attend
the self-inspection, health examinations, and safety and health
inspection, and notify the workers of the results of the health
examinations without delay (Articles 36, 43, and 49). Seventh, the
Ministry of Labor was allowed, for the purpose of promoting
participation in and support for the actions for the prevention of
industrial accidents, to appoint a person from among workers,
organization of workers or business owners and professional agencies
concerning the prevention of industrial accidents, to be the honorary
inspector of industrial safety (Article 61-2). Eighth, the penal
provisions for the violators of the safety and health requirements were
strengthened to increase the effectiveness of the industrial accident
prevention activities (Article 67 through 72).
5) Even after the 1999 revision that modified the definition of the
worker representative and the 2000 revision which revised the details
for the appropriation of the industrial safety and health management
expenses, the Industrial Accident Prevention Act went through
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another amendment at the end of 2002. The duties of the business
owner were specified in more details to prevent harm and hazards
threatening the safety and health of the workers. Also, provisions
regarding the announcement of industrial accident rates by the
Minister of Labor, and those on safety and health measures for harmful
and hazardous equipments and instruments, as well as protection gear,
were either strengthened or newly instituted.
2.5 Laws on Industrial Accident Compensation Insurance
1) The Industrial Accident Compensation Insurance Act, since its
establishment and promulgation in November 1963, was put through a
number of amendments in order to increase the level of compensation
for the injured workers, to ensure fair contribution of the business
owners, and to simplify the insurance premium collection procedures.
The April 1989 revision was focused on increasing the level of
protection for workers and consisted of the following key changes.
First, the level of the shutdown benefits was raised to the amount
equivalent to 70/100 of the average wage (Article 9-4). Second, in the
case of the survivors’ benefits, the lump sum payment and the funeral
expenses were raised to the amount equivalent to 1,300 and 120 days’
worth of average wages, respectively (Paragraph II, Article 9-6 and
Article 9-8). Third, for the disability benefits, the lump sum payment
and the annuity for each disability grades were raised by 10/100 and
5/100, respectively. The amount of payment for the respective
incapacity grades of the injury-disease compensation annuity was also
raised by 5/100 (Paragraph I of Article 9-5, Paragraph II of Article 9-7).
Fourth, when a worker with a total loss of working capacity receives
the compensation in the form of an annuity, if the worker so desires, he
or she could receive 4 years’ annuity in advance (Paragraph III of
Article 9-5). Meanwhile, the 1989 revision of the ‘Act on the
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Prevention of Pneumoconiosis and Protection, etc., of
Pneumoconiosis Workers’ raised the level of the disability benefits,
survivors’ benefits, and work-conversion allowance to 60/100 and
70/100 of the average wage, respectively, in order to provide better
protection for the pneumoconiosis workers. Furthermore, the usage of
the Pneumoconiosis Fund was expanded to include scholarships for
the children of the pneumoconiosis workers and protection of
livelihood of the afflicted workers (Articles 26 and 38).
2) In December 1994, the Industrial Accident Compensation
Insurance Act went through a full revision. One of the resulting
changes was the transfer of the projects and tasks related to the
Industrial Accident Compensation Insurance (IACI) from the
government to the Korea Labor Welfare Corporation (hereinafter
‘Corporation’) under the Ministry of Labor. And in order to increase
the expertise and efficiency of the IACI-related tasks, the Corporation
was transformed into a nonprofit labor welfare agency (Chapter 3:
Establishment of Korea Labor Welfare Corporation). Moreover, the
‘Act on Special Accounts for the Industrial Accident Compensation
Insurance’ and the ‘Act on Projects and Deliberation for the Industrial
Accident Compensation Insurance’ were incorporated into this Act
(establishment of Chapter 7: Industrial Accident Compensation
Insurance Fund and Chapter 8: Request for Examination and
Re-examination) to increase the efficiency of the industrial accident
compensation system. The details of these revisions were as follows.
First, the Korea Labor Welfare Corporation was established in order to
carry out efficiently projects established for the purpose of
compensating rapidly and fairly any occupational accident of workers.
This corporation also was to establish and operate insurance facilities
in a bid to promote rehabilitation and social reintegration of workers
who suffered accidents and promote the welfare of workers (Article 13
and the following). The main activities of the Corporation include the
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collection of premiums and other dues to be collected under the Act,
decision on and payment of the insurance benefits, establishment and
operation of the industrial accident compensation insurance facilities,
and other projects to improve the welfare of workers (Article 14
through 19). Second, the Special Account of the Industrial Accident
Compensation Insurance was discontinued with the entrustment of the
industrial accident compensation insurance projects to the Labor
Welfare Corporation, and the Industrial Accident Compensation
Insurance Fund was established (Article 80 and the following). Third,
any person who is dissatisfied with a decision on insurance benefits
could make a request for examination against the Corporation. Any
person who is dissatisfied with a decision on the request for
examination could make a request for reexamination to the Industrial
Accident Compensation Insurance Examination Committee under the
Ministry of Labor. In order to protect the rights of the workers and to
ensure the fairness and accountability of the insurance projects, the
decision on the request for examination and the decision on the request
for reexamination were required to be made within 50 days after the
written requests are received (Article 88 through Article 90).
3) The Industrial Accident Compensation Insurance Act was revised
on several more occasions even after the complete revision in 1994. In
the 1997 revision, the role of the IACI as a social safety net was
emphasized when the scope of the IACI was expanded to include
workplace trainees and workers dispatched overseas. The premium
collection method and the annuity payment methods were also
overhauled. The revision that took place in December 1999 was so
extensive that it was almost a complete revision. The details of this
revision were as follows. First, the scope of the Industrial Accident
Compensation Insurance Act was expanded to apply to all workplaces
using workers (Article 5). By including the small and medium sized
enterprises within the scope, the role of IACI as a social safety net was
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reinforced. Second, new insurance benefits, including the nursing
benefits, were added on to the system (Paragraph I of Article 38). Third,
in consideration of the fact that there exists a relatively large gap in
benefit payments depending on the wage level of the beneficiary, the
maximum and minimum levels in insurance benefits were established
so as to reduce this gap and to improve the role played by the IACI in
income redistribution (Paragraphs IV, V, VI of Articled 38). Fourth,
the shortcomings disclosed in the process of implementing the old Act
were improved. The revisions that took place after 1997 were focused
on offering enhanced protection to the socially marginalized classes
whose vulnerability came to light during the Asian financial crisis and
the ensuing industrial restructuring phases.

3. Laws on Collective Labor Relations
3.1 Laws on Trade Union and Labor Relations Adjustment
1) Riding on the wave of democratization that swept across the
nation, the Trade Union Act was revised in 1987. The purpose of the
revision was to maintain and improve the working conditions as well as
the economic and social status of workers by securing the workers’
right of association, collective bargaining and industrial action, and to
contribute to the maintenance of industrial peace and to the
development of the national economy by preventing and resolving
industrial disputes through the fair adjustment of labor relations. The
details were as follows. First, the provision permitting the
establishment of only unit trade unions at the company level, was
deleted so as to guarantee the workers’ right of association, collective
bargaining and collection action pursuant to the Constitution
(Paragraphs I and II or Article 13). Second, in order to secure
autonomy in the operation of labor unions, the order for the correction
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of bylaws, resolution, and measures was to be issued only when the
pertinent laws are violated (Article 16, Article 21), and the provision
restricting the qualification of trade union officials was deleted along
with that authorizing administrative offices to order the dissolution of
trade unions and to change their executive officials (Paragraph II of
Article 23, Article 32). Third, the representative of a trade union was
required to have an auditor conduct an audit of all financial and
accounting status of the union and have the results disclosed (Article
25). Fourth, in order to promote collective bargaining, the regulations
on the delegation of authority to conduct bargaining or to conclude a
collective agreement were relaxed. Also, the ‘registration’ required for
the delegation was changed to ‘notification’, and the procedure could
be voted on at the general assembly or the delegates’ meeting
(Paragraphs I and II of Article 33). Fifth, in order to promote active
labor-management autonomy, the term of validity for the collective
agreement was reduced from three years to two years (Article 35). Sixth,
trade unions representing 2/3 or more of the workers in the workplace
concerned were given the right to conclude a provision on union shops
(Conditional provision, ②, Article 39).
Meanwhile, the Labor Dispute Adjustment Act encouraged
autonomous and voluntary resolution of labor-management issues by
guaranteeing the right to law-abiding industrial action and rationalizing
the procedure for such actions in order to achieve prompt resolution of
disputes. The key contents of the revisions were as follows. First,
security transaction, coal mining, and industrial-fuel businesses were
excluded from the scope of public services, and the range of
transportation business was limited to that of public transportation
(Article 4). Second, provisions on voluntary adjustments were
introduced as a means of encouraging autonomous and voluntary
adjustment of industrial disputes (Article 5-2). Third, the range of
public and defense corporations restricted or prohibited from taking
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industrial action was narrowed down (Paragraph II, Article 12). Fourth,
the cool-down period were reduced to 10 and 15 days, respectively, for
general businesses and public corporations (Article 14). Fifth, the
conciliation function of the administrative authorities on industrial
dispute was transferred to the Labor Relations Commission (Article
18), and only the Commission was given the authority to refer a dispute
in essential public services to arbitration (③, Article 30). Sixth,
industrial action was prohibited for 15 days from the date the industrial
dispute was referred to arbitration instead of 20 (Article 31), and the
number of days industrial action is prohibited during emergency
adjustment was also reduced from 30 days to 20 days (Article 41).
Seventh, the opinions of labor and management were to be reflected in
appointing the members of the Arbitration Committee (Paragraph III,
Article 32).
2) In 1989, with the spirit of democratization high in the air, the
revised bill for the Trade Union Act and the Labor Dispute
Adjustment Act, along with the bill for the Labor Standards Act,
passed the vote of the National Assembly and was handed over to the
government. However, the President vetoed the bill and sent it back to
the Assembly, citing the potential repercussions as the excuse. In the
end, the bill was discarded. The provisions that led to such a result were
those that acknowledged the unionization of public servants and
teachers and lifted the restriction on political participation of trade
unions. The deletion of the clause prohibiting the participation of
public servants and workers of public defense industries in labor
disputes was also a contributing factor.
3) The revision of labor-related laws at the end of 1996 was one
aimed at reinforcing both the autonomy and accountability of labor
and management in order to achieve democratic industrial relations.
The revision integrated the Trade Union Act and the Labor Dispute
Adjustment Act and gave birth to the ‘Trade Union and Labor
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Relations Adjustment Act.’ The core components forming the
backbone of the new Act were: General Provisions (Purpose,
Definitions, Restriction on Claims for Damages and Criminal
Responsibility, Trade Unions (General Provisions, Establishment,
Management and Dissolution of Trade Unions), Collective Bargaining
and Collective Agreements (Authority of Bargaining and Making
Agreements, Principle of Bargaining, Drawing up of Collective
Agreements, Valid Term of Collective Agreement, Interpretation of
Collective Agreement, Binding Force of Collective Agreement, etc.),
Industrial Action (Basic Principles of Industrial Action, Restriction on
and Prohibition of Industrial Action, Adjustment Precedent to
Industrial Action, etc.), Adjustment of Industrial Disputes (General
Provisions, Mediation, Arbitration, Special Provisions for the
Adjustment of Labor Disputes in Public Services, Emergency
Adjustments), and Unfair Labor Practices. The details are as follows.
First, the provision prohibiting the political activities of the trade
unions was deleted, and the trade unions were to be regulated by the
laws on politics just like any other social organizations. Organizations
focused on social or political movements were not to be regarded as
trade unions (③ of Article 2). Second, multiple trade unions were
permitted for higher ranking organizations starting 2000, and from
2002 for trade unions of unit business establishments. The methods
and procedures for collective bargaining, such as unifying the
bargaining channel between labor and management, was to be
developed by end of 2001 (Article 5, Article 6 of Addenda). Third, to
improve the efficiency of and expertise for tasks related to trade unions,
the Ministry of Labor became the sole managing government agency of
such tasks (Paragraph I, Article 10). Fourth, employers were prohibited
from remunerating those engaged in duties only for trade unions as
such an act was regarded as unfair labor practice. For businesses with
such practices, a grace period was provided until the end of 2001
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(Paragraph II of Article 24, ④ of Article 81, Article 7 of the Addenda).
Fifth, it was made clear that the representative of a trade union has the
authority to bargain with employers or employers’ association, and to
make collective agreements for the trade union and union members. By
stipulating that a trade union and an employer or employers’
association should bargain in good faith and sincerity, the government
sought to prevent unjustifiable delays in collective bargaining or
conclusion of agreements (Paragraph I, Article 29, Article 30). Sixth,
the maximum valid term of a collective agreement for wages was
extended from one year to two years, and in cases where the parties do
not reach an agreement on the interpretation or implementation of
collective agreement, one or both parties to the collective agreement
could ask the Labor Relations Commission for its view. The purpose of
these stipulations was to prevent labor disputes caused by having to
conclude agreements too often or by the difference in the
interpretation of the agreements (Paragraphs I and II of Article 32,
Article 34). Seventh, the basic principles of industrial action and the
responsibilities of the trade unions were stipulated. Industrial actions
were not to violate legislation and public order in terms of purpose,
methods, and processes (Article 37, Article 38). Eighth, the prohibition
on third-party intervention was lifted, and the persons or organizations
from which a trade union or an employer can seek support were
specified. Persons or organizations other than those stipulated in the
Act were prohibited from intervening in, manipulating, or instigating
collective bargaining or industrial action (Article 40). Ninth, in the
previous legislation, any and all workers employed by key defense
industries or corporations were uniformly prohibited from taking part
in industrial actions (Paragraph II of Article 12, the old Labor Relations
Adjustment Act). In the new law, however, the scope of those
subjected to prohibition was narrowed down. Among workers engaged
in the major defense corporations, only those who are involved in the
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production of key defense goods or are working in directly related jobs
were not allowed to take industrial action (Article 41). Tenth,
employers were prohibited from hiring persons not related to their
business operations, or use replacements during a period of industrial
action so as to continue work which has been stopped by industrial
actions (Article 43). Eleventh, employers had no obligation to pay
wages during a period of industrial action to workers who did not
provide labor because of their participation in industrial action. Also,
trade unions were prohibited from taking industrial action in order to
demand and achieve wage payment for a period of industrial action
(Article 44). Twelfth, the previous legislation stipulated that industrial
disputes are to undergo conciliation and mediation. However, only
mediation is required by the revised Act. In addition, industrial actions
were not to be taken without completing adjustment procedures such
as mediation or arbitration (Article 45 and Chapter 5). Thirteenth, in
order to encourage labor and management to take active part in
resolving the issues of industrial disputes, the Special Mediation
Commission could recommend, in a form of decision, that the Labor
Relations Commission refer the case to arbitration for essential public
services such as water, electricity, gas, and communication instead of all
public services (Paragraph I, Article 74).
4) The revision at the end of 1996 was soon followed by another
revision in March 1997 which was intended to remedy both the
contents and the procedural flaws of the 1996 revision. The following
revisions were made in March. First, having social movement as the
main purpose of the trade union was eliminated as a disqualification
criterion for a trade union. Only political movement remained the
prohibited purpose ((e) of ③ of Article 2). Second, employers were
prohibited from hiring persons who are not related to their business
operations, or using replacements during a period of industrial action
so as to continue work which has been suspended because of industrial
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actions. Also, during a period of industrial action, employers could not
contract or subcontract work which has been suspended because of the
industrial action concerned (Article 43). Third, penal provisions were
set up to punish industrial action taken to demand wage payments
during the period of industrial action (Article 90). Fourth, the period
within which mediation is to be completed was reduced from 15 days
and 20 days, respectively, for the general businesses and the public
services, to 10 days and 15 days, respectively (Article 54). Fifth, the
provisions regarding essential public services (inner-city bus services,
banking services (except the Bank of Korea)) were to be effective until
December 31st, 2000 (Article 2 of the Addenda). Sixth, the suspension
period (three years) for the formation of multiple union of the higher
level was deleted (Article 5, Addenda).
5) In 1998, another round of revision for the labor-related laws took
place. The purpose of the revision was to help the nation overcome the
shock of the Asian financial crisis by increasing labor market flexibility.
This particular revision was rather small-scaled. The responsibility for
some of the tasks related to trade union activity was transferred from
the Minister of Labor to the head of local governments (Articles 10, 12,
13, 18, 21, and 27). Also, a party to collective agreement was required to
give at least a six month’s notice to terminate the agreement instead of
a three months’ notice (Paragraph III, Article 32).
6) However, in 2001, the ‘Trade Union and Labor Relations
Adjustment Act’ was subjected to another revision of the following
description. First, in a gesture of deregulation, trade unions were
permitted to notify modifications made to the contents as filed for
application for trade union formation to the Administrative
Authorities within 30 days from the date the changes occurred, instead
of 15 (Paragraph I, Article 13). Second, the penal provision for
disobedience against the decision of Administrative Authorities on
Geographical Binding Force of collective agreement was deleted. Third,
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in accordance with the ruling of the Constitutional Court which found
certain provisions unconstitutional,5 the specific conditions that can be
considered as violation of collective agreement were narrowed down to
six criteria6 (② of Article 92). Fourth, in consideration of the realistic
limitation in fulfilling the requirement within the previously
determined timeframe, the time permitted to develop and introduce
methods, procedures, or other necessary matters for collective
bargaining to establish a single bargaining channel was extended by five
more years to December 31, 2006 (Article 5, Addenda). Fifth, also in
consideration of the reality in which labor unions were not yet ready
for financial independence, the application of the provision prohibiting
the remuneration by the employer for full-time trade union officials
was also postponed for five years until December 31, 2006 (Paragraph
I of Article 6, Addenda). Sixth, as was the case of ordinary trade unions,
the trade unions for teachers, in cases where there are two or more
unions, were given a five year extension until December 31, 2006 to
form a single bargaining channel for collective bargaining (Article 2,
Addenda).

5

“The penal provision of Paragraph 1, Article 92 of the Trade Union Act against the
violation of fixed collective agreement only describes the qualification criteria of the
crime and fails to stipulate the actual substance, delegating that particular
responsibility to the collective agreement. Therefore, the provision is in violation of
legality as the basic requirement of the principle of “nulla poena sine lege.”
Moreover, the qualification criteria for the crime are also too vague and
comprehensive, and thus, the provision is also in violation of the principle of
precision & accuracy, a component of the principle of “nulla poena sine lege.””
6 They are i) matters relating to wages, welfare costs, and severance pay, ii) matters
relating to working hours and recess, holidays and leave, iii) matters relating to the
reasons and key procedures concerning disciplinary action and dismissal, iv) matters
relating to safety and health and assistance in industrial accidents, v) matters relating
to provision of facilities and accommodations, and participation in meetings during
working hours, and vi) matters related to industrial action.
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3.2 Laws Concerning the Promotion of Worker Participation
and Cooperation
1) The Labor-Management Council Act established in 1980 was
considered as the most typical evil law aimed at undermining the power
of the trade union. In light of this fact, the 1987 revision that took place
amidst the wave of democratization sweeping across the nation
attempted an overall facelift of the law. The details are as follows. First,
in order to protect the autonomy of the labor-management council and
to activate its role, the disqualification conditions for the workers’
representatives to the council were deleted, along with the provisions
on the right of related public officials to state their opinions, and the
authority to order the dissolution of the Labor-Management Council
or the change of the representatives (Articles 9, 18, 19). Second, the
duty of the employer was stipulated to ensure fairness in electing the
workers’ representative and to prevent the representatives from being
subjected to unfair treatment from the employer (Article 10-2). The
order of correction was also incorporated into the law (Article 10-3)
along with the penal provision for any violations (Article 31-2). Third,
the provision ‘matters relating to institutional improvements in
personnel and manpower management’ was added onto the clause
Matters Subject to Council’s Resolution to ensure that the council plays
true to its role (⑥ of Article 20). Fourth, the content of the clause
‘matters to be reported’ was reinforced so that information on
corporate performance could be conveyed properly and in good faith
to the workers (Article 21).
2) The legislative revision that took place at the end of 1996 was
oriented towards creating democratic industrial relations based on
participation and cooperation. In line with the spirit, the name of the
Labor-Management Council Act was amended to ‘Act Concerning the
Promotion of Worker Participation and Cooperation’ along with the
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content of the Act. The details of the revision were as follows. First,
while the workers’ representatives were always elected by the trade
union officials in the past, the same was to be permitted only in cases
where the trade union represented more than half of all the workers in
the business establishment. If the representation requirement was not
met, then the workers’ representatives were to be elected directly by the
workers (Paragraph II of Article 6). Second, additional items such as
distribution of corporate earnings, general rules of employment
adjustment, introduction of new technology and machinery, or
improvement of work processes were added to the list of matters
subject to consultation by the council (Article 20). Third, in addition to
the matters subject to consultation, a new section was added to specify
matters subject to the council’s agreement. They include establishment
of employee education and training plan and skill development scheme,
establishment and management of welfare facilities, and establishment
of employee welfare funds (Article 20-2). Fourth, in cases where the
employer does not file reports or explain in good faith at a regular
meeting matters concerning the economic and financial conditions of
the enterprise, the workers’ members may request the relevant
documents (Article 21). Fifth, if the council cannot reach an agreement
on matters subject to the council’s agreement, or if there are
disagreements on the interpretation or enforcement of measures
agreed upon by the council, the council could refer the contents of
such matters to an arbitral organization established by agreement
between workers’ members and employers’ member, or to arbitration
by the Labor Relations Commission or other third parties (2 of Article
23). Sixth, the name ‘Central Consultative Body between Workers and
Employers’ was changed to ‘Central Consultative Body among
Workers, Employers, and the Government.’ By having government
representatives in the commission, key labor problems such as
industrial relations, employment, and workers’ welfare relating to
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national industry, economy, and social policy could be consulted and
agreed upon by all three parties (Article 28).
3) Meanwhile, the ensuing revision of the Act in March 1997 did not
bring much change other than the replacement of the expression
‘agreement’ (2 of Article 20) with ‘resolution’ (Article 20). The 1999
revision was also minimal. ‘Agreement,’ among the matters that need
to be recorded in the meeting minutes, was changed to ‘resolution’ and
the authority of the Minister of Labor could be delegated to the head of
the local labor offices. In the 2001 revision, the provision ‘matters
concerning rewards given to the concerned worker for work-related
inventions, etc.’ was newly inserted into the list of matters subject to
consultation at the meeting of the Labor-Management Council
(Paragraph I of Article 19).
3.3 Laws on the Labor Relations Commission
1) The Labor Relations Commission Act, first established in 1963,
remained more or less the same since its revision in 1984. As a result,
there were quite a number of calls for the Act to be improved in terms
of objectivity, expertise, fairness, and reliability. In light of such
demands, the Act went through a major overhaul at the end of 1996.
First, in order to increase the independence and the stature of the
Labor Relations Commission, the Chairman of the National Labor
Relations Commission was given the authority to manage the budgets,
personnel affairs, education and training, and other administrative
matters of the National and Regional Labor Relations Commissions,
and to direct and supervise the staffs (Article 4). Also, the status of the
Chairman of the National Labor Relations Commission was raised to
that of a deputy minister (Paragraph III, Article 9). Second, the number
of members in the Labor Relations Commission was to be prescribed
by Presidential Decree, in consideration of the work load of each Labor
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Relations Commission, and was to be within the limit of not less than
ten members of workers, employers, and public interests, respectively.
However, the stipulated number was changed to not less than seven
and not more than 20, with the rest of the provision remaining the
same (Paragraph II, Article 6). Third, the authority of the Chairman of
the National Labor Relations Commission was strengthened.
Previously, the Chairman and permanent members of the Regional
Labor Relations Commission were appointed by the President with the
advice and comment of the Minister of Labor. . The revision changed
the procedure to include recommendation by the Chairman of the
National Labor Relations Commission, and appointment by the
President with the advice and consent of the Minister of Labor
(Paragraphs III, IV of Article 6, Paragraph I of Article 11). Fourth, in
order to enhance the fairness of the Labor Relations Commission, the
members of public interests were to be elected by the ballot of
members of workers and employers, from among those recommended
by the Chairman of the Labor Relations Commission (Paragraph IV,
Article 6). Fifth, in order to improve the expertise of the Labor
Relations Commission, the members of public interest were to be
classified as the adjudication members of public interests and the
adjustment members of public interests, and the qualification of the
members were specified in detail (Paragraph V of Article 6, Article 8).
2) Slight changes were made in the ensuing revision in 1997. First,
some changes were made to the qualification criteria for members of
public interests of the National and Regional Labor Relations
Commissions (Article 8). Second, the rank of the Chairman of the
National Labor Relations Commission was changed from
parliamentary deputy-minister level to parliamentary minister level
(Paragraph III, Article 9).
3) The Labor Relations Commission Act was revised once again on
April 15, 1999 (the revised provisions of Paragraphs 1 and 5 of Article
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15 entered into effect on July 1, 1999). The following changes were
made. First, the Adjustment Committee for Teachers’ Labor Relations
was to be established under the National Labor Relations Commission
to handle mediations, arbitrations, and other related matters of the
labor relations of teachers (Paragraph V, Article 15). Second, in order
to ensure prompt and fair processing of matters, the number of
members of the Labor Relations Commission was to be within the
limit of not less than ten and not more than 30 members of workers,
employers, and public interests, respectively, instead of not less than
seven and not more than 20 members (Paragraph II of Article 6). Third,
a new provision was set in place to enable the Chairman or a chairman
of a divisional committee to convene a divisional committee meeting
(Paragraph II, Article 16).
3.4 Laws on Organizations for Social Agreement
On May 24, 1999, the ‘Act on the Establishment and Operation of
the Tripartite Commission’ was established. The purpose of this Act
was to establish the Tripartite Commission, formed and operated by
Presidential Decree (August 26, 1998), as a legal entity. This was done
so that workers, employers, and the government can consult labor
policies and related matters based on mutual trust and cooperation in
an effort to promote industrial peace and to contribute to a balanced
development of the national economy in the wake of the Asian
Financial Crisis. To be more specific, first, the function of the
Tripartite Commission included consultation on matters concerning
the principle and direction of structural reform in the public sector and
matters concerning the improvement of systems, way of thinking, and
practices for development of labor-management relations (Article 3).
Second, the Commission was to be composed of 20 or less members
representing workers, employers, government, and public interests
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including one Chairman and one Standing Member. The Chairman and
the Standing Member were to be appointed by the President (Article 4).
Third, in order to support the activities of the Commission, the
Commission was to set up the Standing Committee composed of
working level officials and related experts (Article 8 through 10).
Fourth, the Commission was to set up a secretariat to handle matters of
the commission (Article 11). Fifth, in order to ensure an efficient
management of the Commission, the Commission could, if necessary,
call on relevant persons, public officials, and experts to attend the
Commission and state their opinions or to submit documents and
provide explanations. The relevant persons, public officials, and
experts called on by the Commission were to comply with the demands
unless they are under special circumstances (Article 13). Sixth, the
Chairman was required to report the Commission’s main activities,
including the results of consultations, to the President. The
government was to reflect the decisions of the Commission in their
policies and make every effort to implement them (Article 17 and 18).
Seventh, the heads of local governments could set up regional tripartite
consultation bodies to promote the tripartite cooperation in the
regions concerned (Article 19).
3.5 Laws Guaranteeing the Basic Labor Rights of Teachers
and Public Servants
1) As one of the follow-up measures for the ‘2·6 Compromise,’ the
‘Act on the Establishment and Operation, etc. of Workplace Council
for Public Servants’ was established on February 24, 1998 as the
preparatory step to achieving recognition for the basic labor rights of
public servants at the Tripartite Commission on December 31 of the
same year. The main contents were as follows. First, one Public
Servants’ Workplace Council could be established under each national
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agency, local governments or the sub-offices, and the head of the
Council was to report the establishment to the head of the agency or
office under which the Council was established (Article 2). Second,
joining or leaving the Council was to be left to the free will of the
individual public servant (Article 4). Membership for the Council was
restricted to public servants of level six or below in the general
administrative positions or in the research and development
department or special technology stream, public servants of level six or
below in the foreign affairs departments, public servants in the
technical service or hired service positions, and special government
positions whose level is equivalent to that of public servants of level six
or below in the general administrative positions (Paragraph I, Article 3).
Third, public servants permitted to carry out labor movements, or
public servants whose work involves management and supervision,
personnel management, budgets, accounting, receipt and payment of
goods, secretarial activities, confidential information, security, guarding,
and chauffeuring were prohibited from joining the Council (Paragraph
II of Article 3). Fourth, improvement of working conditions, work
productivity, and grievances were the matters approved for
consultation by the Workplace Council, and the Council was to have
appointed council representatives who can represent the opinions of
the members (Article 5). Fifth, the head of the agency or office under
which the Council is established was required to participate in the
consultation with the Council in good faith, make the best effort to
implement the agreements reached with the Council, and was
prohibited from treating the members of the Council unfairly with
regards to the organization or operation of the Council (Article 6).
Sixth, the detailed prescription for the establishment and operation of
the Workplace Council was to be stipulated by the Presidential Decree
or Ordinance (Article 7).
2) Winning recognition for the teachers’ right of association was one
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of the results of the ‘2·6 Compromise.’ As a follow-up measure to this
compromise, the ‘Act on the Establishment and Operation, etc. of
Trade Union for Teachers (entered into effect on July 1, 1999)’ was
established. The main contents of the legislation were as follows. First,
though the trade union has the right to bargain and conclude collective
agreements, the contents of the agreements shall not take effect as
collective agreements, in case they are stipulated by the law, bylaws,
and budget, or stipulated by the authority delegated by the law, bylaws,
and budget (Article 7). Second, only those who meet the definition of
“teacher” as prescribed in Article 19 of the Elementary and Secondary
Education Act were eligible to join the trade union (Article 2). Third,
teachers could only establish a trade union at the special city,
metropolitan city, province level or at the national level (Paragraph I,
Article 4). Fourth, the representatives of a trade union were granted the
authority to bargain and conclude collective agreements only on
matters concerning improvement of the economic and social status of
teachers such as wages, working condition, and welfare. Trade unions
of national or public schools were to bargain and conclude collective
agreements at the national level with the Minister of Education and
Human Resources Development and the trade unions of the
metropolitan city or provincial level with the Superintendent of the
Board of Education of the respective city or province. In the case of
private schools, negotiations at the national level or at the city or
provincial level had to be carried out with the persons who establish
and run the schools (Paragraph I of Article 6). Fifth, teachers’ trade
unions and members were prohibited from taking part in any industrial
actions (Article 8). Sixth, detailed provisions were prescribed on the
application of mediation or arbitration of labor disputes (Articles 9, 10,
11, and 12). Seventh, trade unions for teachers were not allowed to
participate in any political activities (Article 3).
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4. Laws on Labor Market
4.1 Basic Laws on Employment Policies
1) As was mentioned previously, one of the most notable events in
the series of revisions and establishments of labor-related laws in the
1990s was the introduction of employment-related laws that were
intended to maintain the balance of labor supply and demand in the
wake of the industrial restructuring and deterioration of the labor
market.
2) The Basic Employment Policy Act was launched along with the
People’s Government in December 1993 (entered into effect on July 1,
1994). This act aimed at formulating and implementing employment
policy comprehensively and at contributing to employment security,
improvement in economic and social status of workers, and balanced
development of the national economy and society. These changes were
to help the individual citizens develop and display their abilities to the
maximum and by attaining enhanced efficiency in the labor market and
an optimal balance in the supply and demand of manpower (Article 1).
The Act also contained provisions stipulating the details of policy
implementation by the State (Article 4), and the duties of workers and
employers (Article 3). The State was responsible for the formulation
and implementation of the basic plan for mid to long-term
employment policy (Article 5), collecting and providing employment
information to assist job search and recruiting (Article 8 through
Article 10), and promoting the employment of job seekers, the aged,
women, and the youth (Article 22 through Article 25). Also, the State
was required to support the employment adjustment of employers, and
formulate and implement measures to reduce unemployment (Article
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26 through 28). In order to deliberate and coordinate such issues, the
State was to set up and operate the Employment Policy Council
(Article 6) and the Employment Security Agency (Article 7).
3) During the labor-law revision on February 20, 1998, the Basic
Laws on Employment Policy was also amended to better address the
mass unemployment crisis caused by corporate restructuring and to
implement comprehensive employment security programs. First, if
large-scale unemployment is deemed likely, the Minister of Labor
could implement the necessary unemployment measures and related
activities to offset such risks (Article 28). Second, provisions were
introduced to stipulate how the fund for unemployment measures
should be financed (Article 28-2). The establishment of the Basic
Workers Welfare Act in August 2001 provided the basis by which the
funds set up for unemployment measures and programs could be used
as the financial resource for the Workers Welfare Promotion Fund
(Paragraph II or Article 28-2).
4.2 Laws on Employment Insurance
1) The Employment Insurance Act, established in December 1993
along with the Basic Employment Policy Act and entered into effect on
July 1, 1995, was undeniably the hub of the various laws pertinent to
the labor market. The purpose of the Employment Insurance Act was,
through the enforcement of employment insurance, to prevent
unemployment, to promote employment, to develop and improve the
vocational ability of workers, and to strengthen the nation’s vocational
guidance and job placement capacity. This was to be accomplished by
carrying out the Employment Stabilization Program (Article 15
through Article 20), the Vocational Competency Development
Program (Article 21 through 27), and the Unemployment Benefits
Program (Article 28 through Article 55) (Article 1). This Act was to
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apply to all businesses that hire workers, provided, that it shall not
apply to those businesses separately provided for in the Presidential
Decree in consideration of their size, industrial characteristics, etc.
(Article 7). The workers excluded from application were also specified
(Article 8). The scope of application for the Act was gradually
expanded. At the time of enforcement, the scope for the
Unemployment Benefits Program was businesses ordinarily hiring 30
or more full-time workers, and businesses ordinarily hiring 70 or more
workers for the Employment Stabilization Program and the Vocational
Competency Development Program (Article 2 of the Enforcement
Decree). In January 1998, the scope was expanded to 10/50 employees,
and then to 5/50 employees in March 1998 and to 5/5 employees in
July 1998. In October 1998, the expansion of the scope was completed
to include all business establishments.
2) The Employment Insurance Act was not immune to the
mass-scale revision of labor laws at the end of 1996. In order to
strengthen the reemployment promotion capacity of the employment
insurance system, an age requirement for the insurance system was
introduced. Also, in an effort to prevent unemployment and promote
employment, and to improve the efficiency of the operation of the
Employment Insurance System, more support programs were devised
for business owners and employers participating in the Employment
Stabilization Program or the Vocational Competency Development
Program. The details were as follows. First, the pre-revision version
had included all those employed before the age of 60 within the scope
of employment insurance regardless of age. However, the revision
excluded those who are 65 years of age or older even if they were
employed before the age of 60 and had been under the protection of
the law. This is because reemployment is highly unlikely for such aged
workers, which makes it unreasonable to pay them unemployment
benefits which is intended to support temporarily jobless workers
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while they find their next job (Article 8). Second, in the past,
employment insurance for the construction industry was applied by
site. Thus, the process for reporting, contribution, and other relevant
procedures were highly complicated. In the revised law, in the case that
an individual business operated by a business owner meets the
conditions, all of that business owner’s individual businesses or
worksites could be deemed as one business in the application of the
Act (Article 10-2). Third, in the past, only the business owners who
implemented measures for employment stabilization such as business
suspension or outplacement training could receive support from the
employment insurance even when economic situations made
employment adjustments simply inevitable. With the revised law,
business owners who hire workers displaced or out-placed by
employment adjustment measures could also receive support from the
State (Article 16-2). Fourth, the Minister of Labor could provide the
necessary support for the business owner who carries out employment
stabilization activities or vocational competency development activities
for construction workers or other workers with low job security
(Article 18-2). Fifth, the expression ‘basic benefits’ was replaced with
‘job-seeking benefits’ in order to make it clear that this benefit payment
is intended to promote reemployment in addition to protecting the
livelihood of the unemployed (Article 28). Sixth, the calculation for the
unemployment benefits was to be based on the wages received by the
concerned worker during the last three months of employment instead
of 12 months so as to simplify the procedure for processing insurance
accidents (Article 35).
3) During the 1998 February revision of the labor laws, the
Employment Insurance Act was revised along with the Basic
Employment Policy Act in order to deal aggressively with the
mass-unemployment crisis accompanying corporate restructuring. The
contents of the changes were as follows. First, the scope of application
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was expanded to include part-time workers (Article 8). Second, the
minimum daily allowance of job-seeking benefits was raised from
50/100 of the basic daily wage to 70/100 (Paragraph II, Article 36).
Third, the minimum prescribed benefit payment days was adjusted
from 30 days to 60 days (Article 41). Fourth, the eligibility
requirements for the employment insurance were eased (Article 3,
Addenda).
4) The Employment Insurance Act was subjected to another
revision on September 17, 1998 with the same purpose as the previous
revision. First, the scope of application was expanded so that the Act
could now be applied to all businesses that hire workers (Article 7).
Second, the Act could be applied to those who were newly employed
before age 60 (excluding those aged 60 or older as of the date of the
establishment of the insurance relationship), those whose fixed work
hours per month is 80 hours or more, workers who are employed for a
term of one month or longer, workers hired on a seasonal or temporary
basis (Article 8, Article 2 of the Enforcement Decree). Third, in case
where closure or bankruptcy, etc., of a business or a workplace makes it
difficult to calculate and confirm the wage, the standard wage which is
specified and notified by the Minister of Labor shall be considered the
wage (Article 2-2). Fourth, a new provision was inserted so that the
payment of job-seeking benefits may be deferred for a predetermined
period from the unemployment report date for qualified recipients
who received money and valuables as retirement pay, exceeding the
amount determined by the Presidential Decree (Article 45-2).
5) The Employment Insurance Act was revised again in December
1999, August 2001 and yearend of 2002. During the 1999 revision, the
definition of ‘recognition of unemployment’ was inserted (Article 2).
Also, an insured person could qualify for unemployment benefits if the
insured person who lost his job before the age of 65 reaches the age of
65 without a job (Article 30-2). In addition, the requirements and
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procedures for recognition of qualification to receive jobs-seeking
benefits were also stipulated (Article 33-2). In 2001, the revisions made
to the Labor Standards Act were reflected on the Employment
Insurance Act. As a result, childcare leave benefits and maternity leave
benefits were added on to the list of benefits (Article 4), and the
pertinent provisions specified (Section 2 of Chapter 5). Meanwhile, the
revision that took place at the end of 2002 deleted the provision
excluding the workers hired after the age of 60 and the daily workers
from the scope of application (Article 8). Also, the criteria for and the
date of termination of insurance relationship were specified (Article
12-2, Article 12-3) along with the verification procedure for separation
from one’s position (Article 13-2).
4.3 Laws related to the Protection of Dispatched Workers
Improving the labor market flexibility was considered crucial in
overcoming the Asian financial crisis. In light of the situation, the ‘Act
relating to Protection, etc., for Dispatched Workers’ was established on
February 20, 1998 so as to enable businesses to utilize manpower in a
flexible manner and to protect the rights of the dispatched workers
whose number was on the rise. The main contents of this new
legislation were as follows. First, the types of activities determined to
be inappropriate for worker dispatch undertakings were clearly
stipulated (Articles 5 and 6). Second, a person who wishes to run
worker dispatch undertakings was to acquire the permission of the
Minister of Labor (Article 7 through Article 10). Third, the parties to
the contract on worker dispatch were to conclude a contract on worker
dispatch in writing (Article 20). Fourth, provisions on special cases
relating to the application of the Labor Standards Act and the
Industrial Safety and Health Act were introduced to protect the right of
the dispatched workers (Articles 34 and 35). Fifth, the duties of the
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person in charge of the worker dispatch undertaking and the employer
of the dispatched workers were specified. The legal relationship and
status of the dispatched worker was made clear by defining the
contractual relationship and the use employment relationship of the
worker, and protective measures were stipulated (Article 23 and the
following, Article 30 and the following).
4.3 Laws on the Employment Improvement of Construction
Workers
1) During the revision of labor-related laws at the end of 1996, the
‘Act on the Employment Improvement of Construction Workers’ was
established in order to improve the employment and welfare of
construction workers, and to contribute to the development of the
construction industry, by assisting and promoting their employment
stability and the development and improvement of their vocational
abilities, and by conducting a mutual benefit program for their
retirement from which mutual benefit payment for retirement will be
paid for the construction workers. The key points of the Act are as
follows. First, the Minister of Labor was to establish and execute a
master plan for employment improvement of construction workers in
order to support the employment stability of construction workers,
promote the development and improvement of their vocational
abilities, and to assist their welfare promotion (Article 3). Second,
business owners employing construction workers need to designate an
employment manager for each workplace for the operation of the
pertinent workplace in matters of recruitment, employment, and
allocation of construction workers; matters on education and training
conducted for the improvement of the skills of the construction
workers; and matters concerning the improvement of the working
environment (Article 5). Third, the Minister of Labor could provide
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necessary financial assistance as prescribed by the Employment
Insurance Act for a person who carries out vocational training and
educational training for construction workers or establishes and
operates employment promotion facilities such as counseling facilities
to address the employment problems of construction workers (Article
7). Fourth, the mutual benefits association and the business owners’
association shall execute a mutual benefit program for the retirement
of constructions workers, wherein the construction workers employed
by the business owner are the beneficiaries and are paid the mutual
benefit payments upon retirement (Article 8 through Article 14). Fifth,
the mutual benefit contract business owner who is responsible for
paying the severance pay to the beneficiary pursuant to the Labor
Standards Act shall be deemed to have paid the calculated severance
pay in advance in proportion to the number of months for payment of
mutual benefit installments (Article 17). Sixth, in order to encourage
participation in the Mutual Benefit Program for Retirement of
Construction Workers, the government could provide preferential
treatment to the mutual benefit contract business owner in appraising
construction execution ability or in executing construction policies
(Article 22).
2) At the end of 2002, a substantial legislative revision took place in
relation to the Mutual Benefit Program for Retirement of Construction
Workers. The Mutual Benefit Program for Retirement of Construction
Workers was classified as a welfare program (Article 1), and the
activities of the Mutual Benefit Association for Construction Workers
were outlined in detail (Article 9-2). Also, provisions on subscription to
the Mutual Benefit Scheme (Article 10), the effect of subscription to
the Mutual Benefit Scheme (Article 10-2), and calculation of the cost
(Article 10-3) were newly inserted or amended.

Chapter 4

LABOR MOVEMENT

Bae, Kiu-Sik* ·Cho, Seong-Jae**

1. Introduction
In their social and economic history, Korean workers and the labor
movement have evolved from passive social entities to active ones over
time. This evolution has not been a linear process, nor has it been
something readily supported by management or the state. The labor
movement was associated with the independence movement during
the colonial years of Japan and with the ideological struggles right after
the liberation. Moreover, the labor movement in Korea experienced its
fair share of ups and downs as workers were forced to play the role of a
junior partner in economic growth during the prosperous years
following the 1960s. Under the harsh political oppression of the
successive authoritarian governments, workers were not able to carry
on with the labor movement in the independent and democratic
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fashion they would have liked. The Great Worker Struggle that took
place in July-September of 1987 within the climate of political
democratization was a major event through which the Korean working
class finally attempted to claim its rightful place in society as a
full-fledged member in both name and practices, refusing to be a
passive victim to the ‘Development First, Distribution Later’ logic of
the state any longer. The labor movement in Korea continued in its
cycle of advance and retreat, growth and decline, participation and
struggles, but has succeeded in establishing itself as an undisputed axis
of the Korean economy and society.
In this chapter, we intend to examine the unfolding of the labor
movement since 1987, showing a high point in labor activism in Korea.
We will also discuss the structural characteristics of Korean labor
movement and identify the future course of action demanded of the
movement under the changing socioeconomic environment. The labor
movement can be taken to mean the collective action1 of organized
workers, or union movement. But a broader definition would
encompass any and all efforts made to maintain and improve the
political, economic, and social status of the working class (Choi,
Young-Ki et al., 2001). In that sense, scholars have so far failed to reach
an agreement on the general theory of the labor movement, and there
are even some who argue that it is a tall order to demand such a theory.
Such a discord within the academic circle is largely attributable to the
difference in philosophy, perspective, and the field of study (Shin,
Soo-Sik et al., 2003). Rather than discussing the labor movement in
Korea on the basis of a specific philosophy or theoretical framework,
we will stop at a mid-range, abstract characterization of the movement
1 “Labor movement is a highly sustained and conscious action carried out by a collective

group of social entities who have a relatively clear objective and organization. Labor
movement is a form of collective action fueled by the desire, frustration, and anger of
the members in the collective group.” Choi, Young-Ki et al. (2001: 4).
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while maintaining the most empirical approach possible.
Though the fifteen years from 1987 to 2002 may not seem to be a
very long period, during that time the relationship between the state,
management, and labor underwent a truly dynamic development. It is
during this period that the ‘1987 labor regime’ took firm root, only to
be sorely tested by the Asian financial crisis, giving rise to an urgent
need for a change in the labor movement and industrial relations.
Against this backdrop, we intend to look back on the past
achievements of the labor movement since 1987 and investigate what
inherent structural distortions and behavioral propensities stand in the
way of further advances. This effort will serve as an excellent
opportunity for us to explore the future direction to be required of the
Korean labor movement in order to provide better quality of life for
the working class. A sensible labor movement would play a role of a
shortcut we need to put our industrial relations on the right path.

2. Developments in the Labor Movement following 1987
2.1 The Different Phases of Development
A close examination of the history of a labor movement reveals the
roots and origins of the current structure and characteristics of the
movement. It also illuminates the merits and demerits of the
movement and the strategies they adopted during that period. The
development of the labor movement in Korea following 1987 is no
exception to such generalities. Therefore, the key to the analysis of
such features lies in a proper periodization of the time in a way that
best represents the structure and characteristics as well as the role of
the social actors. The approach may vary according to the researcher,
but the most representative and widely accepted periodization would
be the one developed by Choi, Young-Ki and his colleagues (2001).
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According to Choi et al., the labor movement from 1987 to 1999 can
be divided into three large phases or six smaller phases. The first phase
is the period between the summer of 1987 and 1989, characterized by
the surge in labor activism and tectonic changes in the landscape of
labor movements. The second phase is between 1990 and 1995, a
period of both the growth and political setback of the labor movement.
The third phase would be 1996 and onwards, a time when changes in
the labor environment and labor movement were actively pursued.
Though we recognize the rationale behind the periodization
proposed by Choi et al, we find it more logically sound to divide the
entire term into two phases within a broader flow of time. The first of
the two phases would be from July 1987 to 1997, or the ‘Recognition
Period of the labor movement as a Social Entity’ during which the
‘1987 labor regime’ was born and formed. The second phase would be
from the onset of the Asian financial crisis at the end of 1997 up until
the present, which can be described as a period of ‘coexistence of
compromise on and resistance against globalization and restructuring’.2
The first phase began with the Great Worker Struggle in 1987. Labor,
management, and the state continued to advance and retreat in response
to the attacks and counterattacks of one another. During this period, the
general strike regarding labor law revision at the end of 1996 and the
beginning of 1997 served as the opportunity for the labor movement to
firmly consolidate its presence as a full-fledged social entity. The
beginning of the second phase is marked by the Asian financial crisis and
the launch of the Tripartite Commission of labor, management, and the
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government. A proactive participation in the Commission was initially
expected of labor to play the roles and responsibilities of an active social
entity, but its failure to adapt effectively to the penetration of market
principles and consequently the retaliation of the conservative political
power left the labor movement in turmoil, and at a risk of dissolution.
Thus, this was when the labor movement was engaged in a search for a
new course to take in the face of various challenges. These two
high-level phases can be further broken down into smaller sub-phases. It
may prove a bit difficult to carry out a proper analysis of the second
phase as it is ongoing, but we believe that this method of periodization is
rather a better method than others in the sense that it allows one to view
history in the present tense.
2.2 Recognition Period as a Social Entity (1987~1997)
2.2.1 The labor movement before 1987

A review of past history is a prerequisite for an accurate
understanding about the Great Worker Struggle of 1987. The history
of the labor movement in Korea goes back to the Japanese colonial
years when modernization was forced upon the working class by the
external power in an attempt to create industrial laborers. It was almost
inevitable that the labor movement of this period was connected with
the independence movement. Right after liberation from Japanese
colonization, the leftist labor movement - led by the ‘National Council
of Labor Unions’ - prevailed for a moment only to walk the path to
demise amidst the ideological conflicts and war that ensued. As a result,
only the anti-communist labor movement led by the ‘Korea Trade
Union Federation’ called Daehan-Nochong, was granted legal approval.
The fall of the Liberal Party administration in 1960 had given a sudden
rise to a labor movement which was soon oppressed by the succeeding
military government. The Korea Trade Unions Federation was
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reorganized under the name ‘Federation of Korea Trade Unions
(FKTU)’ and had to resort to playing the role of a junior partner of the
state and management during the industrialization period of Korea. As
an economic entity abiding by the ‘growth first, distribution later’ logic,
the anticommunism, and the economic-growth promotion policy, the
FKTU whose leaders isolated themselves from their rank-and-file
members limited its activities to the narrow petition of workers’ rights.
Under the strong barrack-like control of the state, the FKTU did not
have a minimum independence from the state and management but
was merely a subordinate to the favors granted or relying on strategic
decisions made by the government and management.
However, a historic incident in 1970 demonstrated the workers’
frustration with this situation and opened a new chapter for democratic
union movements. A laborer of the Pyung-Hwa market named Chun
Tae-Il burned himself to death in an ultimate expression of protest.
Following the incident, the intellectuals, comprising the religious
leaders and university students, initiated various activities to help
workers set up the objectives and ideology independent of the state and
management and secure their rights on their own. Since the economy
in the 1970s was still based on light industries, female workers were the
mainstream in labor movements. Unable to withstand the brutal
oppression of the Revitalization Reform regime called Yushin, the
movement failed to sustain itself, let alone expand.
The so-called ‘Spring of Seoul’ in 1980 showed a surge of strikes
(some 400 strikes) among factory workers and miners in spontaneous
ways. However, these movements did not have a clear sense of
purpose nor were they systematically organized. They could not
uphold themselves against the new military administration. The Chun
Doo-Whan government forced enterprise unionism upon workers and
exercised even tighter control over the labor movement through
measures including limitation of the freedom of association, and the
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prohibition of third-party intervention and labor actions in essential
public services. This was indeed the dark age of the labor movement,
and workers were joined in their workplaces by a stream of
reform-minded college students. Such movements, centered around
the Kyung-In (Seoul-Incheon) region, and marked by the ‘Daewoo
Motors Strike’ and the ‘Guro Strike’ in 1985, were actually the preludes
to the landmark year of 1987. As political freedom was widely gained
through the People’s Uprising in June 1987, the Great Worker Struggle
erupted in full force.
2.2.2 The great worker struggle and labor movement in the late
1980s.

The Great Worker Struggle of July - September of 1987 commenced
in Ulsan rather than in the Kyung-In (Seoul-Incheon) region where the
labor movement was actively backed by the intelligentsia. The
launching of the Hyundai Engine Union on July 5 triggered the
formation of unions in all Hyundai affiliated enterprises that then
staged a major strike and won a significant wage hike. The success of
the strikes and union organization in Ulsan soon spread to Masan and
Changwon with similar results, and then to the rest of the nation
including Geojedo, Busan, Gumi, Incheon, and Seoul. The 1987 Great
Worker Struggle signaled the beginning of a new form of labor
movement led by male workers in the heavy and chemical industry in
contrast to the labor movement of the 1970s led by female workers in
light industries.3 Major manufacturing workers’ unions led the
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movement in terms of combativeness and in breaking away from the
controlling hold of the government and management. However, the
growth of the labor movement did not stop here but spread far and
wide to encompass even the workers in small and medium sized
enterprises as well as the clerical and administrative workers. In
particular, the proliferation of unions and the labor movement to
workers in the financial sector, hospitals, research facilities, schools
and the press in the late 1980s was quite notable the sense that the
scope of the labor movement was greatly expanded (Yoo, Bum Sang,
2001).
With its hands temporarily tied by political democratization
movements and the upcoming election, the government was only able
to be on the defensive against the Great Worker Struggle. However, it
regained its strong stance by September and responded to labor strikes
by tolerating only a certain degree of autonomous labor-management
negotiations within the order. But the management, long dependent on
the state’s strict control of its labor management, did not adapt well to
the new order. The management not only resorted to force and
violence by using (hoodlums like) Gusadae, but also demanded that
police power be used to put down labor strikes. As a result, industrial
relations and the labor movement during this period were
characterized by ‘strike-first, negotiation-later’, leading to further
uncertainties as large numbers of workers were arrested during labor
disputes. The Great Worker Struggle of 1987 was nevertheless an
important turning point for the Korean labor movement after which
unionization increased rapidly and large-scale wage hikes became
common. This was a process through which workers were receiving
their share of the growth achieved during the ‘3-low economic boom’
that had so far been denied to them. Their buying power was boosted
with the additional income secured through wage hikes, and therefore
workers also contributed to the growth of industries catering to
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domestic demand (Choi, Young-Ki et al., 2001).
As the Great Worker Struggle of 1987 was rather spontaneous in its
origin, it remained more or less an enterprise-level movement despite
the fact that it occurred almost simultaneously in most workplaces
across the country. Considering that the government and management
were still resorting to oppressive labor policies and exclusive labor
management, the labor movement in this period was in dire need of
worker solidarity that could transcend the borders of enterprise unions.
To this end, regional trade union councils such as the Federation of
Masan-Changwon Trade Unions that focused on information
exchange and mutual support among enterprise unions in the region
were organized one after the other. Meanwhile, sectoral trade union
councils were formed to support the labor movement for clerical and
administrative workers. In the Ulsan region, the Hyundai Trade Union
Council was formed and commenced its operation. These new unions
and the councils accused FKTU of being a ‘yellow union’ and attempted
to form a new national center for the independent democratic union
movement. In January 1990, the majority of the regional trade union
councils and some sectoral trade union councils got together to launch
the Korea Trade Union Congress (KTUC, Chunnohyup).
The Great Worker Struggle and the ensuing emergence of regional
trade union councils and sectoral trade union councils were calls for a
fundamental change in the course of the labor movement taken by the
FKTU. The FKTU was strongly criticized by both its own members
and outsiders for its supporting statement for the 4 ·13 Constitution
Declaration of dictator Chun Doo-Whan in 1987, which ended up
providing a justification for the formation of the second umbrella
union organization. Reflecting on its past mistake, the FKTU took an
important step towards self-reform as it elected Park, Jong-Keun for its
new chairman. This also signaled the Federation’s commitment to free
itself from the influence of the ruling party, in light of the fact that the
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ruling party was a minority in the parliament. Though this reform was
an advance towards political independence of FKTU, there was still
much room for improvement since it lacked the democratic spirit of
taking and articulating a wider range of opinions from its members nor
did it succeed in addressing workplace issues.
2.2.3 Labor movement of the early ·mid 1990s

The ‘1987 labor regime’ established was soon challenged by the
security authorities and an ensuing economic recession following 1989,
as well as the assault of the conservative political coalition that emerged
through the three-party merger. KTUC(chunnohyup), in particular,
found itself in the midst of fire from the security authorities and could
not avoid a reduction in its activities and organization. As such, the
government not only directly excluded the independent labor
movement of KTUC(chunnohyup) but also formed an alliance with the
FKTU in an attempt to establish a new industrial relations regime. A
new order was required to overcome the failure of the wage-increase
guidelines and the total wage increase arrangements in the early 1990s.
The truth of the matter was, the high rates of wage increase that had
continued since 1987 had far exceeded the productivity growth of the
corresponding period and had in fact greatly damaged the
macroeconomic stability of the nation (Choi, Young-Ki et al., 2001).
The Kim Young-Sam government which came to power in 1993 tried
to contain the high wage increases through an agreement between the
Korea Employers Federation and the FKTU. But this agreement was
merely a compromise reached by the upper echelon of the two parties
without much regard for what the majority of the members wanted.
Because of this, the FKTU was once again put under fire from the
labor movement. As a result, a significant number of enterprise unions
broke away from the FKTU and joined the Korean Council of Trade
Union Representatives(KCTU, chonnodae) called ‘Jungook Nodongjohap
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Daepyojahoeei’, an emerging nucleus of the labor movement while the
KTUC(chunnohyup) was weakening under government suppression.
Unlike the KTUC(chunnohyup), the KCTU(chonnodae) comprised numerous
sectoral trade unions councils as well as large-scale unions from the
‘chaebol’ business groups in heavy industries such as the Hyunchongnyon,
the Federation of Hyundai Group Trade Unions, and the Daenohyup
(Federation of Daewoo Group Trade Unions). Through common
activities, the KCTU(chonnodae) built up the foundation for the second
umbrella union, and succeeded in launching the Korea Confederation
of Trade Unions (KCTU) in November 1995, opening a new and
complicated chapter in the labor movement. This chapter signified that
the two national centers exist in parallel and maintain a relationship of
both cooperation and competition.
The democratic union movement represented by KTUC(chunnohyup)
and KCTU under the ‘1987 labor regime’ took a collective form of
resistance from the workers who had so far been disadvantaged by long
working hours and low wages. As the movement relied on the
accumulated frustration of the working class for its organizational power
as well as strikes, ‘militant unionism’ was a pronounced characteristic of
the movement for gaining workers’ offensive demands toward
management. Labor not only managed to achieve considerable practical
benefits through this aggressive and militant movement, but was also able
to greatly improve the situation where workers had little rights under a
developmental, authoritarian regime. Furthermore, workers were also able
to uphold their independent unions and bring significant changes to the
previously despotic workplace order. However, management tried to
avoid sharing the control over workplaces with labor by yielding to labor
demands on wages instead (Yoo, Bum Sang, 2001:239). Consequently,
wage levels rose rapidly for workers in large ‘chaebol’ enterprises that had
ample funds to pay their workers, but remained relatively low or only
minimally affected in small and medium sized enterprises with less ability
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to pay, resulting in wider wage gaps within the working class. On the
management side, they responded to the militant unionism by replacing
the autocratic and barrack-like labor management with the so-called New
Management Strategy. In effect, the strategy sought to blow the wind of
individualism into a collective movement of workers to induce
competition in terms of jobs and wages. This would weaken the
cohesiveness of union organizations. Moreover, management also sought
to increase flexibility by increasing the proportion of irregular workers in
their workforce. This fact can be deduced by examining the increase in
temporary or daily employment from the mid 1990s (Kim, Yousun, 2002).
The New Management Strategy proved to be effective in some
enterprises and did subdue militant labor actions to an extent. But such
responses were brought on not only by sophisticated labor
management strategy or changes in government labor policies,4 but
also by the reconsideration and criticism on militant unionism within
the labor movement. Unreasonable demands for wage increases that
exceeded management’s ability to pay, heavy dependence on military
actions, and the repetitive cycles of arrests and reinstatement demands
worked against the long term interests of the workers at times.
Moreover, there were cases where militant struggles endangered the
sustainability of both the union and the business.5 The mid-1990s saw a
significant decrease in the number of, and participants in, labor
disputes. We believe that this is, to a certain extent, evidence of the
4

Koo, Hagen (2002 : 301~302) states that the increased power of the workers
obtained in the process of democratization and their labor movement made the
government resort to a more indirect, legal approach rather than the direct, physical
intervention. He emphasizes that, as the oppressive presence of the state receded
into the background, management came to the forefront of industrial relations.
Borrowing Michael Burawoy’s terms, he describes this change in Korea’s industrial
order as a shift from the ‘autocratic factory order’ to a ‘hegemony order’.
5 The traditional powerhouse products of Korea’s export trade (such as the shoes,
textiles, clothing, and toy manufacturing industries) rapidly lost their price
competitiveness. As a result, many businesses had to close down and move overseas.
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gradual recession of militant unionism at individual workplaces and the
establishment of a new order and bargaining culture among labor,
management, and the government.
2.2.4 Conflicts and cooperation regarding labor law revisions and
the recognition of the KCTU as an umbrella union

However, various political, social, and economic factors that
threatened the hard-earned stability of industrial relations continued to
surface on a nationwide scale. Up until the mid-1990s, in particular,
industrial relations were continuously tested despite the fact that both
unionization rates and labor disputes were decreasing considerably.
The reasons were twofold, both structural. First, the independent
union movement that continued to flourish in the early 1990s despite
aggressive containment by the government gave birth to the KCTU in
November 1995. And there was a question as to whether these unions
that came to the forefront of the labor movement since the 1987 Great
Worker Struggle should remain extra-legal unions. This issue was
linked with fundamental labor rights-related provisions of the labor law,
which were vetoed by President Roh Tae-Woo in 1989. In other words,
unless the so-called ‘3 prohibitions’ restricting political activities of
trade unions, third party intervention, and multiple unionism were
lifted, it was quite inevitable that the independent labor movement
would continue to challenge the stability of industrial relations. The
second reason was more of an economic issue. From the standpoint of
management, the high rates of wage increase that became fixated since
the 1980s and the labor-management conflicts revolving around the
New Management Strategy were critical threats that required
immediate countermeasures in order to enhance labor market
flexibility and to protect Korea’s national competitiveness. Therefore,
management began raising its voice demanding the so-called “3
arrangements”, namely collective dismissals, flexible working hours,

Labor Movement (Bae, Kiu-Sik · Cho, Seong-Jae)

133

and use of dispatched workers.
Acknowledging the need for labor reforms, the Kim Young-Sam
government launched the ‘Presidential Commission on Industrial
Relations Reform (PCIRR)’ and started discussions on labor law
revisions. One important point that merits attention is the fact that the
KCTU was recognized as a partner in forming the PCIRR and was
invited to the discussion table. This gesture was both a social
recognition of the status of the independent union movement as well
as a tacit request for the KCTU to act as a responsible member of
society. Overall, labor, management and members representing the
public interests were able to reach an agreement on most issues except
for the core provisions, but even such items and provisions were more
or less settled through a tacit exchange of conditions. However, the
conflicts and complicated entanglement of relationships and
competition among the KCTU, FKTU, Korea Employers Federation,
Federation of Korean Industries, the government, and the
conservatives and reformists in the political arena ended up with a
deadlock. The conservative factions of the government and the ruling
party railroaded a bill through the assembly by surprise in the dawn on
December 25th 1996. This incident, denying the legitimacy of the
KCTU (disapproval of multiple unionism) and approving collective
dismissal arrangements, caused the hitherto discussion of the PCIRR
to come to nothing .
Labor immediately responded to the rushing railroading of the bills
by going on a general strike, inflicting massive damages on the ruling
conservative party and the government. The strike was supported not
only by the KCTU but also the FKTU and the unorganized workers
from all corners of the economy and was the largest since the 1987
Great Worker Struggle. It was a burst of outrage against a seemingly
unjust attempt to undermine the hard-earned accomplishment by the
labor movement over the past ten years. The introduction of the
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collective dismissal arrangement was the key element that provoked
the high level of participation in the strike. The strike was also a
demonstration of support and acknowledgement for the value of trade
unions as an entity that can stand up against such a policy. More
importantly, the strike was a punishment of sorts of the conservative
forces seeking to go back to the old order. Through another revision of
labor laws in March 1997, the KCTU was legalized and the collective
dismissal arrangement was suspended for two years.
In short, the general strike revolving around labor law amendment
helped the independent union movement be recognized as a legitimate
entity within the Korean society. And though the result was not what
the FKTU had wanted, this organization also found itself involved in
the current trends of time by taking part in the general strike. Choi,
Young-Ki et al.(2001:11) describes the labor movement following 1987
with the following words:
“When you look at the developments in industrial relations since
1987 from labor’s perspective, the labor movement (since 1987) was
very successful as labor demands were mostly met and the movement
also contributed to the political and economic advance of the nation. It
was because workers were resisting workplace autocracy, low wages
and long working hours, and the denial of basic labor rights forced
upon them by the ‘old development model’ since 1963. They were
demanding a new growth model that would guarantee fair distribution,
modern workplace order, and democratic industrial relations. Most of
these demands were realized, and the old development model was
dissolved as a result. Such changes seem to be the outcomes naturally
derived from the self-development process of labor movements
following 1987 without the purposeful intention of the labor leaders or
the workers themselves.”
The challenge at this point was how the labor movement would use
its newly earned social status to adapt to the era of global competition.
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The labor movement seeking to realize the principles of worker
solidarity through a strategy of high degree of participation with the
legacies of militant unionism and fragmented organizations of
enterprise unions faces no easy task. But such a trial and challenge was
already in motion.
2.3 Coexistence Period of Compromise with and Resistance
against Globalization and Restructuring (1998~Present)
2.3.1 The development of macro-industrial relations and labor
movement

The developmental authoritarianism was partially eroded by the
labor movement during the ten year period, but its own demise was
also precipitated by the growing contradiction of the chaebol system.
Korea was pushed to the brink of bankruptcy when the
over-investments of the chaebols and the failures to control foreign
currency and the financial sector erupted in the form of the Hanbo and
the Kia incidents. Faced with an unprecedented crisis of national
insolvency, the newly inaugurated Kim Dae-Jung administration
strived to overcome the situation by turning to the International
Monetary Funds (IMF) for a bailout fund. While disciplining the
chaebols with market principles, the government set up the Tripartite
Commission to discuss and seek social agreement among the parties on
labor reforms required for corporate restructuring. The KCTU and
FKTU, recognized as full-fledged social entities by this time, also took
part in the social dialogue process.
Through painful discussion and three-way negotiations, the
Tripartite Commission succeeded in reaching the 2 ·6 Great
Compromise among parties. In return for the collective dismissal
arrangement coming to immediate effect that had been put on a
two-year suspension, the prohibition on political activities of trade
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unions was to be lifted and teachers’ unions as well as the Public
Servants Workplace Association were to be recognized. It was also
agreed that unemployed workers be allowed into extra-enterprise
unions, and overall basic labor rights were to be enhanced. Moreover,
the 90 or so provisions in the agreement included measures to establish
various social safety nets to deal with the massive unemployment crisis
that would inevitably follow the restructuring efforts. Also included
were various tasks requiring the attention of labor, management, and
the government in order to overcome the financial crisis, such as chaebol
reform plans and measures to improve international trade balance and
to stabilize consumer price levels. The agreement was the outcome of
strategic decisions of social actors to deal with the crisis despite the fact
that the structural condition of corporatism was still deficient (Lim,
Sang-Hoon et al., 2003). It was also a historic agreement that
demonstrated national solidarity in the face of internal and external
threats. The participation of labor in the agreement, in particular, was a
meaningful and responsible gesture based on its achievements of the
past ten years.
But such historical significance was severely damaged when the
KCTU Conference, held on February 2, denounced its leaders for
accepting the collective dismissal arrangement. The spread of market
principles had already been threatening, in particular, irregular workers
and the small and medium enterprise workers since the mid-1990s.
Therefore the labor union’s refusal to discuss a national policy geared
to the recognition of such economic realities and correcting them was
criticized as the collective egocentricity of a organized labor that
heavily relied on combative actions as the only means to resolve its
demands. Since then, the KCTU continued to join and leave the
Tripartite Commission as it tried to gain the upper hand in the
negotiation processes. However, the KCTU stopped participating in
the Commission altogether in 1999 and has been demanding direct
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labor-government negotiations.
But the KCTU did have some reason for refusing to come aboard
the Tripartite Commission. Though the developmental
authoritarianism had considerably weakened following the 1996-97
general strike, the conservative ruling party was still trying to
reorganize the labor regime in the name of market principles and the
IMF. Moreover, some high-ranking government officials remained
attached to bureaucratic elitism while avoiding social agreement
organizations such as the Tripartite Commission and were effectively
invalidating dialogues and consultation with labor. For example,
restructuring plans for the financial and public sectors were announced
unilaterally by high officials in the Ministry of Finance and Economy in
the middle of a tripartite discussion. The implementation of a number
of key provisions in the 2·6 Social Agreement such as political fund
reforms and permitting unemployed workers to join extra-enterprise
unions were either abruptly suspended or postponed. Thus, the KCTU,
and sometimes even the FKTU, responded with protests. The
government and management tried to appease labor with promises to
fulfill their end of the bargain, but the gap of distrust became even
wider when those promises were not honored.
The Tripartite Commission continued to be on unsteady footing
until it earned a firm legal status through the Tripartite Commission
Act in 1999. Nonetheless, the KCTU refused to return, leaving only
the FKTU to represent labor interests until this day. The two different
paths taken by the FKTU and KCTU inflicted significant damages on
the labor movement. The FKTU more or less succeeded in delivering
practical benefits to its member unions by staying on the Commission,
but the compromising attitude of its leaders could not avoid becoming
the target of criticism. Meanwhile, the KCTU went back to the old
pattern of anti-government disputes and militant actions and had to
watch more than 800 of its members become arrested and put behind
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bars during the Kim Dae-Jung administration alone. The militant
course taken by the KCTU was littered with conflicts and self-sacrifices
but the fruit of the struggles was actually enjoyed by the members of
the FKTU which capitalized on its participation in the Tripartite
Commission. However, the compromising course taken by the FKTU
resulted in the loss of its member unions and the expansion of KCTU’s
power. Apprehensive of further loss of power, the FKTU ended up
being hesitant about making even very reasonable compromises in the
Commission. Due to such conflicts and lack of coordination between
the two confederations, the labor movement had to suffer a
devastating loss of worker solidarity.
As the two trade-union confederations engaged in such mutually
damaging competition, the FKTU, unlike in the past, sometimes staged
public strikes to make its points. It was because the leaders had to
consider the demands of the confederation’s members for public
action as employment adjustment had become a key issue in the
aftermath of the economic crisis. But the main course of action taken
by the FKTU was to secure practical gains by staying on the
Commission. On the political front, the FKTU also strived for political
power by forming the Social Democratic Party. But in doing so, it
ended up competing with the KCTU on all fronts as the KCTU has
had a close relationship with the Democratic Labor Party.
2.3.2 Developments in micro industrial relations and labor
movements

As was the case in macro industrial relations, micro industrial
relations were also strained by all-out confrontations and conflicts
involving corporate restructuring. In the midst of such confusion and
conflicts, trade unions were forced to compromise with market
principles. In particular, chaebols, public corporations, and financial
companies were marked as the principal culprit of the financial crisis
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and the hotbed of inefficiency and were targeted for drastic
restructuring. These organizations not only had to make considerable
concessions in terms of wages but were forced to accept honorary
(early) retirement schemes and even compulsory collective dismissals.
The massive redundancies at Hyundai Motors in 1998 and at Daewoo
Motors in 2001 brought about considerable conflicts and protests as
they were, respectively, the first mass dismissals and the largest ones up
to that point in time. The financial sector including the banking
industry was no exception as tens of thousands of workers were forced
to leave their jobs through the honorary (early) retirement program or
the recommended resignation program. And public sector
restructuring also disrupted the labor market to a considerable degree.
In the wake of continuing restructuring efforts, unemployment figures
rose nearly to the 8% level in the first quarter of 1999, with nearly two
million workers out of jobs. The surprisingly rapid economic recovery
that followed effectively lowered unemployment numbers. But the
labor movement was faced with the task of developing new measures
to promote employment security and deal with mass unemployment,
which meant new philosophies and new strategies that can be
differentiated from the militant unionism under the ‘1987 labor
regime’.6
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Fundamental changes in the environment surrounding the labor
movement did not express themselves only in the generalization and
regularization of employment adjustment. Massive temporary
employment has been produced structurally. The expansion of service
and knowledge-labor, fundamentally different from the traditional type
of labor in heavy, chemical manufacturing industries, and the increase
in the number of female workers also called for corresponding changes,
as the conventional form of labor movement was not regarded to be
suitable to cater to their needs. Another significant change was the
emergence of the public sector as a key player in the labor movement.
This came in the face of public sector restructuring while the labor
movement in the private sector ebbing, with the exception of the
automobile industry)., was ebbing.7 In the face of such changes, labor
7

The public sector labor movement started in earnest in the mid-1990s. This trend is
evident in the statistics. Between 1998 and 1999, the number of strikes staged by
unions in the public-sector federation of KCTU accounted for 5% (7~10 cases) of
its industrial conflicts, but the share rose to 16.4% (41 cases) in 2000. The joint strike
of the three major public sector unions (rail, gas, and power unions) in 2002, and the
38-days long strike staged by the power union are also telling examples of such trend.
Despite the restructuring that proceeded since the Asian financial crisis, the
membership of public sector unions rose from 201,629 (FKTU: 177,798, KCTU:
24,831) in December 1996 to 351,220 (FKTU: 171,047, KCTU: 180,173) by
December 2000 and 500,000 (FKTU: 200,000, KCTU: 215,000, Korean Hydraulic
& Nuclear Power Union: 5000, and two ‘extra-legal’ civil servants unions: 80,000) by
May 2002, exceeding the 465,000 level of the manufacturing industry at the end of
2001. Public enterprises and the rest of the public sector have experienced tighter
budgetary control and pressure for higher profitability as the market changed from a
supplier-oriented structure to a demand-oriented one more exposed to competition.
Thus, the cooperative and collusive industrial relations, enjoyed by the sector on the
basis of employment security, ample promotion opportunities, and relatively
generous welfare benefits under the monopoly environment, underwent a significant
change to a conflict-ridden relationship in the midst of the crisis-driven
restructuring process. This transformation has given rise to the surfacing of the
public sector labor movement within the sector. Since then, public sector unions
(Korea Telecom, metropolitan subway, power generation, railway, gas, scientist &
technicians etc.) have exerted significant influence over industrial relations
throughout the nation as they staged massive protests against management and
government for securing employment security and resisting the privatization of the
public enterprises. The public sector is expected to continue playing a leading role in
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has been responding by setting up industrial unions for hospitals, metal
industries, and the financial sector while stepping up activities by
industrial federations of unions. Despite such efforts, the Korean labor
movement is yet to overcome the limitations of enterprise unionism,
and labor’s resistance against globalization and restructuring clearly
demonstrates the failure of the fragmented movement.
In short, the two umbrella unions were caught up in the competition
regarding their involvement in the Tripartite Commission, but have not
yet been able to develop a new, unified mode of action in the face of
globalization and the expansion of market principles. As a result,
KCTU unions are still resorting to military actions against the
government or management as can be seen in enterprise union protests
such as the anti-redundancy strike of Hyundai Motors (1998), the strike
against overseas sales of Daewoo Motors and collective dismissal of its
workers (2001), and power union strikes (2002). Meanwhile, the
FKTU-affiliated unions are oscillating between public protests and
policy compromises for material gains as can be seen in the
restructuring process of the financial and postal sectors. However, the
organized labor movement has not been able to develop effective
tactics in terms of protecting temporary workers and reducing work
hours, and seems to have reached its limits in developing a long term
strategy that can keep pace with the changes in industrial structures and
workforce composition.
2.4 Conclusion
The labor movement in Korea was conceived within the economic
context of rapid industrialization between 1960~80 and went through
a rapid growth within the political climate of democratization following
the labor movement for the coming 5~10 years with regards to privatization of
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1987. During the rapid economic growth between 1960 and the
mid-1980s, the labor movement was held in check by the government
or the employer. Workers were subjected to unitary industrial relations
in which they were regarded as being subject to management and their
existence and rights were severely limited.8 However, labor movements
after 1987 relied on a very useful means of strikes to realize
improvements in wages and working conditions that had been held
down during the rapid industrialization period. The same tool was used
to bring about the ‘1987 industrial relations regime’ that resisted the
authoritative control over labor by employers in the workplaces. But
the ‘1987 industrial relations regime’ continued to demand high wage
increases and dramatic improvements in working conditions which
would befit a fast growing economy even in the 1990s. Labor criticized
government intervention in industrial relations on the one hand while
also demanding that the state take on the ultimate responsibility of
managing industrial relations. When the development-era economy
encountered the financial crisis at the end of 1997 and moved into a
new era of market economy, the ‘1987 industrial relations regime’ built
on the foundation of the development-era economy also faced
significant changes.
As the Korean economy transformed itself into a market economy
in the 1990s from a state-run economy, and as more autonomous

8

public enterprises, restructuring, and legalization of civil-servant unions.
Unitarism was originally adopted by Alan Fox (1976) as a frame of reference for
industrial relations. According to this concept, the state or employer does not
recognize that differences can exist between labor and management, and thus does
not recognize trade unions. It asserts that only an employer-led relationship can exist
in enterprises or organizations, and that their interests do not differ from that of the
labor. In contrast, pluralism acknowledges that, in a capitalist society, differences can
exist between labor and management as it does among different social strata. Thus, it
is only natural that workers organize trade unions to protect their rights and pursue
their interests. Such a pluralistic perspective is more interested in how such
differences can be formulated into suitable institutional regulations rather than in the
difference itself.
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industrial relations became institutionalized in line with progress in
political democracy, there was less room for the government to
intervene. Though there were times when the state became involved in
illegal strikes by deploying the police force, industrial relations were
more or less managed by labor and management, market principles, or
a consultation body called the Tripartite Commission. For example, as
corporate restructuring is now initiated and led by enterprises
themselves in order to improve competitiveness for survival, there is
not much room for government intervention.
Nevertheless, the labor movement is considerably estranged from
the macro environment because it approached industrial relations on
the premise of government-led economic growth and state-regulated
industrial relations still going on as was the case in the past. The labor
movement has continued to regard some government intervention in
industrial relations (deployment of the government force) as the
equivalent of government-controlled labor relations. Such discrepancies
between the macro-environment and the labor movement can lead to
serious industrial conflicts in the short term and may result in the loss
of public support for the labor movement in the mid to long term as
there is evidence that the movement is lacking in its sense of reality and
adaptation.
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Figure 4-1 The Relationship between Politics, Economy, and the Industrial
Relations System
State-run Economy
Open Market Economy
• Protected market, monopolistic
market, limited competition
• State-led rapid industrialization
• Labor control by the state
• Production of medium- low priced
goods based on cheap labor

IR in the
Authoritarian Era

• State control over unions
and wages
• Labor-submissive IR
• Paternalistic authoritarianism
• Barrack-like workplace
control
• Unfair, inhumane treatments
• Low wages, long working
hours

IMF
Financial Crisis

• market opening policy, removal of
trade barriers
• Free competition in the market
• Market regulation – restructuring
• Low-growth period, high-quality
& value added production

1987 IR regime

• Formation of independent
trade unions
• Improvement in wage & working
conditions via CB
• Democratization of workplaces
& strong influences of unions
• Distributive bargaining practices
• Antagonistic IRs plagued by
mutual mistrust and distance
• Revisions of labor laws

New IR

• Restructuring via social
dialogue - Tripartite Com’sion
• Mutual trust between labor &
mgt, fair observance of rules
• Labor-mgt partnership
• Flexible and productive
workplaces
• production of High-quality
goods/services
• Integrating bargaining

Note: IR - Industrial Relations, CB - Collective bargaining

3. The Structural Characteristics of the Korean Labor
Movement
In the above section we were able to confirm that the labor
movement in Korea has succeeded in being recognized as an important
social entity since 1987 but its weaknesses were also increasing behind
this success. And these weaknesses seem to be aggravating the risk
faced by the labor movement especially since the financial crisis. In this
section, we will discuss the structural characteristics of the Korean
labor movement with a special reference to its problematic issues. We
are not trying to downplay the strengths of the movement in doing so.
Rather it is because we feel that such an approach would prove more
effective for a future-oriented discussion.
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3.1 Organizational Structures and Industrial Organizations
of the Two Umbrella Unions and Enterprise-level Unions
3.1.1 The dual labor movement and the competition between the
two umbrella unions

Pluralism is an important premise not just for democracy in
recognizing the existence and legitimacy of different groups and power
with varying political interests, but also for industrial relations where
interests may vary between labor and management, or within
management or the working class. Thus, the existence of multiple
unions to represent diverse interests of different workers’ groups is
quite natural. But the two trade-union confederations in Korea, the
FKTU and the KCTU, actually represent the same labor class and yet
show very different inclinations. In this case, the word ‘pluralism’ does
not seem to be an appropriate description. Rather, it would be more
accurate to say that the labor movement in Korea is structurally and
politically dichotomized.
The labor movement led by KCTU, though there might be a
difference of degree, aims to take part in the important
decision-making process of the enterprise in areas such as human
resource management, production, and organization by using the
unions’ strong power over workplaces. Thus, the demands posed by
the KCTU tend to be clash directly with the employer’s management
prerogatives. On the other hand, the FKTU had been domesticated
into the role of the management’s junior partner during the
authoritative and unitary industrial relations in the years prior to 1987
and tends to be very compromising and cooperative to management.
Though the FKTU has been raising its voice since 1987 to place labor
on equal footing with management, its relationships with employers are
still relatively cooperative and collusive, restrained by its weak power
over the workplace and its long-standing compromising practices.
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Since the labor movement in Korea has been dichotomized, so have
been industrial relations, which tend to differ rather significantly from
one workplace to another according to their affiliating centers.
Table 4-1 Organizational Status of FKTU and KCTU by Year

(Unit: Unions, Persons)
FKTU
Industrial
No. of
Membership
FederaUnions
tions
95.12
96.12
97.12
98.12
99.12
00.12
01.12

20
20
22
24
27
28
28

5,874 1,208,052
5,616 1,159,906
3,216 1,015,766
4,185
886,696
4,501
888,503
3,754
872,113
3,940
877,827

KCTU
Members
Members
Members
Industrial
hip per
No. of
hip per Membership
hip per
Membership
FederaFederatio
Unions
Federatio per Union
Union
tions
n
n
60,403
206
6 862 418,154
485
57,995
207
6 828 479,218
579
46,171
316
20 1,147 525,325 26,266 458
36,946
212
17 1,283 535,203 31,483 417
32,908
197
16 1,256 564,774 35,298 450
31,147
232
15 1,362 614,951 40,997 452
31,351
223
14 1,513 643,506 45,965 425

Source: Kim, Yousun (2003).
Notes: 1) Statistics on the FKTU and the KCTU after 1999 are from the Ministry of Labor surveys.
2) Data on the KCTU during 1995~98 are from internal surveys conducted on November
1995, November 1996, May 1997, and April 1998.

The FKTU and KCTU have differed significantly in terms of history,
ideology,9 organization, and the direction of struggles. Unless the two
national centers are consolidated into one, it is quite natural that each
one of them will try to expand and maintain their organizations on its
own. As was discussed in Section 2, the political and organizational

9

At the national representatives’ conference held in February 1995, the FKTU gave
up its ‘anti-communism’ doctrine that it adhered to since the 1960s and replaced it
with ‘labor unionism for the realization of a democratic welfare society’. Meanwhile,
Lee, Wonbo (1997) states that the ‘social-reform labor unionism’ is a better
description of KCTU’s labor movement than revolutionary unionism. At its
launching, the KCTU had announced its objective as ‘a struggle for the construction
of a unified democratic society in which the human rights, dignity, and equality are
respected’ by ‘improving the political, economic, and social status of the working
class and people’s quality of life of the citizens under the principal of independence,
democracy, and unified solidarity’.
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chasm between the two centers is founded on their own historical and
Table 4-2 The Labor Movement and Organizational Differences between
FKTU and KCTU
FKTU

KCTU

Used to compromise and
respecting the
Approaches to collusion,
management prerogatives,
Industrial
cooperative and compromising
Relations
industrial relations based on
collective bargaining

Compromising/uncompromising,
challenging management
prerogatives, emphasizing
resolution through
strikes/negotiation,
labor-management relations in
conflict

Power in the
Workplaces

Strong union power over workplaces
at large firms

Weak unions, stronger
management

Strike
power at the workplaces,
Proneness and Weak
Union Strength rate strikes

Strong union power and militancy in
workplaces, frequent strikes (about
80~90% of all strikes staged)

Attitudes
Towards the
Tripartite
Commission

No participation in the Tripartite
Commission, but insistence on
direct negotiation with the
government

Political compromise and
institutional improvements
through participation

Political alliance with ruling or
Political Stance opposition parties, launched its
own political party
Intra-organizati
onal
Democracy

Bureaucratic and undemocratic
elements still exists, and union
leaders exercise bureaucratic
leadership

Supports the Democratic Labor
Party (but not backed by the
majority of the members)
Democratic union governance,
frequent changes in union
leadership and weak leadership over
unions

Founding date
Mostly before 1987
of Affiliated
Unions

Mostly after 1987

Size of
Enterprises

Large enterprises are the
mainstream

Mostly small and medium sized
enterprises

social backgrounds and thus will not be easy to overcome. The
differences between the two confederations and their member unions
tended to narrow somewhat in the late 1990s, but the still acutely
different tune they sing to seems to permit only transient alliances and
will probably lock them in mutual competition.
The two national centers’ competition for more membership has
various effects on labor-management relationships as well as
labor-government relationships. As was seen in the joint strike of three
public corporations in February 2002, the two confederations
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competitively supported the railway union and the gas corporation
union. They are also doing the same in helping the organization of new
unions such as the Korea Teachers’ & Educational Workers’ Union,
Korea Union of Teaching and Educational Workers (KUTE), and the
civil servants’ union so as to increase their membership. Such a
competition has the potential to worsen industrial relations further or
even turn them into political issues, not to mention spark conflicts
within labor. Moreover, employers tend to favor the compromising
FKTU over the aggressive KCTU and sometimes encourage their
unions to join the former, providing another reason for industrial
relations to take a turn for the worse.
3.1.2 Labor movement based on enterprise bargaining system
and enterprise unions

Enterprise unions have been regarded as an arrangement suitable for
building an employer-led cooperative industrial relations system as it
enables employers to integrate workers into the enterprise relatively
easily. But in contrast to this belief, Korean enterprise unions worked
differently, unlike Japanese ones. Employers have continued to exclude
worker participation in management decisions both before and after
1987. Large corporations succeeded in the internal integration of
clerical and administrative workers by utilizing the internal labor
market, but failed to do the same with manual workers in the
manufacturing floors. The opportunistic behaviors of both labor and
management as well as the lack of mutual trust were the reason why
management could not make its union a true management partner.
Thus, enterprise unions of large firms, in particular have used their
strong bargaining power based on workplace dominance for
distributive purposes such as securing higher wages and better working
conditions. In chaebol conglomerates, a sort of deal or collusion took
place between the two opposing parties; chaebol owners were willing to
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allow its unions to pursue economic benefits such as wage hikes and
better working conditions so long as labor accepted the owner’s
monopolistic decision making and ownership of the company.
In theory, the enterprise bargaining system is supposed to be flexible
enough to adapt to the different conditions and market situation that
each enterprise faces. However, the Korean version of enterprise
bargaining was very rigid in its mode of operation, as there is
established ‘pattern bargaining’ in the industry or sector led by
industrial federations of unions or the most representative firm in the
sector. The enterprise bargaining system with such pattern bargaining
has a tendency of leapfrogging in wages, labor conditions, and welfare
benefits. Unions coordinate the level of wage increases and the period
of bargaining with the FKTU or the KCTU prior to engaging in
bargaining. But since employers lack such a coordinating mechanism,
they tend to be put under disadvantages when dealing with the
coordinated demands of unions. In this pattern bargaining mechanism,
pattern-setting unions would make strong demands to management in
accordance with their collective bargaining strategies and use their
strong workplace power or strike as the tool to force management to
meet their demands. Once this is done, the rest of the affiliated unions
can make demands of a level similar to, or slightly higher than, that of
the pattern-setters and realize their goals relatively easily.
Though such enterprise bargaining has leapfrogging or equalizing
effects on wages, similar to industrial bargaining, it is quite different
from the latter in the sense that the enterprise bargaining system in
Korea is incapable of neutralizing workplaces and externalizing
conflicts between management and labor. Moreover, it lacks the
flexibility and the capacity of integrating workers that enterprise
bargaining usually has. In short, the Korean enterprise bargaining
system, which could be characterized by a decentralized bargaining
structure, pattern bargaining in the industry or sector in which
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enterprise unions’ strong bargaining power proves effective, lack of
coordination among employers, high level of conflicts between labor
and management during bargaining, and frequent strikes, rather
combines the respective shortcomings from both enterprise bargaining
and industrial bargaining,. The direct and indirect costs of this
bargaining system are indeed exorbitant. Labor should spare a moment
to review whether such a costly and wasteful enterprise bargaining
structure would be sustainable over the mid- to long-term.
3.1.3 Organizational fragmentation under enterprise union system

As of the end of 2001, there were 417 relatively large unions with
500 or more members. These unions accounted for only 6.8% of the
total number of unions but 73.5% of the total membership with
1,153,660 persons. The unions with 500 or more members post an
average membership of 2,766. In contrast, the number of small-scale
unions with 50 or less members amounts to 2,923 and account for
47.5% of all unions in number but only 3.2% in terms of membership.
The FKTU comprises 3,940 unions and 877,827 members, with an
average of 222.8 members per union. The KCTU is composed of 1,513
unions and 643,506 members, averaging 425.3 members per union.
Table 4-3 is a good representation of the scale and organizational
fragmentation of trade unions in Korea.
Such organizational fragmentation and the small scale of unions are
largely attributable to the enterprise union structure in Korea. It is only
natural that such characteristics accompany enterprise unionism in
which individual enterprise unions are institutionalized and play as
independent units of union activities. Enterprise unions are clearly
fragmented organizationally in the sense that unions’ key decisions on
bargaining, strikes, and union budgets are made at the enterprise level.
Therefore, despite the fact that enterprise unions’ activities seem to be
microscopically sound, repetitive activities in all enterprise unions
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result in macroscopic inefficiencies in the labor movement, such as
Table 4-3 Organizational Scale and Dispersion of Trade Unions

(Unit: Union, Person, %)
49 or less
workers

50~99
workers

100~499
workers

500 or more
workers

Subtotal

No. of
Unions

2,923
(47.5)

1,098
(17.9)

1,710
(27.8)

419
(6.8)

6,150
(100.0)

Members
hip

49,888
(3.2)

69,865
(4.5)

295,310
(18.8)

1,153,660
(73.5)

1,568,723
(100.0)

Source: 2001 Statistics, Ministry of Labor - http.www.molab.go.kr

considerable waste of human and financial resources, the prevention of
wide-ranging solidarity among workers, the aggravation of collective
egocentrism among different interest groups, and the lack of interest in
social issues and union organizing unionization.10
The organizational fragmentation of enterprise unionism tends to
encourage large-enterprise unions to use their organizational power
and financial capability to seek to create an enterprise-based empire
and to focus on ego-centrism rather than the common good. Unions in
large enterprises are often equipped with human and material resources
enough to carry out more or less all necessary activities without
external guidance, and are apt to make decisions and act in a
self-centered manner. As can be seen in the organizing process of the
National Metal Workers Union which is an industrial union, enterprise
unions at large firms, unlike their smaller counterparts, tend to put the
interests of their own members before the cause of the labor
10

The following example is good evidence of the fact that the organizational
dispersion of unions translates into financial dispersion. In the case of the FKTU,
the membership dues paid by its 877,827 members in 2001 totaled a mere 1.9
billion won. In contrast, Korea Teachers’ & Educational Workers’ Union, as a
singular occupational union with a membership of 88,000, posted a membership
fee of 18 billion won, and the National Metal Workers Union, an industrial union
with a membership of 38,000 workers, collected a membership fee of 4.8 billion
won.
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movement. The fact that these unions maintain, to a certain extent, a
collusive relationship with their employers is one contributing factor of
creating enterprise-based empires. As for small-scale unions, their very
existences are being threatened at times due to insufficient financial
resources, and lack of union officers to assume union affairs and of
proper division of labor within unions. Small-size unions are therefore
severely limited in terms of perspective and scope of activities, nothing
but to concentrate on immediate gains.
3.1.4 Trends in industrial federations of unions and industrial unions

Industrial federations of unions can be an answer to the
organizational fragmentation of enterprise unions. An industrial
federation of unions is capable of coordinating and unifying various
activities of its member enterprise unions. The total number of
industrial federations of unions in both FKTU and KCTU was a mere
16 in 1987 but increased to 23 in 1996 and an impressive 39 in 2001.
But as far as the FKTU is concerned, even the industrial federations of
union tend to be organizationally fragmented. Metal, chemical, textile,
and taxi unions separated from FKTU to KCTU and reorganized as
industrial federations. Unions organized in the new industry or sector
such as the media, universities, artists, and teachers also formed
industrial federations of unions. Moreover, a number of small-scale
industrial and sectoral federations of unions sprouted up to represent
the interest of small groups or broke away from existing union
federations into smaller factions due to internal conflicts. In contrast,
an active consolidation of industrial federations is developing within
the KCTU. The Korean Metal Workers Federation (KMWF:
Democratic Metal Workers Federation, Automobile Federation,
Federation of Hyundai Group Trade Unions), Korean Federation of
Journalists’ Unions (KFPU: Press Union + Publishers’ Union), Korean
Federation of Transportation, Public & Social Services Workers
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Unions (KPSU: Public Federation of Public Services + Federation of
Public Interest Unions + Democratic Railway Federation), Korean
Federation of Clerical and Financial Labor Unions (KCFLU:
Federation of Insurance Unions + Democratic Financial Federation +
Federation of Clerical Unions), Korean Federation of Construction
Trade Unions (KFCTU: Federation of Construction Union + Chunil
Federation), and Korea Federation of Chemical & Textile Workers
Unions (KCTWU: Federation of Chemical Unions + Federation of
Textile Unions) are some of the organizations born through such
consolidation efforts. However, industrial federations of unions do not
have strong leadership over enterprise unions.
The establishment of industrial unions that can make up for the
shortcomings of either enterprise union system or industrial
federations of unions has been the long-waited objective of the Korean
labor movement since 1987. The conversion of enterprise unions to
industrial unions was generally led by the KCTU unions, and the
transformation of the Korean Federation of Hospitals Unions to
Korean Health and Medical Union in February 1998 signaled the start
of this new wave. Prior to this, the Korean Teachers and Educational
Workers Union (Chunkyojo, KTU) was launched in 1989 as a singular
national union but was denied a legal status by the government and
sustained itself as an extra-legal union until 1999 when it finally gained
legitimacy. National Medical Insurance Union (currently the Korea
Social Insurance Union) was also consolidated as a singular national
union. Soon after, the Journalists’ union came into existence as an
industrial union and the 35,000 strong National Metal Workers Union
was launched in February 2001. Furthermore, numerous occupational
unions, which can be described as small-scale sectoral unions, were
formed under the KCTU. They include the Scientists and Technicians
Union, Researchers and Professionals Union, University Union, Korea
Taxi Workers’ Union, National Union of Agricultural Associations,
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National Union of Stockbreeders’ Association, National
Transportation and Port Union, Driving School Union, Sailors’ Union,
Life Insurance Workers Union, Non-Life Insurance Workers Union,
and the Securities Industry Union. All in all, the membership of
industrial unions accounts for 41.1% (247,458) of 602,339 KCTU
members as of June 2002. In the case of FKTU, apart from the railway
union, the postal union and the power union all of which were
originally industrial unions, the finance union have converted into an
industrial union, and the Korea Taxi Transport Workers Union is now
a partial industrial union. Together with the Korea Union of Teaching
and Educational Workers (KUTE) membership, 234,500 of the FKTU
members are industrial unionists.
But the details of the reorganization process into industrial unions or
occupational unions vary greatly as does the speed of the
reorganization. For example, there are industrial unions such as the
National Metal Workers’ Union, Korea Teachers’ & Educational
Workers’ Union, and the Scientists and Technicians Union that have
centralized decision-making processes on matters involving union
finance, personnel management, collective bargaining, and strikes. The
degree of centralization is relatively weaker in the case of the taxi union
and the finance union. The reorganization of enterprise unions into
industrial, sectoral or occupational unions is likely to continue well into
the future. Such changes have been part of the adaptation strategies
adopted by unions to achieve the economy of scale through union
mergers and consolidation in order to keep pace with the ever changing
external environment. Increasing competition, technological changes,
enhanced flexibility in the labor market and other environmental
changes all of which follow globalization are also driving the evolution
of labor movement (such as declining union density, lessening
influence of unions, and diversification of the working class.)
The organizational conversion away from enterprise unions to

Labor Movement (Bae, Kiu-Sik · Cho, Seong-Jae)

155

industrial, sectoral, occupational unions is also a shift from the existing
decentralized structure towards a centralized one. The effect of such
change on the internal politics of trade unions, the response of the
management, and industrial relations remains to be seen.
3.2 Representation Gap and Conflicts within the Labor
Movement
3.2.1 Low union density

The union density which stood at 15.7% at the end of June 1987
rose rapidly with the surge of the labor movement to 18.5% at the end
of 1987 but started to decline after reaching its peak of 19.8% at the
end of 1989. The union density fell steadily to 16.4% in 1992, 13.8% in
1995, 12.6% in 1998, and 12.0% in 2001.11 This shows that regardless
of its claims, the Korean labor movement only represents the interest
of a small portion (only about 12% of the total working class, and these
12% are mostly workers of the medium and large companies) of the
working class. In other words, the greater portion of workers at small
and medium-sized enterprises, unorganized workers in the service
industry, and temporary workers who account for over 50% of the
entire working class are not represented by unions. As such, there is a
serious representation gap between the representation claimed by the
labor and the reality. One significant reason would be the structural
characteristics (enterprise union system) of trade unions. As long as
trade unions are organized at the enterprise level, it will be difficult for
these unions and their members to relate to the difficulties faced by
11

The union membership was 1,050,000 in June, 1987, 1,267,500 in Dec.1987,
1,932,400 in Dec. 1989, 1,734,600 in 1992, 1,614,800 in 1995, 1,402,000 in 1998,
and 1,568,700 in 2001. The increase in membership between 1998 and 2001 was
due to the increases in membership in National Teachers’ and Educational Staff
Union and Korean Teachers’ Union.
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unorganized workers. Consequently, they sometimes tend to be
indifferent to the issue of organizing these workers or even tend to
ignore the matter of unorganized workers altogether. Since important
decisions are made and the financial and human resources mostly lie at
the enterprise level, even industrial federations of unions lack both the
resources and the will for unionizing the unorganized workers. Unions
at medium and large scale enterprises use their strong power at the
workplace to their advantage to increase their bargaining positions and
succeed in winning their share of the profits. The profits are generated
by the economy of scale of large firms and their favorable position in
the market. But on the other end of the scale are temporary workers
and employees of those disadvantaged enterprises in the market such
as subcontractors or subsidiaries of the lucrative conglomerates. Since
these workers tend to be non-union members, they often have no
other choice but to accept the wages and working conditions decided
by employers. Consequently, the gap in wage levels, labor conditions,
and welfare benefits between the unionized workers of larger
companies and the non-unionized workers of small firms or temporary
workers widens, effectively drawing a line within the labor market.
Moreover, enterprise bargaining arrangements in Korea makes the
extension of industrial collective agreements to unorganized workers
impossible, unlike in some Western European nations. Thus,
unorganized workers are left to survive on their own in the jungle of
free labor markets, and a big question mark is left over the need for a
mechanism of representing their interests.12
12

Union density in Korea has been declining since 1989, and is likely to fall further
unless there is a very aggressive push for unionization from unions. A structural
change that leads to less employment opportunities at large manufacturing
enterprises and more jobs in the service sector characterized by smaller enterprise
size would be one reason. Another reason would be the stagnation or decline in
male economic participation in the face of continuous rise in female participation
in the job market.. As the increasing number of female workers are temporary and
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3.2.2 Political and organizational fragmentation

The labor movement in Korea has so far failed to develop into one
consolidated political power as it suffered from the competing
leadership of the KCTU and FKTU and is also politically and
regionally fragmented. It will be extremely difficult to overcome the
political fragmentation of the labor movement as it is closely linked
with the regionally segmented nature of politics in the country. Despite
the fact that the upper echelon of the KCTU are members of the
Democratic Labor Party, election results show that the rank-and-file of
the KCTU are not too enthusiastic about the party. The FKTU is also
faced with a similar predicament since its members are not very
interested in its political activities such as involvement in political
coalition with a party or the launching of its own, the ‘Social
Democratic Party’. These two cases are good examples of the political
fragmentation of the working class. It has been extremely difficult for
the labor movement to develop to a significant extent either politically
or organizationally under the authoritarian regime that continued up
until recently because the regime had gotten rid of the left and
oppressed even the progressive liberals after the liberation from Japan.
This may very well be one reason for such fragmentation. The
industrialization processes in Korea saw more growth in the internal
labor market of large private enterprises and public corporations rather
than in the external labor market and it was therefore quite impossible
to achieve political consensus within the fragmented labor based on
enterprise unions. As the vision of the labor movement has been
confined within the boundary of enterprise unions, it has not left much
room for political and policy-wise activities with a longer perspective
they are less likely join unions than their male counterparts, union density tends to
fall. Moreover, most of the newer jobs tend to be temporary, and workers in such
jobs are less likely to become unionists. The younger generation of workers is
characterized by individualism and is also less likely to become involved in unions.
Thus, union density is to decrease further over time.
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within the labor movement.
Meanwhile, the labor has been undergoing an organizational
fragmentation process that had political implications. During and after
the economic crisis, the KCTU has been segmented into three groups
with different ideological and behavioral orientation, namely the
‘Workplace-oriented Faction’, ‘Central Faction’ and the ‘People’s
Faction’. The ‘Workplace-oriented Faction’ puts an emphasis on
unions’ workplace power at large scale enterprises and militancy of the
labor movement. The ‘Central Faction’ is comprised of the executives
of the national center and industrial federations. ‘People’s Faction’
stresses the need of a labor movement that has the trust and support of
people. Such differentiation surfaced with the Tripartite Agreement of
February 1998 and became more pronounced during the KCTU
election, the general strikes, launching of a contingency committee, and
the power union strike. Recently, the ‘Conversion Faction’ led by
General Secretary Bae Il-Do of the Subway Union, made itself the
fourth group. Similar organizational fragmentation is also apparent in
large-enterprise unions, and the factions compete and hold one
another in check during wage negotiations and union elections. Such
fragmentation not only undermines the strength of the union leaders
but also gives union politics a complicated twist and destabilizes
industrial relations. The different factions of KCTU have clear
variances in terms of orientation and policies regarding important
pending labor issues. However, they fail to make contributions to the
productive discussions for policy decisions but rather function in the
way of aggravating internal competition for hegemony and emotional
confrontations that in no way serves the organization in a positive
fashion.
The FKTU has been also experiencing the fragmentation of its
affiliates. The manufacturing alliances of chemical and metal unions,
some public sector unions, and the finance union formed a new wave
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within the Confederation and distinguished themselves from the
conventional FKTU line taken by the transportation unions and
service sector unions. Going with the trend and issues raised, the
manufacturing alliance, public sector unions such as the railway and
electric power unions, and the financial unions are also reinforcing
their solidarity with the KCTU unions. Even in the case of the FKTU’s
five-day work week negotiation, the manufacturing alliance
differentiated itself from the rest of the FKTU members by casting a
vote against the proposal of the committee members representing the
public interest, leaving the FKTU little room to maneuver in the
negotiation.
These internal fragmentations of the labor movement will have
various effects on the future of the movement depending on how the
state and management choose to respond. Moreover, the outcome of
the competition among the different factions and groups will affect the
future landscape of the Korean labor movement.
3.3 Behavioral Characteristics of the Labor Movement and
Industrial Relations
One very important factor that determines the fate of the labor
movement is whether or not the union has control over the workplace.
Since the controlling power over workplace is regarded as more or less
a determining factor for bargaining power, the fight for workplace
power is often brutal. Thus, enterprise unionism is likely to experience
labor-management conflict over workplace control. The employer,
rather than encouraging cooperation from the workforce through open,
inclusive management, tries to subdue its unions and prevent labor
participation in management decision through the use of various forces.
Then labor criticizes the attempt of management to gain control over
workplaces as authoritative and conflicts with management. The
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consequence is a labor dispute. The KCTU-affiliates has built its labor
movement strategies upon the premise that industrial relations are
intrinsically confrontational and used various means such as collective
bargaining to wage struggles against management and the government.
As such, the labor movement has strengthened over time as it
fought against management’s attempt to exercise control over
workplaces. Union officials and core members of large-enterprise
unions, major industrial federations of unions, and the KCTU have
weathered through numerous difficulties such as arrests and dismissals
during collective bargaining or struggles at the workplace. From their
continuous struggle against strong pressure and retaliation of the state
and management, they have managed to make themselves stronger by
enduring hardships and become quite resilient to threats. By now,
many large-enterprise unions are armed with committed activists who
can stand up fairly effectively against any kind of management control,
disciplinary punishments, or pressures. These large-enterprise unions
are sustained by the strong sense of solidarity that binds these
dedicated activists and union leaders with their supporting members.
Despite the factional fragmentation within trade unions, union leaders
and labor activists are not afraid of fighting (mostly illegal) strikes
against management and the government even when they run the risk
of being arrested for their actions. Because these leaders and activists
are willing to take on all criminal penalties and civil liabilities probably
resulting from illegal strikes, the rest of the unionists are able to
participate in these collective actions under less burden. If and when
union leaders are imprisoned on behalf of the members, their union
members help out by supporting the livelihood of their remaining
family members. The enterprise unions have a flexible structure
through which new union leaders can promptly replace to resume
union activities once union leaders left off due to arrests or dismissals
due to mostly illegal strikes from the respective company. Thus, the
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basic organizational structure of major industrial federations of unions
and the KCTU have remained more or less the same over the years
despite the frequent changes of its leaders and key activists. As the
leaders and activists of these industrial federations and the KCTU are
closely connected with the upper echelon of enterprise-level unions,
they are able to exert their influence over industrial relations of
individual enterprises.
Union leaders and executives who tolerate or turn a blind eye to the
management’s effort to gain control over workplaces are likely to be
replaced by competing factions within the unions in their next election.
Therefore, we can say that weak leadership in enterprise unions
undermines the stability of not just the labor movement but of
industrial relations. The leaders of enterprise-unions usually suffer
from lack of experiences as their terms are only 2~3 years and not quite
long enough for them to accumulate enough knowledge and
experience. Moreover, whatever is gained during their terms is not
easily passed onto the succeeding group. Because of the short term of
each union leadership, it is very difficult to implement any mid- to
long-term policies, nor do the leaders have enough time to develop
such policies in the first place. Union executives and leaders have
generally been very short-lived because they are often arrested or
dismissed in the wake of unstable labor relationships. Internal union
politics and factional competition for leadership also contribute
towards undermining the stability of union leadership. Due to
within-union politics surrounding union elections union leaders are
quite reluctant when they agree on a wage settlement or bargaining, or
have to make strategic decisions that would involve the union’s
participation in managerial policies. Mindful of their upcoming election,
union leaders tend to resort to struggles when they are faced with
difficult decisions that might displease other factions within the union.
Thus, unions are caught in a vicious cycle of internal union politics →
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unstable union leadership → deterioration of industrial relations.
It might be worthwhile to mention that trade unions are quite
incapable of developing proper policies to guide the labor movement
and therefore tend to heavily rely on demonstrations and strikes as the
passive means to resolve all issues. The KCTU, FKTU, and their
affiliated industrial federations all have the same problems. Unable to
come up with realistic policy measures, they are accustomed to
resorting to passive protests to voice their dissatisfaction. Enterprise
unionism in Korea has provided large-enterprise unions with ample
financial capabilities and full-time officers, but these resources are all
focused on addressing the almost routine daily complaints and
demands of the workforce at their enterprises. Meanwhile, the KCTU
or their affiliated industrial federations are plagued by lack of both
human resources and funds to develop the policies and guidelines.
The passive struggles of trade unions against most policies initiated
by management and the government have been encouraged by the
state’s unilateral decision-making process and management’s
authoritarian approach. The KCTU affiliates are at a risk of being
insensitive to external changes (environmental changes in terms of
market, technology, and policies) due to distrust in management,
exclusion from various managerial decisions and related information,
and the lack of opportunities to get involved in the key decisions of
enterprise management. And they are in no position to offer
productive criticism to the labor policies of the government and
management, due to the unions’ lack of capabilities of formulating
policies. Thus, the KCTU-affiliated unions show an affinity towards
abstract theories such as simple leftist logic that they think represents
the interests of the working class. On the other hand, the FKTU
affiliates tend to be submissive as to embrace the policies proposed by
the government or management without proper critical examination.
Unions that buy into simple left-wing theories tend to make unrealistic
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demands and stage protests to make their demands heard. After
suffering from labor-management conflicts and labor-government
confrontations that follow, they often end up making a compromise
for much less than what they had originally asked for. By then these
unions find themselves caught in a vicious cycle, in which their leaders
are held responsible for the defeat, or the divisions within the union
would lead to internal conflicts and in turn destabilize industrial
relations.

4. Conclusion and Future Challenges
We have examined historic achievements and limitations of the
Korean labor movement in Section 2, and its structural and behavioral
problems in Section 3. The Korean labor movement succeeded in
establishing itself as a social entity through the Great Worker Struggle
of 1987, but the problems conceived during that period have remained
embedded in the system to amplify themselves in the wake of the
economic crisis of the late 1990s. The resulting issues include low
union density, the organizational fragmentation of unions caused by
enterprise-unionism and the reproduction of a confrontational or
subordinate relationship amidst the confusion of ideas and
philosophies taken by unions. The issues also comprise the lack of
proper measures to address the increase in temporary workers and
female workers brought about by structural changes in the industries
and the economy as a whole. All these elements function as serious
threats to the social status that labor built up through the Great Worker
Struggle of 1987, the labor-law general strike of 1996-97, and
participation in the 1st and 2nd Tripartite Commission.13 There is also a
13

Regarding this point, Koo, Hagen (2002: 304) cautiously expresses his hopes and
concern for the labor movement with the following words; “The current economic
condition may channel the labor class in Korea to a narrow-minded unionism
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potential that this will translate into a far-reaching misfortune for the
entire Korean society and economy which has not had right partners in
industrial relations. Our previous discussions have revealed various
challenges that remain to be addressed by the Korean labor movement.
The following section’s keynote is that trade unions and the labor
movement must develop their own capabilities for a more active
participation in managerial decisions and policy formulation. We will
also stress the importance of stronger centralization, enhanced
solidarity of the labor movement, and higher union density, as the
means to minimize the negative effects of the market economy on the
working class.14
In retrospect, trade unions mainly focused on quantitative
distribution such as higher wages and better working conditions until
the early 1990s. Such demands for the distribution of earnings could be
acceptable on the premise that the working class has been indeed
denied their rightful share during the previous economic growth years
of 1960-80s and that such rapid economic growth is sustained.15 But

14

15

which can result in internal fragmentation and isolation in the external front.
Despite its militancy and combative nature as globally known, the Korean labor
class remains weak in terms of organization, political power, and ideology and is
quite fragile…. Nevertheless, the Korean labor class is well armed with a strong
spirit of defiance, an acute awareness of class inequality and social injustice, strong
solidarity, and an ever increasing political confidence.”
Cho, Hee-yeon (1998) emphasizes that ‘the combination of militancy and political
power is a requisite for the progress of the labor movement and stresses that it is
important for the labor movement to strengthen the organizational foundation
within the membership and also to gain support from the non-working class
outside the organization. Furthermore, Cho also sees the need for a stronger
international solidarity to fight against global neo-liberalism. No labor activist
would deny the importance of the elements Cho pointed out, but one does wonder
if all that is possible without proper leadership, philosophy, and strong policy
developing capabilities.
With regards to this point, Kim, Yousun (2003) argues that the wage-centered labor
movement of the high-growth era should be replaced by one focused on
employment stability and social reforms in a medium-growth years such as now.
This is precisely what we believe.
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the economic crisis of the late 1990s and the subsequent economic
reorganization including corporate restructuring was a new challenge
for the labor movement. This challenge reflected the predicaments
confronted by businesses and the nation as a whole as they attempted
to keep pace with environmental changes such as globalization, the
opening and restructuring of the local market, and technological
innovations. Some specific examples of the qualitative challenges
imposed upon the labor movement include corporate restructuring
linked to enhanced flexibility of the labor market, changes in the
employment system brought on by the New Personnel Management
Strategy, and the privatization of public enterprises.
So far, trade unions had been concentrating only on quantitative
distribution of wealth and were not quite prepared to face up to such
qualitative challenges. However, simple denial or refusal to take on the
challenges could not be an answer. The interests of the union members
were too complex to resist the change only with militant actions, and
many union leaders were at a loss as to exactly what they should
embrace and what they should reject. Since many of the unions were
not quite ready to address these qualitative issues and were short on
adequate strategies, those that had strong control over workplaces
chose to take the easy way out and passively resist all changes. If trade
unions are capable of understanding the rapidly changing market
environment, competition, industrial environments, and the limitations
and choices faced by companies, they at least would not make
excessive or unrealistic demands. In other words, trade unions need to
adopt a more strategic intervention in, rather than passive response to,
various changes for dealing with these qualitative challenges in order to
better cater to the needs of their members and to protect their
medium- and long-term rights. Trade unions must enhance their
capabilities to be involved in policy formulation in a more effective and
efficient manner.
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However, as enterprise unionism has effectively scattered the
human and financial resources of trade unions, it is quite difficult to
select and focus on what is necessary to develop this policy formulation
capabilities. In order to upgrade the policy-capability of trade unions,
especially at the federal or national level, the existing union structure
must go through reorganization to more ‘encompassive’ form. In other
words, a transition of current enterprise-based organization to the
sectoral, regional, or industrial structures would enable a more focused
deployment of the unions’ financial and human resources.16 In doing
so, trade unions must equip themselves with a separate policy division
or research department that will study such new qualitative issues in
depth or at least set up a network with the experts who can assist them
in their endeavors. Many major trade unions overseas operate
independent research departments of considerable scale as well as
libraries for such purposes.
The research department should be protected from union internal
politics and be allowed to continue on its policy studies regardless of
what change takes place in union leadership. By doing so, unions will
be able to effectively accumulate valuable knowledge and experience
16

The consolidation of the labor movement can be achieved either through
centralization of the labor movement or by forming an internal structure for
coordination and consensus building within the labor movement itself. In other
words, the consolidation approach can be divided into the centralization theory or
the coordinated decentralization of the labor movement. The centralization theory
has to do with unraveling the enterprise-level union system altogether and
consolidating at a greater scale by sector, region, industry, or general union and
pooling the resulting capabilities and resources at the central point of the union.
The active mergers of trade unions in other nations in the 1990s or the transition
towards the industry-level union as can be observed in Korea since 2000 would be
good examples of this centralization theory. The reorganization to an industrial
union can also vary greatly depending on whether the transition is taking place in
name only or in essence. The coordinated decentralization of the labor movement
is an approach whereby the enterprise-level union structure may remain intact
while its fragmented nature can be overcome by forming regional trade union
councils or sectoral union councils to form solidarity and coordinate their activities
among trade unions.
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with the progress of time. At present, frequent elections and union
internal politics replace not only union executives but also the policy
staff. There is no way unions can adequately develop their policy
capabilities under such circumstances. Along with this, key union
officers should be provided with an opportunity to receive further
education or earn advanced degrees in labor studies so that they can
obtain valuable knowledge for the labor movement and function as
policy specialists for unions. It is not easy to employ non-unionist
scholars as policy staff for trade unions nor are they familiar with the
intricate workings and needs of the labor movement. Thus, there is a
need for a mechanism to select some out of its pool of experienced
union officers and develop and educate their policy capabilities to carry
out the much-needed policy studies. However, fostering such
resources is difficult for the unions to pull off on their own, and might
be lacking in the long-term perspective that is crucial for its success.
Against this backdrop, it might be advisable for the government to
provide the necessary support to train some union officers into policy
experts. Establishing graduate courses specializing in labor studies,
providing scholarships for appropriate candidates, or supporting them
to study abroad might be some feasible options.
By enhancing the policy capabilities of trade unions, it will be
possible to prevent unions from being unreasonably resistant to
changes or making unrealistic demands to the state and management. It
will also encourage unions to adapt to external changes effectively and
protect the interest of its members as well as prepare unions to
intervene strategically and participate in those changes so as to increase
union density. Once this is achieved, trade unions will better
understand the strategic meaning of the tripartite framework and make
efforts to take advantage of the benefits that can be obtained from such
a body. The overly high expectations that the KCTU had for the
Tripartite Commission and the resulting disappointment were one
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reason of the KCTU’s withdrawal from the Commission. But a more
significant reason was the complex combination of tactical militarism
and strategic passiveness originating from lack of policy capacity and
strategy of the leftists within the labor movement. A trade union with
proper policy capabilities would not have given up the tripartite
framework so easily but would have given deep thought on how to use
the Commission to its advantage to reflect the demands of the working
class at a national and socioeconomic level.

Chapter 5

SOCIAL ACCORD

Yoo, Bum Sang∗

1. Introduction: ‘Social Accord Politics’ and Policy
Concertation
This study examines the background and development process of
social accord in Korea since 1987, and evaluates its meaning and
limitations in an effort to propose a strategy for achieving a sustainable
social accord in Korea. In this section, the concept of social accord is
explained in relation to the concept of policy concertation.
‘Social accord politics’ is a democratic model of politics to contain
the duplicity of politics as defined by Duverger. Duverger likened
politics to Janus, the Greek god possessing two faces, contrasting the
combatant and warring characteristics of politics with its role of
upholding order and justice. In the case of the former, politics is a
method for a selected minority to maintain privileged authority over
∗ Instructor, Inha University/ Ph.D in Political Studies at Seoul National University / Main
field of study and research: Comparative politics/ Main research papers and
publications: Korea’s Labor Politics and Public Forum (2000), Ph.D dissertation; Korean Labor
Law Amendments and Industrial Relations, co-author (2000), etc.
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the majority. In the case of the latter, politics is a method of integrating
and fulfilling all members of a community, realizing a community of
justice as defined early on by Aristotle (refer to Duverger, 1985: 11-16 ).
Thus, politics possesses a dual characteristic: one of ‘power politics’
where the benefits of the selected minority are protected by power, and
‘truth politics’ where social justice is realized. However, politics as
explained by Duverger does not consist of only one of these forms; the
two always coexist. Therefore, the ‘true’ face of politics is a collection
of attitudes, actions and institutions that attempt to realize public good
within a reality dominated by power politics.
This study asserts that ‘social accord politics’ comes closest to the
‘true’ image of politics. First of all, ‘social accord politics’ is not
detached from ‘power politics,’ which attempts to resolve social
conflict through physical strength. Social accord, which refers to the
debates, negotiations or common decisions carried out by participating
entities, can only exist in the presence of a certain balance of power.
Social accord reached under a blatant imbalance of power can be
nothing more than unilateral subordination or conformation. In fact,
‘social accord politics’ will likely add balance to the power relation. This
is because ‘social accord politics’ through public forum1 facilitates the
intervention of public opinion and media, restraining government and
capital. Next, ‘social accord politics’ transparently opens the process of
policy-making and debate, guarding against self-serving attitudes of
1

The term ‘public forum’ used here is different from the ‘public sphere’ introduced
by Habermas. Habermas’ ‘public sphere’ is a relational area of communication
where the public is free, critical and logical, and concertation is induced through
open debates (Habermas, 1989: 88). The public forum mentioned in this study is a
political area where different political entities reach social accord, and thus debate
negotiations or mutual decisions for their own agenda (benefits). Thus, while
Habermas’ public sphere is based on ‘communicative rationality by legal colleagues
that share equal rights,’ the public forum mentioned here is based on ‘calculative
rationality by strategic entities that are likely to be intertwined in different or
imbalanced power-relations.’
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social entities while imposing public good and activating public policies.
“The existence of policy concertation therefore influences the content
of public policy by ruling out types of policy decisions that are
unacceptable to employers and/or trade unions … and by producing
polices that the government would not otherwise have instituted, such
as tax cuts agreed in exchange for wage restraint. In addition, the
agreement of business and trade unions may render feasible policy
options not previously open to the government. Wage restraint, for
instance, may make expansionary fiscal policy less risky (Compston,
2002a: 2).” Finally, ‘social accord politics’ realizes the political ideals of
democracy by resolving conflicts through public debate and
consultations in public forums, participating in or observing political
processes, and establishing ‘politics of exchange.’
‘Social accord politics’ can be understood in further detail in the
context of policy concertation.2 Policy concertation can be defined as
“the codetermination of public policy by the government, employer
2

This study likens and at times equates the concepts of ‘social accord,’ ‘policy
concertation,’ ‘social concertation’ and ‘social agreement’ in that they all put a strong
emphasis on the policy-making process. The following reference supports this
position: “Social accord refers to the government’s economic and social policies
being formed and enacted through the participation of the social partners that are
affected by such decisions, i.e. labor and management, through consultations and at
times joint decision-making. The term that best explains this process would probably
be social concertation”(Choi, Young-Ki et al., 1999: 14). “If corporatism
emphasized the collective phenomena of social interest, social agreement
emphasizes policy decision process with the participation of social interests,
irrelevant of the organization of social interest (Kang, Myung-Sae, 1999: 11).” “The
participation of labor and management in the process of making public policy
decisions is defined as social concertation”(Lim, Sang-Hoon, 2003: 16). Thus, ‘social
accord’, ‘policy concertation’ and ‘social concertation’ in Korean may be simply
diversified translations of the English term of ‘concertation.’ Meanwhile, ‘social
pact’ tends to put a relatively stronger emphasis on the results of policy decisions or
documented decisions than concentration, while it also places importance on the
process of making policy decisions. While the term ‘social concertation’ does
include the concept of political activity in its meaning, the term ‘social accord
politics’ is used here to emphasize the political activities carried out by acting entities
to reach social accord.
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groups and trade unions (Compston, 2002b: 429).” Thus, policy
concertation means the political processes carried out between labor,
management and the government regarding “… the formation of
government policy in areas including fiscal policy, monetary policy,
industrial policy, trade policy, labour market policy, employment law,
social welfare and regional policy (Compston, 2002a: 5).”
The concept of policy concertation becomes clearer when it is
compared with the concepts of pluralism and social corporatism.
Pluralism adheres to the political attitude of influencing public
policy-making through the legal and authoritative methods of political
actors surrounding the government, interest groups. In pluralism, “in
some cases the influence of business and labour may be very great, but
governments still retain the last word.” Thus, the pluralistic system is
differentiated in that “while employers and trade unions may or may
not have influence in pluralist systems of policy-making, the very
existence of policy concertation means that they must have influence”
(Compston, 2002a: 1-2). Also, unlike pluralism, the government does
not have the final word on public policy-making in policy concertation.
In conclusion, unlike the pluralistic method in which labor and
management act as interest groups reflecting their own interest in the
government’s public policy-making through lobbying and other
political methods, policy concertation means the attitude, actions and
institutions through which labor and management become entities
directly participating in the process of public policy-making.
Policy concertation is also differentiated from social corporatism.
Schmitter and Lehmbruch define ‘social corporatism’ in somewhat
different manners. Schmitter defined social corporatism 3 as ‘the
3

“a system of interest representation in which the constituent elements are organised
into a limited number of singular, compulsory, non-competitive, hierarchically
ordered and functionally differentiated categories, recognised or licensed … by the
state and granted a deliberate representational monopoly within their respective
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organized system of interest,’ placing a stronger emphasis on “… a
pattern of organisation rather than a mode of policy-making as such
(Compston, 2002a: 4).” Rather than considering social corporatism as
simply a system of representing interest, Lehmbruch defines the
concept as an institutionalized pattern of the policy-making process in
which interests are coordinated with each other as well as with the
nation, through the participation of an organized social group in the
policy-making process. 4 Lehmbruch’s idea of social corporatism
fundamentally means concertation, which is characterized by regular
mutual exchange, exclusive approach, consultation preceding
congressional processes, fairness in representation, concerted
decisions, and the transfer of responsibility in the implementation of
policies (refer to Kang, Myung-Sae, 1999: 13).
The major models that represented the mainstream of social
corporatism until the early 1990s are the centralization model and the
coordination model. These models mainly follow Schmitter’s
definition of social corporatism, and tend to take on a deterministic
attitude. To summarize, in general these theories as shown above
provide a specific illustration of organizational and institutional
conditions, and asserts that the formation and maintenance of social
corporation depends on whether or not the preconditions exist
(refer to Lim, Sang-Hoon, 2003: 14-22). 5 However, although the
categories in exchange for observing certain controls on their selection of leaders
and articulation of demands and supports.” (refer to Schmitter & Lehmbruch, 1979;
as quoted in Compston, 2002a: 4).
4 “an institutionalised pattern of policy formation in which large interest groups
cooperate with each other and with public authorities not only in articulation … of
interests, but … in the ‘authoritative allocation of value’ and in the implementation
of such policies.” (refer to Schmitter & Lehmbruch, 1979; as quoted in Compston,
2002a: 4).
5 The preconditions include strong solidarity between workers organizations and
leftist political parties, highly centralized workers’ and employers’ groups, and a
strong coordination mechanism throughout the national economy (Lim, Sang-Hoon,
2003: 16). Based on this position, there are those who say that social corporatism is
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preconditions of social corporatism weakened as the globalization of
capitalism and the decentralization of regions gained momentum,
social corporatism and policy concertation have shown a tendency to
re-emerge. A comparative analysis of policy concertation systems by
Compston shows that despite the definite erosion of the social
corporatism structure, social corporatism continues to exist. Thus,
contrary to what would be expected in terms of determinism as
maintained by social corporatism, policy concertation still holds an
important position in a significant number of Western European
countries, despite the trend of liberalization in the capitalistic
economy. 6 These results do not lead to the conclusion that
liberalization has been overrated. They show instead that policy
concertation does not move in one specific direction, but displays
different forms depending on the specific factors and cycles of
individual countries. Thus, rather than discarding the concept,
countries are choosing to alter the contents of social concertation
(refer to Compston, 2002a: 14-15). This also reinstates that policy
concertation is the result of a strategic decision by an acting entity
within a specific political situation and environment.7
impossible in Korea. Thus, “it is very difficult for a social agreement system to be
maintained in Korea, which lacks institutional factors. Even if one is reached, it will
only be ‘temporary’ and ‘symbolic’ or ‘deceptive,’ forcing unilateral sacrifice from
workers ” (Lim, Sang-Hoon, 2003: 20).
6 The trend of liberalism is characterized by neo-liberalism in businesses and
government, and the weakening of trade unions. An example of government
withdrawal from policy concertation is that of the British conservative government
in 1979, and an example of the withdrawal of the highest business organization is the
withdrawal of the Swedish Employers’ Confederation (SAF) in 1990. Trade unions
have also withdrawn from negotiations at times, but there have been few recent
withdrawals by labor unions in policy concertation (refer to Compston, 2002a:
12-15).
7 For example, unlike the past, the government is faced with significant restrictions in
terms of discretion in the operating of macro-economic policies. However, by
transferring the authority to make policy decisions to the central organization of
labor and management, it is possible to increase the predictability of the economy,
based on the consensus reached by labor and management. Employer organizations
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Through the discussion above, this study asserts that ‘social accord
politics’ must be understood in the context of policy concertation
based on the strategic-relational approach. The strategic relational
perspective adopted here is based on Jessop’s strategic-relational
approach. The strategic-relational approach attempts to explain
political phenomena within power-relations and the incorporation of
different strategies related to a specific structure. According to this
view, structure does not exist on its own, but interacts with strategies
(dialectic of structure and strategy). Also, political results are not
pre-determined, but are formed through ‘contingently realized
interactive necessities (contingent necessity)’ (refer to Jessop, 1990).
The strategic-relational approach is useful in analyzing policy-making
processes, as it enables the analysis of political phenomena from a
mid-range level. The present study attempts to explain the
policy-making process focusing on the strategies and power-relations
of acting entities, institutions of social accord and political-economic
structures, and the acting entity’s political decisions and political
effects.
The subject of case study in this study is the Korea Tripartite
Commission (KTC). The KTC was formed and has been operated as a
political body exercising ‘social accord politics,’ or policy concertation.
The recent white-paper issued by the KTC prescribes and evaluates

seem to have acquired the advantage in the power relations between labor and
management with the progression of decentralization, but considering the labor
costs and increase in uncertainties regarding management that are generated by
decentralized negotiations, the value of social agreements from a macroscopic view
cannot be underrated. In the case of labor unions, while centralized negotiations
through a social concertation body often require workers to restrain themselves
from demanding income increase, they also provide an opportunity to negotiate
other issues of social interest, such as improvements in the tax system, stability of
market prices and the establishment of social security infrastructure, giving labor
strategic reasons to participate in social concertation bodies (refer to Lim,
Sang-Hoon, 2003: 19).
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itself in the following context: the KTC8 as a social accord organization
is a body for participating in policy-making by labor and management
and for coordinating conflicts among labor, management and the
government. In other words, the basic principle of the KTC is a
participatory democracy in which problems are resolved through the
participation of labor and management in the making of decisions that
affect themselves. In particular, it is judged that a true participatory
democracy has been realized, as labor is not excluded, but is adopted as
a partner, and a subject of consensus and cooperation in policy
decisions. Thus, the national corporatism of the years of economic
development has been shifted to social corporatism (KTC, 2003: 5).
This study examines the self-evaluation of the KTC through an
investigation of the background of its establishment, development
process and evaluation, and discusses political strategies to strengthen
social accord into the future.

2. The Basis of Social Accord9
Compton identifies the most important element of policy
concertation as “… the emergence of a willingness on the part of
governments to trade policy concessions for certain commitments by
employers and/or trade unions, and the development of corporatist
systems of interest representation” (Compston, 2002a: 11). Based on
the premise that the participation of labor, management and
8

The ‘Act on the Establishment and Operation of the Tripartite Commission’ refers
to the KTC as a ‘social concertation body (Presidential ‘advisory’ body).’ However,
unlike its official legal status, the KTC is in actuality considered a social accord
organization in that labor management groups acknowledge the Commission as a
‘social accord body (approval of KTC), and the actual political process strives to
achieve social accord. Some evaluate that this often limits the discussions carried out
in the KTC.
9 Section 2, 3 and 4 have been written mainly through modifications and additions to
Yoo, Bum Sang (2003a; 2003b).
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government is not formed voluntarily but is in part imposed by
power-relations, this study views the power-relations that impose
‘social accord politics’ and the ‘imposed’ determination (or changes in
strategy) displayed by the involved parties as an important basis of
social accord. Also, this study expands the scope of the social
corporatism system as defined by Compton to the products of social
accord, considering this as another basis of social accord.
‘Social accord politics’ in Korea is based on the changes in
power-relations and the changes in acting entities’ strategies and tactics
brought about by the development of the labor movement. Labor
politics in Korea faced significant changes in 1987 and 1996. Labor
politics before 1987 was operated under authoritarian labor control, led
by the government. On the other hand, labor politics from 1987 to
1996 experienced a shift in character through the emergence of a new
entity of democratic labor camp (organized into the Korea
Confederation of Trade Unions in 1995). During this period, labor
politics in Korea attempted a shift from government-led authoritarian
labor control to a strategy or tactic called ‘social accord politics.’ While
engaging the Federation of Korean Trade Unions (FKTU), then the
only legal labor organization, and Korea Employers Federation,
representing capital, into the framework of social accord, the
government during this period continued its labor control over the
democratic labor camp, which was not yet nationally organized. At the
time, ‘social accord politics’ was displayed in the form of the National
Economic and Social Council (1990), the Labor Law Study Committee
(1992~96), and the Wage Agreement between FKTU and the Korea
Employers Federation(KEF) (1993~95) (see Table 5-1). While
vehemently resisting the labor control of the government and
criticizing ‘social accord politics’, the democratic labor camp continued
its growth into the more organized forms of the Korea Trade Union
Congress, National Conference of Union Leaders, and finally into the
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Korea Confederation of Trade Unions (KCTU). The growth of the
KCTU began to change the landscape of power-relations in Korea.
Thus, as the KCTU grew into a ‘negative power’ strong enough to
disrupt drafting and enforcement of policies by the government and
businesses, labor politics between 1987 and 1995 was riddled with
conflicts between the democratic labor camp and the government,
labor and management in the workplace, and even between the KCTU
and the FKTU.
Such labor politics was becoming a heavy burden to all, in the midst
of the development of civil society, democratization of national politics,
and mounting international pressure led by the ILO and OECD. In
particular, the government and management began to recognize that
excluding the KCTU which was strengthening its ‘negative power’ was
no longer beneficial or desirable. Therefore, a new form of labor
politics recognizing the participation of the KCTU was conceived,
which was developed since 1996 into a form of ‘social accord politics,’
or more specifically, the Presidential Commission on Industrial
Relations Reform (PCIRR) and the Korea Tripartite Committee.
Meanwhile, the democratic labor camp, which now had the structure
of a high level labor organization, had acknowledged limitations of
struggling outside of the boundaries of institutional framework.
Therefore, despite conflicting opinions within the organization, the
KCTU accepted the government’s proposal to participate in ‘social
accord politics.’ However, as displayed in their slogan ‘Participation
and Struggle,’ the KCTU had decided on a strategic form of
‘participation,’ which was still based on struggle. While attempting to
differentiate itself from the KCTU through policy participation until
1995 on the one hand, the FKTU was trying to grow into a high level
labor organization through internal democratization on the other.
However, the FKTU faced many difficulties in both internal and
external fronts, with the growth of the democratic labor camp and
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workers’ distrust of the identity of the FKTU, as well as internal
criticism from union members. Since 1996, the FKTU has chosen to
pursue a strategy of active participation in the PCIRR and KTC as a
core premise, while at the same time criticizing the government and
organizing strikes regarding certain issues and aspects.
Also influenced by the changing landscape in labor politics, the
management side began to seek changes on a strategic level. Until 1995,
management was the biggest beneficiary of the country’s ‘growth first’
economic policy and authoritarian labor policies. However, since the
inauguration of the Kim Young-Sam administration, they were faced
with a new political environment in the midst of the Asian financial
crisis and the government’s attempts to reform the chaebols (Korean
conglomerates), with the government showing strong intention of
reforming chaebols and workers demanding their dissolution. Keeping
watch over the changes in the government’s labor policy and the
growth of labor, management felt the need to exercise influence over
the government’s policy-making process while developing an
aggressive strategy to prevent labor from growing into an influential
group. In this regard, labor unions and in particular the PCIRR and
KTC, which adopted the KCTU as a partner for the discussion of basic
labor rights, were not welcome entrants to the scene. However, there
was no way of going against the strong determination of the
government, and management needed to prevent any exchange
between government and labor that possibly would take place should
they decide not to participate. Furthermore, these organizations could
be used as an effective tool in implementing legislation that could
enhance labor market flexibility. Therefore, under strategic
consideration, management decided to participate in ‘social accord
politics.’ In sum, the appearance of the democratic labor camp, which
wielded ‘negative power,’ and the changes in power and strategy
relations in 1987 were the fundamental foundations for the
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development of ‘social accord politics.’
Next, ‘social accord politics’ in Korea is based on the products of
social accord. Here, we will look into the shifting mentalities of acting
entities, the formation and institutionalization of public forum, and the
resulting accumulation of experience in the field of social accord. With
the wave of democratization that started in 1987, the acting entities of
Korea began to display a great shift in mentality regarding social accord.
The government began to perceive the necessity for ‘social accord
politics’ around 1990. In 1989, Australian Prime Minister Hawk
introduced Australia’s experience with social accord to President Roh,
Tae-Woo, providing an opportunity for the concept to emerge in
Korea. Since then, discussions were initiated on social accord, e.g.,
presentation by Labor Minister Choi, Byung-Ryeol at a forum ‘Social
Accord for Industrial Peace and Economic Recovery’, April 1991, the
Conference on the Establishment of Social Accord in Industrial
Relations led by the government (February 1992), and a statement by
Lee, In-Je, the first Labor Minister under the Kim Young-Sam
administration, ‘The Role of Labor Management and Government for
the Development of the National Economy and Industrial Relations’,
October 1993. However, discussions up to this point hardly went any
further than simple declarations.
A definite turning point for a shift in mentality regarding social
accord came in 1996 with the launch of the Presidential Commission
on Industrial Relations Reform (PCIRR), which brought to light issues
regarding the revision of the labor laws. The government declared its
position in ‘social accord politics’ through the creation of ‘new
industrial relations’ and the participation of the KCTU, an outsider
union, in the PCIRR. However, from a policy concertation viewpoint,
the PCIRR was merely a presidential advisory body, and the
participation of Labor and Management in lawmaking and
enforcement processes was limited.
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The shift in the mentality of the government was materialized
through the Korea Labor Institute (KLI), a research institute operated
under the government, causing controversy among social scientists.
Within the labor sector, the FKTU responded proactively to the
government’s attempts towards social accord, while the KCTU
maintained a passive and critical attitude. This was due mainly to the
different idealistic attitudes of the two major workers’ groups, but was
also caused by the differences in history, support base and negotiating
capabilities. Employers generally held an unwelcoming attitude
towards social accord. However, the cooperation of labor was
indispensable in overcoming the Asian financial crisis, and the
management began to recognize that the results brought about by
social accord were not totally to their disfavor. Therefore, the acting
entities of Korea, albeit for different reasons, began to agree on the
necessity of shifting from an authoritarian labor control to ‘social
accord politics’ after 1987 (refer to Choi, Young-Ki et al., 1999: 6-13).
Along with the shift in the mentality of acting entities, ‘social accord
politics’ advanced the accumulation of experience and
institutionalization of public forums. Looking back at the history of
social accord, it can be seen that acting entities already had ‘memories’
and experience regarding the institutionalization of ‘social accord
politics.’ This ‘memory’ extended as far back as the 1990s to as recently
as when the PCIRR was launched immediately before the Kim,
Dae-Jung administration. As is shown in Table 5-1, the leaders of labor
politics before the KTC had already seen, felt and operated various
public forums of social accord.
On these various experiences, acting entities had dealt with agenda
relating to wage increase and revision of labor laws, and even carried
out elementary levels of consultations regarding social policies. In
particular, the experience with ‘politics of exchange (exchange of labor
market flexibility for protection of basic labor rights)’ within the
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PCIRR (April 1996~February 1998) provided a precious opportunity
to experience ‘social accord politics.’ Also, the early public forums
participated in by the FKTU, management and public interest groups
were expanded to include the KCTU when the KTC was established.
The government was not an official participant in the forums, but it
made a significant presence, organizing and leading the forums. While
political circles displayed a passive attitude in the beginning, they
formed close links with labor politics during the irregular processing of
the labor law revision bill.
It is true that ‘social accord politics’ before the KTC existed in a very
unstable state. Social accord before the PCIRR was not trusted by the
Table 5-1 Cases and Major Characteristics of ‘Social Accord Politics’
Stages

Initial
stage
Before
the
KTC

Stage 1

Stage 2

KTC era

Organization

Agenda

- (Central) Labor
-Management
Council
- Minimum Wage
Council
- National Economic
and Social Council

Labor
Policies,
Minimum
Wage,
Social
Policies

- Wage Agreement
between FKTU and Wages
KEF
- Labor Law Study
Committee
Labor
- Presidential
Laws
Commission on
Industrial Relations
Reform

- KTC

Labor
Laws,
Social
Policies

Conflict
Coordinating
Body
Labor and
Management,
Public Interest
Groups

Outcomes and
Evaluation
- Agreement on
Minimum
Wage
- Various Policy
Suggestions

FKTU and
KEF

- Agreement on
Wages

Labor and
Management,
Public Interest
Groups

- Amendment

Labor and
- Social
Management,
Agreements
Government,
- Legal
(public interest
Institutionalizagroups),
tion
Political Circles

Source: Choi, Young-Ki · Bum Sang Yoo (2001: 60).
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democratic labor camp and workers, and the results obtained by the
PCIRR were rejected by political circles. Eventually, the labor laws
were amended not through social accord but through general strikes,
and the efforts to legalize the KCTU were blocked by opposition from
the Ministry of Labor (KCTU was eventually legalized on November
23, 1999). This process and experience escalated social distrust.
Despite these limitations, the accumulation of experience regarding
social accord remains an important foundation in the establishment of
the KTC. Through this experience, Korean labor politics was able to
obtain the methods and entities to operate social accord organizations.
Accumulated information and experience regarding the formation and
operation of public forum also facilitated the establishment of the
KTC. The following statements of a public official who had
participated in the PCIRR provide a prime example: “Having no idea
where to start, the preparatory group of the PCIRR carried out case
studies of similar committees as an initial task. Based on the
accumulated and analyzed data, a method fitting the characteristics of
the Committee was drafted and developed in detail.” (refer to PCIRR,
1998: 22-28).
‘Social accord politics’ also allowed the entities to operate its
organizations to grow along with its history. For example, the members
of the Labor Law Review Committee expanded their field of activity to
the PCIRR, and later to the KTC as well. 10 During this process,
researchers supporting ‘social accord politics’ emerged (prime
10

The main members of the Labor Law Review Committee who also participated in
the PCIRR are as follows: Chairman Shin, Hong became the Chairman of the KTC.
Public interest group member Professor Park, Se-Il played a leading role in the
formation and development of the Reform Committee as its Head of Social
Welfare, while Professor Bai, Moo-Ki became its Standing Committee member.
Professor Park, Rae-Yong and Yoon, Sung-Chun took the chairmanship of the 1st
and 2nd sub-committees respectively. Professor Lim, Chong-Yul became the
executive secretary of the 2nd sub-committee. Thus, members of public interest
groups had a leading role in the formation of the PCIRR and the legislative bill.
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examples are the Korea Labor Institute and the public interest groups
that participated in social accord), enabling social accord in Korea to
build a foundation in theory as well.
Therefore, it is without doubt that the shift in the mentality of acting
entities, memories and experiences, and institutionalization in the
history of social accord laid the groundwork for the introduction of
‘social accord politics’ in Korea.

3. The Development Process of Social Accord: with
Focus on the KTC
The KTC has its roots in the changes in the landscape of
power-relations, and the products of ‘social accord politics.’ But more
directly, we need to bear in mind that the KTC was formed as a result
of a strategic decision made by acting entities in an effort to overcome
the socio-political crisis brought about by the Foreign Exchange Crisis.
The Asian financial crisis gave acting entities a common goal. However,
conflict or coordination among acting entities was inevitable, as each
had very differing opinions on the cause of and solution to the crisis
(see Table 5-2). The acting entities agreed at the time to overcome the
economic crisis through ‘social accord politics.’ The government
judged that cooperation was inevitable in achieving its goal of ‘saving
the economy,’ and President-elect Kim, Dae-Jung had no choice but to
carry out measures to add flexibility to the labor market in order to
accommodate the terms of the IMF. In this light, overcoming the
Asian financial crisis through ‘social accord politics’ was a more
desirable option for President-elect Kim, considering the ‘negative
power’ of labor, his personal governance philosophy (parallel
development of democracy and market economy), his ‘honeymoon
relationship’ with labor (policy coordination with the FKTU, and the
demand of a tripartite consultation body by the KCTU), and the need
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Table 5-2 Differing Causes of and Solutions to the Crisis

Labor
Cause of the
Asian Financial
Crisis

Restructuring
Measures
(Suggestions)

Direction for
Labor Law
Revisions

Structural Factors:
Chaebol Structure,
Collusion between
Government and
Businesses
Reform of Chaebol
System and Political
Structure

Management

Government

Economic Factors, Social System,
Non-business
Actions of Chaebols
Factors

Labor Market
Flexibility

Implementation of Flexibility in the
Basic Labor Rights Labor Market:
and Social Security Deletion of the
Suspension Clause
for Collective
Dismissal and
Implementation of
the Worker
Dispatch System

Overall Restructuring
of the Social System
Including Chaebol
Reform and Flexibility
in the Labor Market
Accommodation of
Terms set Forth by
IMF:
Flexibility Measures in
the Labor Market and
the Establishment of a
Social Safety Net

to validate his minority administration.
The participation of management in the KTC in order to
accommodate the demands of the IMF is understandable. But what
made labor participate? The government had expressed its intention of
enhancing the status of the KTC, and labor trusted the government's
promise. A plan for legislation regarding layoffs was also necessary.
This is because labor had realized that in the current situation where
most companies excluding a few chaebols were carrying out large-scale
layoffs irrelevant to the legalization of the layoff system, protesting
without a concrete plan was useless. Furthermore, labor's decision to
participate was a strategic move to exercise influence in the
decision-making process of policy directions including chaebol reform,
in exchange for agreeing to accept measures intended to increase labor
market flexibility.
The KTC was maintained throughout the five-year tenure of
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President Kim, Dae-Jung. During that time, three phases of the KTC
were in operation (refer to Table 5-3). The first phase was in operation
from January 5, 1998 to February 9, 1998, with the participation of
labor, management, government and political parties. The first social
agreement was reached during this period. The second phase of the
Commission started on June 3, 1998, under the goal of implementing
the social agreement and negotiating the restructuring process. The
second stage continued until early 1999, and ended with the withdrawal
of labor and management. The third phase of the KTC was started on
Table 5-3 Development Process and Characteristics of the Korea Tripartite
Commission

First Phase

Nature

Permanent, Political
Consultation
Organization

Second Phase

Third Phase

Presidential Advisory
Body, Permanent
Social Consultation
Organization
(established under
Presidential orders)

Presidential Advisory
Body, Permanent
Social Consultation
Organization
(established under
legal basis)

Labor, Management, Labor, Management,
Participants Government, Political Government, Public
Parties
Interest Groups,
Political Parties
Duration
Organizational
Structure

Major
Agenda
Number of
Agreements

Approx. 1 Month
(January 15 ~
February 9, 1998)
Main Committee
Basic Committee
Expert Committee

1 Year 3 Months
(June.3, 1998 ~
August 31, 1999)
Main Committee
Standing Committee
3 Special Committees
4 Sub-Committees

Labor Market
Restructuring, Social
Flexibility, Basic Labor Policies, Basic Labor
Rights, Social Policies, Rights
Chaebol Reform
90

10

Source: KTC (July 11, 2003); Yoo, Bum Sang (2003b: 28).
Note: As of end of December, 2002

Labor, Management,
Government, Public
Interest Groups
* excluding the KCTU
Approx. 3 Years
(September 1, 1999
~present)
Main Committee
Standing Committees
4 Special Committees
2 Sub-committees
Restructuring, Social
Policies, Working hour
Reduction,
Institutional Reform
of Industrial Relations
29
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September 1999 with the legalization of the KTC, and continues to this
day (refer to Choi, Young-Ki · Bum Sang Yoo 2001: 68).
The KTC was first established as a temporary organization by
President-elect Kim, Dae-Jung in the midst of the Asian financial crisis,
and therefore lacked legal basis. The pending issue of the time was
whether the collective dismissal system should be implemented
immediately, which was discussed together with basic labor rights and
social policy agendas. Therefore, the KTC in its first phase dealt with
various socio-political issues on a national level, from increasing labor
market flexibility, basic labor rights and social policies to the reform of
chaebols. The participating entities at the time were labor, management,
government and political parties, with the exclusion of public interest
groups. They signed the ‘Tripartite Joint Statement on Fair
Burden-Sharing in the Process of Overcoming the Economic Crisis’
and the first social agreement (February 6, 1998), bearing the fruit of
the social accord accumulated in industrial relations throughout the
years, and establishing a new standard for future activities of the KTC.
Restructuring was the main issue in the second phase of the KTC.
However, labor lodged protest against the failure to implement the
issues agreed upon during its first phase, including legitimization of the
teachers’ union. They also raised the issue about the recognition of an
unemployed persons’ right to join extra-enterprise unions. In sum, the
KTC in its second phase was mainly concerned with issues dealing with
restructuring and basic labor rights. Unlike in its first phase, the
members of public interest groups participated, adding to the expertise
of the discussions. Under Presidential orders, the government also
enhanced the status of the KTC to that of presidential advisory body
by a presidential order.
The KTC in its third phase dealt mainly with issues concerning
reduction of working hours and irregular workers. While negotiations
on restructuring and social policies continued, the main focus was on
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improving the labor-management relation system. Political circles did
not participate in the third phase. Coming into existence in 1999 and
continuing to this day, the third phase is displaying a relatively long
lifespan. In addition, the Commission was legally institutionalized with
the ‘Act on the Establishment and Operation of the KTC’ (hereinafter
the KTC Act).’ However, with the passive attitude of government and
management as well as the absence of the KCTU, the operation of the
KTC was not without problems.
Then, why were three phases of the KTC displaying different legal
status, participating entities and agenda needed under one
administration? The three phases of the KTC were politically an
inevitable result of the strategic decisions brought about by the power
and strategic relations of acting entities. The first Commission could no
longer exist after the social agreement, which the KCTU refused to
accept. Therefore, the second Commission was differentiated from the
first, with the government enhancing its legal status in the process of
engaging labor and accommodating the political agenda demanded by
labor. The third Commission was established in the government's
efforts towards ‘reconstruction’ after the fall of the second
Commission. With the withdrawal of both labor and management
from the KTC around 1998, the government formed the third
Commission with the promise to enhance its legal status and to deal
with controversial issues. Nevertheless, the KCTU decided not to
participate. Thus, not only was the very existence of the KTC a product
of strategic relations, but its operation was also a result of the strategic
relation between labor and management.
In this section, this study seeks to analyze the development process
of the KTC within the context of labor and government's
determination towards ‘social accord politics,’ legal institutionalization
and its meaning, and the agenda and discussions of public policies.
First, the government's determination to operate under ‘social
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accord politics’ seemed to lack consistency. In the initial stages, the
government placed high expectations on ‘social accord politics.’
However, after the legalization of measures to increase labor market
flexibility with the social agreement, the government displayed a
passive attitude in the operation of the second Commission. This is
well illustrated in the ‘track record’ of how the bills were processed.
The social agreement of the first Commission was dealt with
inadequately by the Administration and the National Assembly, and
was only partly legislated. For instance, major items of agreement
under the first Commission including the legalization of the teachers’
union, the right of the unemployed to join extra-enterprise unions and
the political funds law were not implemented. The government was
surely aware that failure to implement a social agreement in national
politics would bring about instability in ‘social accord politics.’ During
the second phase, only part of the major issues were accommodated,
too. The teachers’ union issue, which was one of the controversial
agendas, reached a dramatic agreement between the shifting sessions of
the National Assembly, but the issue of extra-enterprise unions was not
even presented to the National Assembly. During this process, the
KCTU withdrew from the KTC. The Government and political circles
further alienated the KTC during its third phase. Political circles did
not even participate in the Commission, and government officials were
repeatedly absent or sent proxy representatives to the KTC after the
country officially graduated from the IMF program in August 2000.
While the government maintained such an attitude, the two major
labor confederations displayed conflicting positions regarding the
KTC, preventing ‘social accord politics’ from continuing on with
substance. The FKTU was relatively willing to participate proactively
in the KTC. The FKTU believed that “the KTC should be expanded to
a national organization, and it should be carried out under the
leadership of the FKTU alongside with its own organizational
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renovation and the strengthening of its human resources.” After the
first Commission was dissolved, the FKTU submitted a proposal to
the Blue House, National Assembly, and each political party stating
that the KTC should be upgraded as a permanent agency directly under
the President as soon as possible (March 10, 1998). The FKTU defined
their status as the ‘counterweight and safety valve of the system’ and
believed they could maximize their power as a ‘lever in the relationship
with the KCTU, in the current situation where the two confederations
coexist.’ Thus, the FKTU analyzed that the source of their power came
from “the balance obtained by adhering to moderate and practical
demands and struggle methods, the ability to get along with both the
rightist and leftist groups of the Korean society, and the national
support that comes out of this ability” (“Prospects for Political
Situations and Policy Tasks (April 3, 1998)” in FKTU, 1999: 191-192).
In other words, this balance refers to a labor movement that
harmonizes the development of the national economy with labor
movement, and also national interests with the interests of workers.
FKTU lacked power resources in comparison to the KCTU, as the
FKTU lacked ability to mobilize and command on the scene, and
therefore claimed a practical unionism would be the benefit from their
participation.
While the KCTU rejected or delayed participation in the KTC,
demanding the implementation of the social agreement reached by the
first Commission up to its second phase, they had remained open to
the possibility of dialogue with the government. However, after the
withdrawal during the second Commission, they no longer even
discussed the possibility of participation in the KTC. This was due to a
number of reasons, including their history and power on the scene,
which was different from the FKTU, as well their distrust of the
government. It should be pointed out, however, that the lack of
political leadership within the leading members of the KCTU was also
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an important factor. The leaders of the KCTU were unable to persuade
union members of the inevitability and advantages of the social
agreement, and in turn the social agreement proposal as well as the
leadership were both rejected by the union members.
As the KTC progressed, the two major confederations showed
further disparity in their line of action. While the KCTU turned to a
combative struggling stance after proclaiming their complete
separation from the KTC, the FKTU carried out a strategy of struggle
centered on the social accord of the KTC. This difference in attitude
can be seen in the respective agendas of the two confederations. While
the KCTU placed the prevention of neo-liberalist restructuring as the
goal of their struggles and continued to make ‘bold and intensive’
demands such as reduction of working hours and the securing of basic
labor rights for irregular workers, prevention of the privatization of
national key industries in the public sector and recovery of damages
caused by the IMF program, the FKTU attempted to carry out
negotiations centered on issues such as reduction of working hours.
Also, while the KCTU called for a framework of social accord other
than the KTC, the FKTU called for the actual strengthening of the
KTC.
Next, the KTC showed that a level of legal institutionalization does
not necessarily ensure the same level of social accord. The KTC was
institutionalized starting from a political concertation body (phase 1),
to a Presidential advisory body (phase 2), and into a legal Presidential
advisory body (phase 3) (refer to Tripartite Commission Law, May 3,
1999). However, as the KTC achieved higher legal status, the KCTU
moved further away from the Commission, and ‘social accord politics’
became increasingly unstable and powerless. This was because the
government's attitude in operating ‘social accord politics’ became
increasingly passive as the legal status of the Commission was
enhanced. In particular, the government was reluctant in
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accommodating the demands of the KCTU. The Administration at
times even disregarded the agreement proposals submitted by the KTC.
Also, labor was not invited to the negotiating table on restructuring and
chaebol reform issues. Meanwhile, the government continued to take a
hard-line stance against the KCTU, arresting its President, restraining
strikes, and delaying the legalization of the group. The strong rejection
of restructuring efforts by the KCTU members and the ‘bold and
intensive’ goals of the KCTU were also stumbling blocks in achieving
‘social accord politics.’
Finally, the development of the KTC can be examined in the context
of its social policy agenda. The social agreement of its first phase was
not completely unfavorable in the view of labor. The provisions
regarding basic labor rights and social security included most of the
issues that labor had been pushing for. However, the level of social
accord began to decrease during the second and third phases, after the
legislation regarding labor market flexibility was introduced in the first
phase. The composition of the second KTC agenda included
restructuring and overall social policies. Four sub-committees dealt
with social security, employment and unemployment measures,
industrial relations and economic reform, while the special committees
discussed restructuring in the public sector, unfair labor practices, and
financial industry development. The composition of the Commission
and the list of issues seem to reflect most of the demands of Labor.
However, such social policy agenda were either discussed only as a
formality or not discussed at all, and even if a consensus was reached
on some issues, these results were abandoned by political circles and
the government.
The issues concerning the third commission were limited to
restructuring and improvement of labor-management relations. At this
stage, advancements were made such as agreements in the financial
sector, the agreement on the reduction of workforce in the post and
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telegraphic sector, the agreement on full-time trade union officials and
multiple unions, and measures to enhance the effectiveness of
collective agreements. However, the scope of issues discussed under
the third Commission was generally narrowed to industrial relations,
rather than social policies. Also, as seen in the cases of issues related to
irregular workers and reduction of working hours, the Commission
failed in reaching a consensus despite the many discussions that took
place on the main issues. With the progression of the third
Commission, it became more difficult to resolve issues regarding
industrial relations within the framework of the KTC.
The KTC was generally neglected when it came to issues regarding
chaebol reform and restructuring. Actual policy decisions regarding
chaebol reform were made during gatherings between political and
economic circles, and execution of the decisions were carried out by
ad-hoc emergency committees, the Financial Supervisory Service, or
the Ministry of Finance and Economy. Therefore, the KTC had to be
satisfied with ratifying the decisions made by the government and
chaebols. Even this superficial process of ratification was omitted after
the social agreement. The same trend could be seen in dealing with
issues regarding financial sector and public sector restructuring. This
trend was followed and even reinforced throughout the second and
third phases. The attitude of the government regarding restructuring
gave Labor reason repeatedly to drop out of the Commission, and
eventually led to the withdrawal of the KCTU from the third phase.
In view of the relations between the KCTU and the government, the
‘social accord politics’ of the KTC shifted patterns from a social
agreement during the first phase, to an unstable co-existence during the
second phase, and into complete separation in the third phase.
Considering that the FKTU generally stood by the KTC throughout
this time, this sums up that the framework of labor politics has been
shaped by the confrontation between the KCTU and government, and
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the ‘social accord politics’ between the FKTU and the government.
The two different strategic relations formed an awkward relationship
between the two labor confederations. The bigger problem was that
such developments and strategic relations caused ‘social accord
politics’ and public forums to have adverse effects. An unusual
situation presented itself in which, instead of mutual understanding
and communication being enhanced through the ‘social accord
politics,’ distrust and rage took root and were aggravated. Because the
KCTU understood participation in the ‘social accord politics’ to mean
standing on the sidelines, they were critical of the FKTU, which chose
to participate in the KTC. Thus, the FKTU was always restricted in any
decisions it made. Meanwhile, the KCTU demanded a new framework
for labor-government concertation other than the KTC, which the
government did not accept in fear of criticism by the FKTU and the
KEF, which chose to remain in the KTC. Also, the government viewed
the KTC in some respects to be an organization managing industrial
relations. When the KCTU called for dialogue with the government, it
was convenient for the government to simply say “come to the KTC.”
Indeed, the dispute within the labor sector due to the KTC was not an
unfavorable situation for the hard-line powers within the government.

4. Conclusion: Prospects and Achievements of
Social Accord
The KTC is a social accord organization markedly different in
character from the PCIRR. First of all, the government and political
circles participated in ‘social accord politics.’ This adds to the stability
of ‘social accord politics’ as well as to the determination of institutional
power regarding social accord. It is also notable that an opportunity
was provided to enhance the mutual understanding of the participants
and that labor politics is indeed policy concertation among the State,

Social Accord(Yoo, Bum Sang)

195

labor and capital. Many meaningful facts can also be found within the
issues discussed within the KTC. While the PCIRR also dealt with
issues concerning Labor Management relations, work benefits,
employment and labor force in its second phase (April 1997 ~
February 1998), its activities were pretty much limited to amending the
labor laws Labor Law in its first phase. On the other hand, the KTC
discussed much broader social policy agenda such as unemployment,
employment, restructuring chaebol reform as well as the labor laws.
Thus, it was understood that labor politics was linked to social policies
in general, and acting entities were given an opportunity to recognize
their social responsibilities. In terms of the level of institutionalization,
while the PCIRR was a temporary Presidential advisory body, the KTC
was a legal and permanent organization. In terms of duration, the
PCIRR was operated only at the end of the Kim, Young-Sam
administration (Phase 1: April 1996 ~ November 1996; Phase 2: April
1997 ~ February 1998), while the KTC existed from the beginning to
the end of the Kim, Dae-Jung administration, and is likely to continue
into the future. Also, unlike the PCIRR which eventually failed in
reaching a consensus on the revision of labor laws, the KTC adopted
and examined the implementation of a social agreement that included a
comprehensive operation plan for society as a whole.
Then, could it be said that the KTC is the ‘original form’ of ‘social
accord politics’ in Korea and the ‘fountain of wisdom’ from which the
Korean political system should learn? The KTC provides a rather
positive answer to this question in its self-evaluation quoted earlier. If
evaluated as a new experiment on the historical aspect of legal
institutionalization or in formality, this evaluation would be valid.
However, when considering the development process of the
Commission as described in the third section and the definition of
policy concertation, it is hard to agree with the positive evaluation of
the KTC itself. In this section, the reasons as to why the KTC shriveled
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after sprouting the roots of social accord will be explained, and a
political strategy for sustaining policy concertation, or ‘social accord
politics,’ will also be proposed.
As seen in section two, the two bases of social accord, i.e., the
growth of labor into an influential player in power-relations and the
products of social accord (shift in mentality, accumulation of
experience, legal institutionalization), played the role of an incubator in
which Korean labor politics was able to germinate and sprout the seeds
of social accord. But because of the lack of a strong foundation, ‘social
accord politics’ was unable to obtain a firm footing. While labor had
the ‘power to restrain action (negative power),’ it lacked the ‘power to
enforce action (positive power).’ This is also related to the ‘division
phenomenon’ faced by labor. The two confederations stood face to
face divided by the KTC, and workers were divided into regular
workers and trade unions of large enterprises, and unorganized
irregular workers and workers from small-and-medium enterprises.
Under such circumstances, ‘social accord politics’ was highly
dependent on the will of the government, but the government was no
longer an active player in pushing for the ‘social accord politics’ after
the social agreement. As a result, the KTC lost vitality. In the midst of
such power and strategic relations, the legal institutionalization of
social accord organizations only distorted ‘social accord policies.’ In
other words, a paradoxical situation was presented in which social
anxiety escalated as the KTC developed.
Another basis of social accord, the institutional products of social
accord, was weak in content and achieved only formalistic, superficial
growth. It was as if ‘social accord politics’ in Korea had the soccer field
and ball ready, but was not familiar with the rules of the game. Instead
of practicing politics based on a method of ‘social accord politics’
where distribution of values and public good are achieved through
debate based on different opinions and respect, acting entities

Social Accord(Yoo, Bum Sang)

197

maintained a method of ‘truth politics’ where differing opinions are not
acknowledged or ‘power politics’ which is dependent on power. This
shows that acting entities understood ‘social accord politics’ only from a
tactical level. Therefore, a public forum did not provide an opportunity
for actual debate, but was merely a place to ratify the decisions concerted
at the upper-level. Outside the realm of industrial relations, the social
policy agenda was extremely limited. By discussing most social policies
within the administration and in talks between government and
businesses, the government disregarded and avoided the KTC.
Therefore, we must now think about ‘how to establish a strong
foundation for social accord and realize true social accord politics.’
Social accord politics is the attitude, ideal and action with two aspects;
mutual decision-making on public policies, and the realization of
public good. Thus, the concept of social accord politics shares some
characteristics with democracy. In terms of procedure, it follows the
process of reaching ‘mutual decisions’ through ‘debate’. In terms of
content, social accord politics realizes ‘public good’ by intervening in
‘public policies’. In this regard, the limitation faced by social accord
politics in Korea is that it lacks the ability to guarantee the
characteristics of democracy. This is primarily due to the reality of
power politics, where there is a stark imbalance of power. Thus, this
chapter seeks to explain the political strategy of social accord centering
on labor first. In conclusion, labor must ponder on how to acquire and
enforce ‘the power to act’ and ‘the power to enforce action.’11 To do
11

The labor movement had shown strong resistance to the government’s authoritarian
labor control. Because of this experience, the labor movement had a tendency to
look negatively upon power and participating in power. In this regard, Foucault’s
opinions on power are very suggestive. According to Foucault, power is defined as
being productive and positive rather than having an oppressive function. We must
no longer refer to the effects of power with negative terms such as ‘exclusion,
punishment, oppression, censorship, isolation, concealing, and hiding.’ In reality,
power generates. It produces realistic things and ceremonies regarding truth and the
territory of objects (Foucault, 1990: 194).
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this, labor must discuss coalitions with social powers, its professional
intervention in social policies, and strengthening of its political powers.
First, the power of the labor movement lies not in weapons but in
solidarity. Coalitions can be discussed on two levels; coalition among
organized labor and workers, and coalition among civil movements
and labor movements. Regarding the former, labor must consider
coalitions between the two confederations, among different industry
federations, among regional labor unions, and between regular and
irregular workers, workers of large corporations and of small and
medium-sized enterprises, and between employed and unemployed
workers. For this discussion, we would need to examine all possibilities
from coalitions based on particular issues to the integration of the
organizations on one hand. On the other hand, we need further
discussions about measures to change the organizational form and
achieve legal institutionalization, such as legalizing the unemployed
persons’ joining extra-enterprise unions, forming trade unions for
irregular workers and establishing its relations with regular workers’
unions, and the establishment of labor unions at the industry level. In
regard to the latter, the labor movement must move closer to civil
society. The labor movement must intervene more proactively not only
in agenda limited to the individual workplace or organized labor such
as raise in wages or payment for full-time labor officials, but also in
social policy agendas such as education, women’s issues, the
environment, and unification. During this process, labor must seek
ways to form coalitions with civic movements.
Next, the labor movement must propose a comprehensive social
policy agenda including all areas of national concern, and intervene
professionally by developing specific plans for implementation.
Wilensky and Lebeaux (Wilensky & Lebeaux, 1958:138-139; requoted
from Kim, Ki-Tae et al., 2003: 5-6) divided social security into the
residual concept and the institutional concept. According to this theory,
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social security in Korea has established and enacted many institutional
mechanisms, but is still lagging behind in the residual concept.
Therefore, social security must transcend its residual concept of a
passive social security and carry out a more proactive social integration
function as an institutional concept. Thus, in addition to the welfare of
its union members, labor movements must participate in issues
concerning all citizens, including income guarantees, health, medical
services, housing, education, and tax policies.
During this process, the labor movement must continuously move
forward in the field of policy decisions and work towards expanding
this field. Large-scale national public forums such as the KTC must
function as a body coordinating social disputes and social policies. In
order to do this, the KTC must strive to become an organization
debating, concerting or deciding institutional concepts of social
security through the participation of social welfare and consumer
group leaders as well as labor politics entities. The labor movement
must also work towards creating a governance system by participating
in the decision-making process of the government (central government
and local self-governing bodies) or enforcement organizations.
However, most of the Committees to date have ‘moved predominantly
in the direction intended by the government,’12 were‘participated in by
12

However, not all blame can be put on the government. While the primary problem
lay with the government, participating entities also had their share of responsibility
as well. First, many did not understand the meaning of policy participation. Some
groups participated because ‘they were called by the government,’ or ‘just to fill
their allotted seats.’ Thus, they would frequently follow where the government
would lead them, agreeing to the will of the government, thinking that was the
natural course of action. This primary problem also led to the secondary problem;
there was a lack of policy capability. Third, enthusiastic participation amidst the lack
of policy capability was weak. Many participated in the meetings as a formality to
scribble their signatures and be on their way, unwilling or perhaps unable to utter a
meaningful word. Fourth, when the policy was commissioned to an expert, a
regular examination of the contents rarely took place, and the policy was frequently
abandoned. Fifth, many even denied participation in the policies (Yoo,
Byung-Hong, 2002: 20).

200

Labor in Korea, 1987~2002

individual experts,’ and ‘functioned as a deliberation and advisory body
on major issues proposed by the Minister (Cho, Heung-Sik, 1997:
301-302).’ Labor politics must take a proactive stance in changing this
situation. Thus, the labor movement must ensure that policy
organizations are operated under the principles of social dialogue and
openness, and must intervene in a more professional manner. Through
the openness of social dialogue, labor politics will win the support of
public opinion and the people, and through enhanced expertise obtain
social sanction from civil society. Support in these areas is crucial to
enabling the movement to take on a more specific and substantial role.
In order to advance, it is necessary to ‘form a wide-reaching
professional network and civil monitoring network” (Cho, Heung-Sik,
1997: 320).
Finally, the labor movement must take interest in developing itself
into a political power. The labor movement became acutely aware of
the necessity of developing into a political power during the history of
‘social accord politics.’ Indeed it felt powerless when the topic of labor
law revision was no longer addressed by the PCIRR. While
management was lobbying through various methods, labor hardly even
had the opportunity to participate in the government and National
Assembly discussions. The discussions of the KTC were not much
different. Economic policies, chaebol issues, restructuring issues and
social policies were hardly ever discussed in the KTC, and issues that
were discussed were abandoned in the legislative processes of the
government and National Assembly. In light of such developments,
the labor movement must strengthen its influence in party politics.
This includes expanding influence over not only the Democratic Labor
Party and Democratic Social Party but also over institutional power
politics as well. In other words, mutual decisions on public policies
made without influence over national politics will be very unstable and
limited, forcing the labor movement to play only a policy advisory role.
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While the labor movement carries out the above-mentioned efforts,
the ‘social accord politics’ of Korea will need to work towards building
in itself the ‘contents’ of democracy. This is closely related to
improving the substance of public forum and invigorating public
debate. Compton defines the concept of policy concertation as “…
national-level discussions between government representatives and
representatives of peak employer and/or trade union confederations
that lead to agreements on public policy, that is, to government
commitments to adopt particular policies, as opposed to discussions
that do not lead to such commitments: codetermination of policy, as
opposed to mere consultation” (Compston, 2002c: 486-487).13 He also
seems to assert that it is not right to participate in decisions regarding
policies “… unless it is quite clear that agreements involving
government commitments on public policy are actually struck in these
forums” (Compston, 2002a: 6). Labor politics in Korea has corrupted
‘social accord politics’ by using public forums as a venue for the
ratification of consultations made by the upper-level, or to promote or
present the opinion of an organization. Therefore, ‘social accord
politics’ in Korea must work not only towards ensuring substantial
debate, but also towards transcending the ‘centralized’ debate of the
past to create a venue where diversity in debate is ensured,
coordinating a wide range of demands and agenda. In this regard, the
public forums according to regions and industry types currently being
pursued by the KTC should be carried out with substance.
Two points regarding the debate could be added. First, in order for
‘social accord politics’ to develop a genuine public forum, acting
entities must strive to achieve the public good. This means that acting
13

“The critical distinction made is between policy concertation understood as discussions
that lead to agreements on policy, that is, to government commitments to adopt
particular policies, and discussions that do not lead to such commitments. In this way
concertation is sharply distinguished from consultation” (Compston, 2002a: 5).
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entities need to transcend their simple (or self-serving) interests in
consideration of public interest. In order to do this, acting entities must
acquire an attitude of viewing pending issues from the viewpoint of
society or public duty, instead of the interest of their individual groups.
In other words, acting entities must understand the political world
from a ‘critical distance,’ meaning that they must ‘not fall away from
society as a whole, but must detach themselves from the internal
power-relations within the society.’ More specifically, political
situations must be managed not from the standpoint of the FKTU or
the KCTU, regular workers in large companies,14 company executives
or government officials, but must take into consideration the
standpoint of labor or the society as a whole (Walzer, 1993: 60, 62).
Second, debate among upper-level organizations must be based on
internal debates within each organization. In other words, debates
among workers, between organized labor and workers, higher-level
groups and individual workplaces, organized labor and civil society,15
14

Some criticize the labor movement as being a ‘labor union of regular workers from
large corporations.’ However, the self-serving characteristic of organized labor
movement is in large part due to the political-economic environment. Because of
government intervention on the organization structure of labor unions (prohibition
of labor unions according to industry type) and its authoritarian and oppressive
labor policies before democratization, the labor movement had no choice but to
adhere to short-term benefits such as the right to existence. Since democratization,
the division between large companies and SMEs and between regular and irregular
workers is digging deeper into society under the influence of neo-liberalism.
Because of this ‘division,’ we readily accept the discourse that workers are selfish or
that man is an economic being (homo economicus). This in turn promotes cynicism
regarding the labor movement and ties the role of the labor movement to interest
groups. Therefore, it is necessary for the labor movement to advance the discourse
of resistance regarding ideology, and seek measures to become a social entity rather
than an interest group.
15 Issues about democracy within the labor sector have been raised on a continuous
basis: the problem is that there is no process or system by which the debate can
progress from the upper-level to the lower-level and have the results fed back. The
decision-making process of the FKTU has a similar problem. There is no proper
framework or structure for the debate that enables the discussion to progress along
the organization structure and collect the results of the debate. Thus, participation
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as well as debates among departments within the government and
among government officials, between employers’ representative
groups and their member companies, and also among employer groups
themselves must precede any debates.

is eroding as time passes (FKTU, 2001: 26).

Chapter 6

INDUSTRIAL RELATIONS POLICIES

Kim, Won-Bae*

1. Introduction
The decisions and behavioral patterns of labor, management, and
government, the three constituents of industrial relations, are highly
dependent on their socioeconomic environment. The three constituents
produce various incidents and issues on industrial relations during the
course of their interaction, and labor laws and policies are developed
to address those issues.
After liberation from Japanese colonization after World War II,
industrial relations in Korea were directly affected by the political,
economic, and social unbalance the nation suffered through and
started off with deformations of its own. During the nation’s rapid
industrialization and various labor incidents that took place, the
Korean working class was able to see improvements in labor rights
and their social status, as well as in labor laws and policies. In that
sense, government labor policies are inseparable from the changes
and development in industrial relations, and this relationship, in turn,
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affects labor and management.
The 6 · 29 Declaration of 1987 was the fruit of the
democratization efforts that continued through the industrialization
period, and served as a turning point for industrial relations.
Following the declaration, industrial relations not only saw political
democratization but also underwent dramatic changes in terms of
quality and quantity of labor disputes, the type and size of union
organizations, the nature of the labor movement, and much more.
Thus, government labor policies after 1987 had no choice but to
adapt to the huge waves of change sweeping across industrial
relations in order to advance a step further.
Within this large framework born in 1987, the keynote of labor
policies started to change significantly in comparison to the past,
during the industrialization years when only small scale changes were
made within an equally small framework. During this period,
economic development was the foremost priority of the government,
and labor policies were merely a maidservant to economic policies.
Labor disputes were dealt with from the perspective of national
security and social stability, and there was practically no clear vision
or policy framework that could promote a balanced development of
industrial relations.
Before industrialization started in earnest in the early 1960s, Korea
had more pressing needs to take care of, such as the weak industrial
foundation and poverty plaguing the nation. Therefore, the
government had neither the resources nor the will to spare for labor
issues and subject matters like industrial relations were put on the
back burner for the time being. Constitutional provisions on basic
labor rights and labor law stipulations on working conditions were
mere skeleton laws with no practical effect, and the government made
no effort to enforce them or to intervene in the course of the matter.
The 1960s was when the Korean economy started to show
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impressive growth following the state’s proactive development
policies. The growth was driven by the export industry that took
advantage of the nation’s cheap labor. During this period, the greater
cause of national economic growth was put before the rights or
interests of the working class, and considering that the labor market
had a surplus of willing hands, the majority of which were
inexperienced workers, labor-management equality in industrial
relations was perhaps a tall order. The government put a strong cap
over the spontaneous labor movement and protected businesses to
the extent of being negligent about proper personnel and labor
management, practically encouraging inequality in labor-management
relations. Moreover, the government came up with various legal and
institutional devices that enabled the state to intervene freely in
industrial relations and thus managed to restrict the labor movement
successfully.
Such policy framework did not change significantly even as Korea
entered the 1970s, the high-growth phase of the Korean economy.
Industrial relations were strongly restricted by the combination of the
government’s political stance that prioritized national security and the
strong economic development policies supported by the booming
export and heavy industries. A state of national emergency was
declared in December 1971 and the promulgation of the Act on
Special Measures for National Defense effectively crushed labor
rights and organizations alike. The authoritarian regime became even
more daunting after the Revitalizing Reform of October 1972,
pushing the labor movement even further into the corner. Instead of
establishing rational labor policies, the government chose to use its
administrative power to exercise strong, regulative control over the
working class in order to sustain the low-wage, poor-workingenvironment conditions.
Therefore, labor protests and various other problems of industrial
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relations remained hidden during this period, suppressed by the
highly regulative and authoritative state and the unjust labor practices
of employers taking advantage of the government’s tight control over
the working class.
The labor movement remained suppressed by the authoritative
regime even during the political upheaval in 1979 when the 5th
Republic came to power after the 10·26 Incident. But collective labor
disputes started to occur with more frequency in 1983, and
labor-student protests and supporting demonstrations took place in
and around Kyung-In regions in 1985. These protests were the
outburst of rage and discontent that had remained bottled up during
the rapid economic growth years of the 60s and 70s as workers
suffered through low wages, abysmal working conditions, and the
lack of proper labor policies. But instead of seeking reasonable
solutions to such labor movements, the government chose to exercise
an even stronger control over union activities by revising the
Collective Industrial Relations Act and tried to undermine the
collective bargaining system through the Labor-Management Council
system. But labor disputes began expanding in scale around this time
as workers in the larger enterprises became involved in the labor
movement and peer workers within the same regions supported one
another with sympathy strikes. Labor issues were now more than an
internal problem of the labor sector but were becoming a political
issue. Such trends, combined with the accumulated discontentment of
the working class and the labor movement of the opposing political
parties, were to become one of the many complex driving factors of
an even greater labor movement phase yet to come.
As such, the Korean economy went through a brilliant economic
growth phase starting in 1963 in accordance to the Korean
development model characterized by state-driven industrialization
policies and an authoritative political regime. However, when the
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working class, which had been so steadfastly supporting this growth,
started demanding its rightful dues in terms of wages and
democratization, the government chose to shut out the resistance
rather than to seek a fundamental resolution. As a result, the inherent
contradicting factors of the growth model reached its limit. The
Democratic Uprising of June 1987 and the ensuing journey towards
democratization healed the wounds of the growth years and brought
significant changes to the authoritative political system. Moreover, the
Uprising helped the labor movement separate itself from the
democratization movement and start down in its own course. Now,
then, how have the government’s labor policies changed as the state
searched for a new development model to replace the old growth
strategies in the wake of the labor movement boom that followed
1987?

2. The Characteristics of Industrial Relations after 1987
The Great Worker Struggle that took place in July and August of
1987 was an occasion for the nation to acknowledge the limitations of
the growth model that had been driving Korea’s industrialization
since the 1960s and to seek a new development strategy for the future.
Through the struggle, the working class succeeded in attaining the
basic labor rights, improvements in distribution, better treatment, and
a proper social status. However, such results threatened the very
foundation of the conventional high-growth strategy and forced a
change in the course of the economic growth policy. The Great
Worker Struggle was also a turning point needed in changing the
employer-centered workplace order to a more democratic and
modern order. It was also a stimulus that set off the dynamic
transformation of an unequal, subordinate labor-management
relationship to one in which both parties are fair partners with one
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another.
But the fruit of the Great Struggle, including a new workplace
order, wage hikes that exceed productivity growth, the 1989 reduction
of statutory working hours, and the expansion of holidays increased
the burden on both the management and the economy. The surge in
unit labor cost considerably undermined the price competitiveness of
the labor-intensive industries that had been driving Korea’s economic
growth. Such economic uncertainties that started in and around 1990
resulted from the lax response of the state and management to the
various problems raised by labor up to that point. Instead of
acknowledging the labor sector, as a partner in overcoming the
economic crisis, the government exercised stronger control over
industrial relations in chaebol enterprises and reinforced government
intervention in illegal, violent activism and third party intervention.
But considering the characteristics of labor relations at the time, and
the fact that the labor movement was no longer a negligible entity,
such policy choices were not appropriate both for the present and the
future.
As time passed, large-enterprise unions became stronger and more
systematically organized, and labor disputes grew in scale.
Considering the significant amount of influence the labor movement
started having on the national economy, the government had no
choice but to accept trade unions as its partner for dialogue, and
embarked on an effort to reach social accord amongst the major
social entities, namely labor, management, and the government. The
‘National Economic and Social Council’ that took off in April 1990,
comprising labor, management, and public interest groups, was the
first in a line of industrial relations models developed and launched
by the government. The ‘National Economic and Social Council’ was
followed by the ‘Presidential Commission on Industrial Relations
Reform’ in May 1996 and the ‘Tripartite Commission’ in February
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1998. Through such models, the government worked to revise
Korea’s industrial relations laws to meet international standards and
to improve both labor practices and awareness. In the following
sections, the evolution of Korea’s industrial relations policies will be
examined in three phases; i) the 6th Republic (Roh Tae-Woo
administration), ii) the Civilian Government, and iii) the People’s
Government.

3. Industrial Relations Policies of the 6th Republic
(1988~1992)
The 6 · 29 Declaration of 1987 was an achievement of the
democratization movement that had continued through the
industrialization period, and was an occasion that opened a new
chapter in the history of Korea as the political, economical, social,
and cultural issues that had accumulated during the growth phase
erupted simultaneously in the quest for true democracy. In particular,
labor problems surfaced with notable force in the form of nationwide
protests. However, management’s attitude and the capability of
enterprises were not up to addressing such a situation, and moreover,
labor policies including the regulations, practices, and institutions
governing industrial relations were outside the reality. Thus, neither
management nor government could respond efficiently to the
uprising and permitted a period of confusion throughout the nation.
Also, other problems such as labor-labor disputes between the
existing trade unions and the newer democratic unions, distrust for
the employer and lack of proper negotiation skills, representation gap
of trade unions, and the lack of guiding philosophies within unions
surfaced all at once. In light of the situation, the government had no
choice but to acknowledge the limitations of the growth model
employed so far and seek a new order for industrial relations.
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The industrial relations of this period have a few noteworthy
characteristics. First, this was a transitional phase between the
industrialization period and the IT era. Though there were a fair share
of problems in this period, a new growth strategy was sought after as
the authoritative and heteronymous industrial relations were cleared
off to be replaced by a democratic and autonomous relationship.
Second, the expansion of the labor movement and better
organization of union activities laid the foundation for a new type of
industrial relations in which labor and management were on equal
footing. Third, the trial and error in labor-management negotiations
caused by the lack of experience and skills, and the efforts that went
into solving these problems accumulated as valuable knowledge that
could enable Korean industrial relations to advance a step further.
3.1 Limitations of the Growth Strategy and the Search for a
New Labor-Management Order
The 6th Republic that came to power after the 6 · 29 Declaration,
unlike its predecessors, refrained from direct intervention in industrial
relations. Instead, it encouraged an autonomous resolution of labor
disputes and minimized its intervention in individual protests. On
November 28 1987, the administration revised labor-related laws to
grant a significant level of freedom in unionization and in trade union
activities. This particular revision was both comprehensive and
inclusive as it accommodated draft proposals from the ruling and
opposition parties as well as the labor sector and the business circle.
The requirements for forming a union, and the form of unions were
left to the decision of the working class, and the overall unionization
process was simplified. The revision also granted the independence of
trade unions, simplified the delegation process for collective
bargaining, recognized the union shop system, reduced the freezing
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period, transferred the mediation & arbitration functions from the
administrative government office to the Labor Relations Commission,
introduced the Voluntary Mediation System, narrowed the scope of
public services, and scaled down the range of enterprises prohibited
from labor protests, effectively paving the road to a more active labor
movement.
The 1987 revision of labor laws and the experience from
nationwide labor disputes provided labor, management, and
government with a chance of self-reflection and self-development
needed to better respond to a similar occasion in the future. Such
efforts contributed towards upgrading Korean industrial relations to a
more advanced stage. Instead of using its usual policy of direct
intervention, the government played the role of arbitrator and
encouraged labor and management to seek resolutions between
themselves. Management started paying more attention to personnel
and labor management which they had neglected in the past and
managed to discard its dependence on the government. Laborers saw
a significant growth in their rights and started demanding their
rightful share of distribution in addition to their democratic unions
and active unionization efforts. The unionization rate surged as
Table 6-1 Unionization Rate following the 6 ·29 Declaration
Number of Unit
Unions
1986
1987
1988
1989
1990
1991
1992

2,675
4,103
6,164
7,883
7,698
7,656
7,527

Number of
Unionists
(Thousand)
1,036
1,267
1,707
1,932
1,887
1,803
1,735

Unionization Rate
(%)
16.8
18.5
19.5
19.8
18.4
17.2
16.4

Source: Ministry of Labor, Trade Union Organization Status, each annual edition

workers were now free from various legal restrictions and
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management interference that had so far obstructed them from
organizing and opening up a new phase in the labor movement.
In terms of unionization, the larger the enterprise is, the higher the
rates are, and these large-enterprise unions tend to lead the labor
movement and its struggles. Labor solidarity also contributed towards
a more cohesive movement as unions formed alliances by region,
industry-type, or groups. The white-collar labor movement also began
to stir as unionization spread to the financial sector, hospitals,
research centers, schools and to clerical and administrative workers.
The point of contention in labor disputes also moved on from the
guarantee of basic livelihood to those that had to do with enhancing
the social status of the working class in areas such as better treatment,
unreasonable responses to union activities, and improvement of
institutions governing industrial relations and diversifying over time.
3.2 Signs of Economic Difficulties and the Intervention in
Labor Disputes
Labor disputes were extremely frequent especially during the two
months following the 6 · 29 Declaration, and the total number of
disputes recorded in 1987 was an unprecedented 3,748. The number
declined steadily to 1,873 incidents in 1988, 1,616 in 1989, 322 in
1990, and 234 in 1991, but still remained quite strong in both
numbers and scale compared to the past. The labor disputes during
this period were extremely confrontational, and most of the labor
protests staged in 1987, in particular were illegal actions that totally
disregarded then the current law. Larger workplaces tended to have
more disputes than their smaller counterparts, and no industry or
sector was immune to such confrontations. And as the maledominated heavy industries were the chief locus of labor activity at
this time, union activity tended to be a lot more militant than in the
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female-dominated light industry years of the past.
Such advances in the labor movement contributed towards the
change in the basic order of industrial relations but also increased the
rate of labor distribution as high wage increase rates persisted.
Corporate earnings in the manufacturing sector were falling rapidly in
and around 1989, but the ratio of compensation of employees to
national income was rising just as fast. Also productivity growth was
not keeping pace with the increase in labor costs. The current account
surplus induced by the ‘3-low’ economic boom caused the
appreciation of the Korean currency, KRW, which, together with the
increase in labor cost, drove down the price competitiveness of
Korean-made products. When the three-year long economic
prosperity that continued from 1986 halted abruptly and the current
account balances started showing red again, an alarm started to arouse
the nation. The strategic driving forces that had sustained the Korean
economy were reevaluated, and the search for new drivers began.
However, the results were not much different from the past as more
emphasis was put on regaining price competitiveness by stabilizing
wage levels than on forming a new labor relations paradigm based on
cooperation and partnership.
Though the government made notable efforts to establish a new
order in labor relations through labor law revisions and the
introduction of the principle of autonomous resolution for labor
disputes after the 6 · 29 Declaration, the fear of an economic crisis
brought on by the end of the ‘3-low’ prosperity in 1989 and the
increasing solidarity in the labor sector, as was demonstrated by the
launch of the National Conference of Workers (NCW) in January
1990, brought the old keynote back into play. Once again, the state
began to exercise strict restrictions against illegal protests, upheld the
no-labor-no-pay principle, and activated its right to investigate labor
operations. Surprisingly, the government approved the reduction of
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statutory working hours from 48 hours per week to 44 hours during
the Labor Standards Act revision in March 1989. However, the
assembly-approved revisions of the Trade Unions Act and the Labor
Dispute Adjustment Act to grant civil servants of level 6 and below
their right to organize and the right to bargaining were nullified when
the President vetoed the bill, leaving the matter to be addressed again
by future labor movements.
3.3 Wage Stabilization Policies and the Drive for the Total
Wage System
At this time, the Roh Tae-Woo administration was acutely feeling
the limitations of a minority government, and was also burdened by
the responsibility of bringing the faltering economy back on its feet.
The Korean economy was plagued by high wage hikes, decreased
return on capital investment, rapid increases in exchange rates, and
external pressure seeking to open up the local market. One option the
government considered in order to stop the skyrocketing wage level
was the ‘National Wage Council’ system used by Singapore.
According to the system, a social accord body is set up to discuss the
socially acceptable range of wage increases amongst government,
labor and management. But the Federation of Korea Trade Unions
(FKTU) was reluctant to take part in a government-led income policy
discussion. Thus, the body did not materialize, but the effort was still
meaningful as it was the first attempt to achieve a social consensus.
Instead, the ‘National Economic and Social Council (NESC)’ was
launched in April 1990 at the FKTU’s proposal, comprising labor,
management, and public interest groups to discuss issues regarding
the economy and the government’s social and economic policies. But
as the government was excluded from the Council and wages were
left off the agenda, the Council was inadequate to play the role of a

216

Labor in Korea, 1987~2002

practical social accord organization.
When its efforts to seek social consensus on wage stabilization
proved futile, the government promoted a wage guideline policy.
Wage increase rates were determined by the government and applied
to public enterprises, gradually expanding to large-scale private
enterprises. Due to such wage stabilization measures undertaken by
the government, the pace of wage growth gradually came down to
18.8% in 1990, 17.5% in 1991, and 15.2% in 1992, but the speed was
slow compared to the intensity of the policy promoted.
In 1992, the ‘Total Wage System’ was introduced for a
fundamental improvement of the wage system in the face of
increasing wage differences between large and small enterprises and
aggravation of the wage structure caused by the imbalance of basic
wages and the various types of allowances. This system intended to
set an upper cap on wage increase based on the total labor cost in
public enterprises, private enterprises of a certain size, and market
dominating businesses. Wage levels were to be restricted within the
determined range and wage increases were to be granted mainly on
basic wages. Though it was quite an exceptional system, it was
Table 6-2 Wage and Productivity Growth Rates

Agreed Wage Growth
Rate
Nominal Wage Growth
Rate
Labor Productivity
Growth

1988

1989

1990

1991

1992

13.5

17.5

9.0

10.5

6.5

15.5

21.1

18.8

17.5

15.2

14.7

7.4

15.2

17.0

11.3

Source: Korea Labor Institute, KLI Labor Statistics, 1996.
Notes: 1) The basis for Agreed Wage Growth Rate was normal wages until 1991 and
total wages in 1992.
2) Labor Productivity Growth is the per capita ordinary GDP growth rate for
workers in all non-agricultural industries.

strongly resisted by the labor sector and soon became a major target
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of the labor movement. The system was abolished soon after the
inauguration of the Civilian Government in 1993.
3.4 The Drive for Social Accord and Discussion on Labor
Law Revisions
As enterprise-unionism had been the norm in Korean industrial
relations for such a long time, the role and prestige of a national-level
labor-management group was relatively weak as was in the case of a
centralized tripartite collaboration system. The vitalization of the
labor movement after the 6 · 29 Declaration and the emergence of
large-enterprise unions led to exhaustive labor-management
confrontations that had significant influence on the national economy.
Alarms began to ring as it was quite evident that the ever-weakening
Korean economy had a slim chance of recovery amidst such
confrontations. In 1989, the need for a social accord system like the
one in Australia was proposed, and the specific details of its
implementation were explored. The government tried to form a
tripartite social accord body like the ‘National Wage Council’ but
failed, and the attempt for the ‘Central Labor Management Council
(the council stipulated in the Labor Management Act)’ in 1989 and
1990 also failed to bear fruit. The NESC was launched in April 1990,
but this organization was not up to playing the role required, either.
In order to set the mood for social accord, the government hosted
the ‘Tripartite Discussion for the Formation of a Social Accord’,
presided by the President, in March 1991 and February 1992. In the
wake of such efforts, the NESC adopted the ‘Labor-Management
Joint Declaration for a Mature Industrial Society’ and took the first
step towards the formation of the social accord.
In addition to the effort made for the social accord, another
meaningful contribution of the 6th Republic was the discussion for
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labor law revisions. The reason the administration embarked on the
journey for labor law revisions was twofold. First, the government
recognized that a comprehensive overhaul of labor-related laws was
in order for industrial relations and the national economy to advance.
It was aware that the existing institutions for industrial relations were
painfully inadequate to promote sound labor relations. Second, the
‘Joint Committee of Korean Workers for Ratification of Basic
ILO Convention and Labor Law Revisions’ that the KTUC and the
industry-type conference launched after Korea joined the ILO in
December 1991 was a burden of sorts for the government. In April
1992, the administration kicked off the ‘Labor Law Study Committee’
comprising labor, management and public interest groups as an
advisory body for the Labor Minister and started providing the
necessary support. Considering that all former revisions of the
labor-related law were led by the state, the commitment to include
labor and management in the process and to seek social accord
through open discussion was indeed a huge step forward for the
government.
The ‘Labor Law Study Committee’ produced revision drafts
through numerous discussions, but the government, nearing the end
of its tenure and definitely not helped by turbulent industrial relations
of the moment, was not up to arranging public discussion on the
matter. Thus, the revision of the Labor-related Law was postponed,
and this huge challenge had to be passed on to the succeeding
Civilian Government. But the revision drafts prepared by the
Committee served as a valuable foundation for the labor law revision
efforts the Civilian Government pursued through the ‘Presidential
Commission on Industrial Relations Reform’ later on.

Industrial Relations Policies(Kim, Won-Bae)

219

4. Industrial Relations of the Civilian Government
(1993~1997)
As Korea was welcoming the new Kim Young-Sam administration
to office in 1993, the global economy was undergoing a restructuring
process of its own as it broke away from the old industrial paradigm
of the past ten years in a search for a new growth engine. The
technological innovation in the information and telecommunication
sector laid the foundation for a more active and efficient operation of
international business and highlighted the importance of global
expansion. The globalization of business activities not only removed
all national borders to open an era of unlimited competition but also
called for a new order among businesses and nations. The GATT era
ended with the conclusion of the Uruguay Round and the official
launching of the WTO in Marrakesh, Morocco in April 1994, and a
new world trade order was established. The new WTO regime
expanded the market for enterprises on a global scale and intensified
international competition as it moved on towards borderless
competition. In short, the era of ‘globalization’ had begun.
As the Civilian Government led by President Kim Young-Sam
came to power, the rapid economic growth that had continued since
the 1980s was slowing rather abruptly, and Korea was faced with the
challenge of globalization even before it had a chance to reorganize
its industrial structure. That put Korea in a bad spot since its industry
was lacking an effective growth engine, considering that price
competitiveness was no longer the driving force as it used to be. Thus,
the critical minds started pointing out in a more aggressive tone that
wage hikes should not be allowed to undermine the nation’s
competitiveness any longer. A national consensus was formed on the
keynote that strong national competitiveness was the only key to
survival against the great waves of globalization, democratization, and
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open door policies sweeping across the world. Against this backdrop,
wage stabilization and sound industrial relations became more
pressing than ever. Such environmental conditions and heightened
public awareness on the subject matter also had a considerable effect
on industrial relations and the course taken by the labor movement.
Well aware that a fundamental resolution of issues plaguing industrial
relations were the ultimate prerequisites for economic growth and
social stability, the Civilian Government promoted innovative
industrial relations policies such as wage negotiations based on social
accord, comprehensive reform of the industrial relations system, and
promoting peace and harmony in industrial relations.
4.1 Wage Agreement According to Neo-corporatism
As soon as it assumed office, the Kim Young-Sam administration
immediately pursued emergency economic measures such as the
‘100-Day Campaign for the New Economy’. It also tried to establish
a new relationship with the labor sector by refraining from direct
intervention and promising the reinstatement of the dismissed
workers. Another area in which the government had to seek change
was the wage management policy. High wage increase rates persisted
despite the fact that the wage guideline policy had been in effect for
the past three years. In 1992, the labor sector demanded the abolition
of the Total Wage System. Unable to maintain the policy further, the
government gave up its wage guideline policy in January 1993 with
enthusiastic support of the five key business organizations. Officially,
the government proclaimed a non-intervention policy for wage
negotiations but had quite a bit of activity going on behind the curtain
for the sake of the centralized wage agreement between the FKTU
and the Korea Employers Federation (KEF). As the democratic labor
camp was not yet equipped with a national network, the government
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tried hard to induce FKTU participation in this wage negotiation
process. Such mediation effort bore fruit when labor and the KEF
reached an agreement in their wage negotiations on April 1, 1993.
The agreement stipulated a range of 4.7~8.9% for wage increases and
was quite an impressive feat at the time. A similar wage agreement
was reached again at the end of March 1994. And though the wage
agreement between labor and the KEF was not binding in the
enterprise-level union structure of this time, the government did what
it could to enhance the practical efficacy of the deal by using it as a
tacit guideline for individual enterprise-level negotiations.
Unfortunately, the labor and management representatives that
participated in this agreement process did not have strong leadership
over their affiliates and the affiliated unions balked strongly against
the concluded deal. Moreover, the 1993 wage agreement was signed
without a democratic opinion-gathering process even within the
FKTU, so it was quite inevitable that support was not forthcoming
from its members. The FKTU found itself under fire from the
democratic labor camp as well for the two wage agreements, and
suffered the loss of its member unions who then joined the opposing
camp. But despite these limitations, the two agreements between
labor and the KEF are laudable in the sense that they were the
product of labor-management negotiations rather than a unilateral
guideline imposed by the government. The previous wage guideline
policy of the state was heavily criticized despite its wage-stabilizing
effect because it was direct government involvement in the labor
market and its wage determining mechanisms. In contrast, the
1993~1994 wage agreements are meaningful as they were an attempt
at autonomous market regulation through labor-management
agreement on the basis of the neo-corporatism model, and
contributed toward the establishment of a new tripartite agreement
system involving labor, management, and the government.
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But despite such positive significance harbored by this
labor-management agreement based-, self-regulatory methodology,
the two wage agreements had some inherent limitations. One was the
fact that the democratic labor camp was left out of the discussion.
This shortcoming undermined the effectiveness of the agreements
and also put the FKTU in a fix both internally and externally. Unable
to withstand further damage to its organization, the FKTU refused to
participate in the 1995 discussion, bringing an end to this negotiation
approach. As an alternative, the ‘Wage Committee’ composed of
scholars specializing in labor issues was formed in 1995 to make
wage-increase recommendations based on the national labor productivity
model. The government adopted these recommendations and recommended
their use as a guideline in enterprise-level wage negotiations. The
wage increase range recommended by the ‘Wage Committee’ was
5.6~8.6% in 1995 and 5.1~8.1% in 1996.
Table 6-3 Wage Policies and Wage Growth Rate
Labor · KEF
Agreement

Wage Guideline

1993

Wage Committee

1990

1991

1992

1994

1995

1996

Recommended
Increase Rate

-

-

5.0

Agreed
Increase Rate

9.0

10.5

6.5

5.2

7.2

7.7

7.8

Nominal
Growth Rate

18.8

17.5

15.2

12.2

12.7

11.2

11.9

4.7~8.9 5.0~8.7 5.6~8.6 5.1~8.1

Source: Ministry of Labor, Report on Monthly Labor Survey, Wage Agreement Report, each
annual issue.
Notes: 1) Recommended Increase Rate: 1990~1992 - government-proposed wage
guideline, 1993~1994 - increase rate agreed between labor and KEF,
1995~1996 – increase rate from the Wage Committee.
2) Total wages were used for 1992 and normal wages for other years.

4.2 Expansion of the Labor-Management Cooperation Mood
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As democracy gained a stronger footing in the society during the
1990s, illegal labor activities or unreasonable demands decreased
significantly as the labor movement had a moment of self-reflection
on the militant and ideological activism of the past. Ideology lost its
place in the labor movement in line with the fall of the Soviet Union
and the rest of the East-European communist regimes, and labor
practices were becoming more reasonable. The government
reinforced the foundation for sound industrial relations and worked
to foster mutual respect between labor and management. Dialogue
and compromise were encouraged over confrontations and illegal or
violent demonstrations were strictly dealt with according to the law,
discouraging unionist support and participation in such activities.
After guiding industrial relations on the correct path to stability
and cooperation, the government went about laying the foundation
for social accord as well as developing and implementing a
comprehensive plan to help sound industrial relations take firm root
in society. While trying to minimize government intervention in labor
issues, special efforts were made to expand a new industrial culture
based on ‘autonomy and accountability’ and ‘participation and
cooperation’ that would encourage labor and management to be
jointly responsible for solving their mutual problems. And the
government tried its best to function as a fair and neutral mediator
for the process. It also co-hosted campaigns promoting labormanagement cooperation with the media and held various events to
enhance the mood. These efforts were paid back with the first-ever
wage agreement without bargaining in Dongkuk Steel on February 15
1994. Riding the momentum, the ‘Joint Declaration on Industrial
Peace and Harmony’ was made by labor and the KEF. The
reconciliatory mood spread nationwide, and numerous declarations
Table 6-4 Events and Declarations for Labor-Management Harmony and
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Cooperation
1995

1996

1997

Declarations for
Labor-Management
Cooperation

2,811 times
2,023 times
No. of Participants: No. of Participants:
460,943
702,324

289 times
No. of Participants:
272,094

Events for
Labor-Management
Harmony

121 times
39 times
No. of Participants: No. of Participants:
136,000
37,164

23 times
No. of Participants:
8,086

Source: Ministry of Labor.

and events pledging labor-management cooperation were held at the
regional, industry-type, and industry levels.
The government developed and supplied various programs to help
the cooperative mood become an inherent part of the industrial
sector, and provided incentives and rewards to companies with
exemplary labor-management relationships. The「Industrial Peace
Award」has been awarded to such businesses starting in 1993, and
the「Labor Cooperation Award」starting in 1995. The support
program was reinforced with tax breaks and special treatments in
financial transactions from 1996 onwards. The Labor-Management
Council was recognized as an effective channel of discussion that
serves the mutual benefit of both labor and management and the
government encouraged the installment of the Council by expanding
the scope from businesses with 50 or more employees to businesses
with 30 or more employees. The new trend in the labor movement
since the mid 1990s includes declarations for a strike-free workplace,
early settlement of wage negotiations, and compliance of industrial
relations guidelines as new labor practices and a reconciliatory mood
spread across the nation. Labor protests were a lot more moderate
than before, and many specific programs were implemented during
this period to promote cooperative industrial relations. But such a
collaborative mood was limited to the FKTU affiliated workplaces as
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the democratic labor camp chose to turn away from the effort in the
name of distinctness. Thus, a fundamental qualitative improvement
of industrial relations was quite out of reach despite the general
cooperative atmosphere.
4.3 Industrial Relations Reforms
4.3.1 Background of the reform

By 1996, Korea had become the world’s 11th largest economy and
the 12th largest in terms of trade. OECD membership was also just
around the corner. But in contrast to the rosy pictures painted by
social and economic indices, the realities of Korea’s industrial
relations were not in any way festive. Inflexible labor laws,
antagonistic labor-management relations characterized by militant
protests and disputes, selfish labor movements blinded by short-term
interests of the minority, and an authoritative and exclusive
management culture were only part of the problems plaguing the
nation’s labor-management relations.
Though a sense of labor-management camaraderie was slowly
budding after paying a heavy price in 1997, the confrontational
alignment between the two parties persisted. The number of disputes
had gone down, but the extensive protests staged annually at
large-scale enterprises caused significant loss in production and were
extremely costly.
The mutual distrust built up over the antagonistic years was one of
the many factors fueling the continued conflicts. Though both sides
were well aware that such a relationship was not a viable for either of
them in the face of intensifying global competition, neither was
willing or able to cut open the path to change. A practical amendment
of the labor-related laws was also a requisite. The relevant law was
amended on several occasions in the past, but due to political
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interferences from interest groups, they had merely been stop-gap
measures. Thus, international labor organizations such as the ILO
were also calling for an appropriate change and it acted as a huge
burden on the government, particularly as it was pending OECD
affiliation in 1996. Of course, the revision of relevant laws had
continued to be a topic of discussion over the years, but the actual
revision had always ended in failure due to the acute conflicts of
interests between labor and management.
Deciding that the reform of industrial relations could not be put
off any longer, the government embarked on its journey with the
President’s announcement of the ‘Plans for New Industrial Relations’
in April 24 1996. The reform was meaningful in the sense that it was
a national development strategy that intended to enhance Korea’s
national competitiveness and the quality of living of the working class
in the face of the globalization and digitization era. It was the
government’s ultimate means to push Korea into the ranks of the
advanced nations of the 21st century.
4.3.2 President’s ‘plan for new industrial relations’

On April 24, 1990, President Kim Young-Sam announced his plan
for new industrial relations with the title “Building a World Class
Nation of the 21st Century through New Industrial Relations” and
proposed five essential principles.
The first was the principle of “Maximum of the public good” that
stipulates the need for a productive welfare community in which
maximum productivity, corporate development, and better welfare
for the working classes are guaranteed.
The second is the principle of “Participation and Cooperation”
that states that enterprises should promote participatory management
and that workers should strive for better quality and technological
advances which are the keys to a better business future
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The third is the principle of “Labor-Management Autonomy and
Accountability.” Both labor and management should respect one
another as responsible partners and work to solve problems
autonomously through dialogue and compromise.
The fourth is the principle of ‘Respect for Human Rights and the
Importance of Education’ which stresses the importance of
investment in human resources and better quality of life for workers.
The fifth is the principle of ‘Globalization of Institutions and
Awareness’ which states that labor laws and institutions, as well as
labor practices and awareness should be improved to meet
international levels.
These five principles and plans proposed by the President were to
serve as the philosophical foundation for the industrial relations
reform to come. The reform aims for a general renovation of all
sectors of industrial relations including laws and institutions,
manufacturing organizations and methodology, labor culture such as
awareness and practices, and labor administration.
4.3.3 Presidential commission on industrial relations reform

Following the announcement of the President’s ‘Plans for New
Industrial Relations’, the Presidential Commission on Industrial
Relations Reform (PCIRR) was launched on May 9, 1996. The
PCIRR’ 30 members were five representatives from labor and
management, respectively, and ten representatives from the academia
and public interest groups, respectively. The five labor representatives
comprised three FKTU members and two KCTU members, and the
KCTU (Korean Confederation of Trade Unions) was officially
acknowledged as a national center of workers for the first time on
this occasion. And by doing so, the PCIRR was also able to
emphasize its representation and demand recognition as a complete
industrial relations committee.
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The PCIRR divided its reform activities into three stages which
were Laying the Groundwork for the Reform → Institutional Reform
→ Settlement.
The first stage started on May 9, 1996 and ended at the end of June
the same year. This was when the Commission laid the groundwork
for the industrial relations reform. The Commission worked to form
a national consensus on the reform activities and identified the issue
of labor relations that needed to be addressed in the course of the
reform.
The second stage lasted from July 1996 until the end of December.
This was when the institutions governing industrial relations were put
on the operating table. Broad-ranging discussions and open hearings
were held with participants from all corners in order to prepare a
comprehensive reform plan for labor laws and institutions.
During this stage, on July 9, the PCIRR was able to draw up an
agreement on ‘Labor-Management Self-Reform Tasks and the Role
of the Government’ which was to serve as an action guide for labor
and management in the era of participation and cooperation. Then on
July 11, the PCIRR secured another agreement on ‘Basic Direction
for Improving Labor Laws and Institution’ as well as ‘Direction for
Industrial Relations Reforms’ that were to be the basis for
Labor-related Law revisions down the road.
The third stage kicked off in January 1997 and lasted for over a
year until February 1998. During this stage, the Commission worked
to firmly establish the new industrial relations culture through
national awareness campaigns and to correct any wrong in labor
practices and labor administration.
During the second stage of its activity, the PCIRR was able to
reach agreements on 107 items of the 148 on the agenda but was not
able to form a consensus on 41 key issues. At the end of the stage,
the results up to that point were adopted as a formal PCIRR proposal

Industrial Relations Policies(Kim, Won-Bae)

229

and submitted to the government. Though the Commission was not
able to reach an agreement on some important issues such as union
pluralism, the collective dismissal system, teachers’ right to organize,
and the employment of replacement workers during labor strikes,
what it did achieve within the short period of time was indeed
valuable, especially because an open, democratic procedure was used
unlike in the past. Developing a labor law revision proposal through
labor-management collaboration was indeed a landmark event in
Korea’s labor history.
4.3.4 Establishment of a new industrial relations institution

On November 13, 1996 the government launched the ‘Ministerial
Commission on Industrial Relations Reform’ (chaired by the Prime
Minister) comprising the 14 cabinet ministers and began drafting the
revision proposal for the Labor-related Law. The government
proposal passed through the Commission and was submitted to the
National Assembly on December 10. However, the political circle
was not very enthusiastic about revising the labor law as it was
reluctant to antagonize either labor or management. Forejudging that
support from the opposition parties was not forthcoming, the
government and the ruling party rushed the four revision bills of the
Labor-related Law through the Assembly at dawn on December 26.
But these revisions had been altered to suspend union pluralism for
three years and thus triggered a nationwide strike led by the KCTU.
The suspected reasons for this change are gloomy economic
prospects of the time and the appointment of a conservative official
to the government’s economic team.
Faced with strong criticism from both home and abroad on the
way the bills were handled at the Assembly, President Kim
Young-Sam held a meeting with the leaders of the political parties so
as to resume the labor law revision discussions at the Assembly. After
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another round of discussion for the amendment, the bill was finally
approved by the Assembly on March 10. With this, the historic
11-month journey that started with the President’s announcement of
the Plan for New Industrial Relations in April 1996 came to an end.
4.3.5 Phase 2 of the industrial relations reform

With the labor law revision taken care of, the PCIRR kicked off the
second phase of its operation in April 1997 for a comprehensive
Table 6-5 Milestones for the Amendment of Labor-related Laws
1996. 4. 24

The President announces the ‘Plan for New Industrial Relations’
The 'Presidential Commission on Industrial Relations Reform
5. 9
(PCIRR)' launched
5. 27 ~ 6. 5 National public hearings (Seoul, Gwangju, Busan)
Open discussions on the amendment of labor-related laws (6
7. 16 ~ 7. 31
times)
Subcommittee for the Amendment of Labor-related Laws
8. 13
formed
The KCTU declares that it will not be participating in the
10. 1
PCIRR
10. 25
The 1st ' PCIRR' Agreement passed
11. 4
The KCTU participates in the ' PCIRR '
The outline amendment of labor-related laws confirmed (The
11. 7
bill then transferred to the government)
'Ministerial Commission on Industrial Relations Reform
11. 11
(government)' formed
11. 12
'PCIRR' reports the results of its consultation to the President
Draft amendment of labor-related laws confirmed (MCIRR
12. 3
version)
Draft amendment of labor-related laws passes the MCIRR and
12. 10
submitted to the National Assembly
Draft amendment of labor-related laws passed during the
12. 26
extraordinary session of the National Assembly
Amendment of the labor-related laws re-confirmed during the
1997. 1. 21
summit talk with political leaders
Amendment of the labor-related laws passed at the National
3. 10
Assembly
3. 13
New Labor Law enacted

reform of all sectors of industrial relations. Three subcommittees
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were assigned to the industrial relations, workfare, and employment/
manpower sectors. Reform tasks for the second phase were identified
and reasonable schemes set up for each task.
The subcommittees drew up the ‘Labor-Management Standard for
Collective Bargaining’ on June 17 to propose the guidelines for a
productive and sound bargaining culture. The Education Plan for
Industrial Relations was adopted on July 15. The second phase was
supposed to end on February 1998 after rolling out the blue prints for
six tasks on September 9 and for five tasks on November 6. However,
the role of the PCIRR came to an end before its tenure as the drive
for reforms weakened near the end of the Kim Young-Sam
administration. Moreover, the succeeding Kim Dae-Jung government
had plans of its own to go after the great tripartite compromise to
overcome the economic crisis through the newly launched Tripartite
Commission.

5. Industrial Relations Policies of the People’s
Government (1998~2002)
The People’s Government, or the Kim Dae-Jung Administration,
came into office amidst the Asian financial crisis and started its tenure
with aggressive restructuring efforts to put the economy back on
track. The government was also challenged with the job of holding
the nation together in the aftermath of the unprecedented mass
layoffs carried out in the name of corporate restructuring. The
supervision of the IMF that demanded the compliance of various
reform programs in return for its bailout fund was also a limiting
factor for the young government’s policy development efforts. Faced
with such internal and external challenges, the People’s Government
had no choice but to channel all its efforts in overcoming the
economic crisis, struggling with immediate labor issues brought on by
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corporate restructuring rather than setting out on a more grandiose
future-oriented keynote.
The shocking collapse of the Hanbo Group in January 1997 was a
telling example of how deep and wide the economy was ailing. The
Kia bankruptcy soon followed, effectively shoving the nation into the
throes of an economic crisis. Thus, the very first thing the
government had to do after celebrating its triumphant entry into
Chong Wa Dae was to rescue the national economy from the abyss
and carry out the reform programs stipulated by the IMF. The main
goal of the reform was a resolute restructuring of the old system to
make room for a new, market-driven economic order. Though the
years following 1987 were not without its share of chances for
independent reforms, Korea had been too comfortable dwelling in its
past glory to come up with new growth strategies for its future.
Moreover, it was lacking in political capability and the proper driving
force to see such efforts through and ended up being subjected to
heteronomous reforms.
As soon as it stepped into office, the People’s Government
launched the ‘Tripartite Commission’ to search for a new growth
strategy based on social accord. It was able to show the blue prints
for the reform and lay the groundwork for its reign when the ‘Social
Accord for Overcoming the Economic Crisis’ was reached amongst
the tripartite members in February 1998. The institutionalization of
the Tripartite Commission and the social accord approach were both
the trademarks and the most important axes of the administration’s
labor policy. Its goal was to maximize the economy’s efficiency
through an open market-economy model and, at the same time, to
develop an institutional device such as the tripartite discussion system
to hold the market in check and achieve social integration. In short,
the government was after the simultaneous development of
democracy and the market economy.
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But the full-scale economic restructuring that started in the second
half of 1998 was the beginning of an immense suffering for the
nation’s working class. Mass unemployment and management
reforms intended to curtail labor cost were followed by intense
labor-management conflicts at individual workplaces. The labor
sector waged anti-restructuring protests at major worksites and
continued joining and leaving the Tripartite Commission, seriously
threatening the government’s labor policy as well as the
crisis-shooting efforts.
However, the labor sector’s anti-restructuring protests lacked
validity to earn public support. Rather, these protests turned public
sentiments against the labor sector for pushing its selfish interests
before those of the entire nation. With the Tripartite Commission at
the center of its efforts, the government continued to implement new
growth strategies to address social conflicts, overcome the economic
crisis, advance basic labor rights, expand new industrial relations
culture, and to strengthen the social safety net.
5.1 Overcoming the Economic Crisis through Social Accord
In order to pull through the crisis, the president-elect Kim
Dae-Jung held a talk with labor and management on December 26,
1997 to request their cooperation in forming a tripartite body to
discuss measures to drive national recovery. As a result, the Tripartite
Commission took off on January 15, 1998. The Commission,
consisting of a plenary committee, a drafting committee, and an
expert committee, sat down to discuss specific implementation plans
for the ten agenda items including corporate restructuring,
unemployment, basic labor rights, and higher flexibility for the labor
market. The Commission succeeded in reaching an agreement on a
total of 90 items by February 6. This was a watershed event as it laid
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the foundation for the structural reform of not just the labor market
but the entire economy and opened the door to new industrial
relations.
The social accord proposes the direction of the reform. Its main
contents are: i) introduction of the employment adjustment system
and establishment of the Labor Lease Act, ii) recognition of basic
labor rights including the teachers’ and civil servants’ right to organize,
and the right of the unemployed to join non-enterprise level unions,
iii) reinforcing the social security system through measures such as
setting up funds for job security and unemployment, consolidation of
the medical insurance corporations and expansion of insurance
coverage, and improvement of the national pension scheme,
iv) promotion of corporate transparency and restructuring by
improving corporate financial structures and increasing the
accountability of major shareholders and management, and v) pursing
government reform and encouraging the political circle to shoulder
the national burden together.
The government launched and established the second Tripartite
Commission as a permanent presidential advisory board and set the
following as its main goals: i) tripartite cooperative measures to
promote job stability and sound industrial relations, ii) plans to
address current economic crisis, iii) implementation plans for the
agreements reached by the Commission, and iv) consultations and
advice for the President. By setting up a device to keep track of the
progress in implementing the agreements, the government was
demonstrating its commitment to the social accord model. Some of
the key agenda items for the Tripartite Commission were: i) working
out countermeasures to deal with unemployment issues, enhancing
corporate transparency through participatory management and
employee stock ownership, ii) expanding the social security system
and improving the retirement pay scheme, iii) devising
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labor-management cooperation plans for public sector restructuring,
and iv) establishing democratic industrial relations by guaranteeing
basic labor rights.
The second Tripartite Commission tried its best to be true to its
role as an effective social mediator by gathering the opinion of labor
and management groups on the principles and vision for the financial
and public sector restructuring. Also, it contributed significantly to
the improvement of basic labor rights by driving the legalization of
the teachers’ union and lifting the prohibition on unions’ political
activities.
Though it was very meaningful to seek tripartite cooperation in
addressing labor issues, the Commission encountered hardships
because the labor sector had both high expectations and strong
distrust for the government’s labor policies. The KCTU
representatives reached provisional agreement on the Collective
Dismissal System and the Labor Lease System at the Commission on
February 6, but this social accord was rejected at the Confederation’s
8th extraordinary delegate meeting and the leader group was subjected
to a non-confidence vote. This shows not only how powerless the
KCTU leadership was against enterprise unionism at certain times but
also that the social accord approach had a very limited standing from
the very beginning.
The restructuring that began in earnest in the second half of 1998
caused a lot of suffering of the workforce as an unprecedented
number of workers were deprived of their means to earn a living.
Wages and welfare benefits were also slashed to cut costs.
Labor-management conflicts were unavoidable, and the social
standing of the Tripartite Commission was also threatened. On June
29, five banks were exited from the market, and privatization plans
for public enterprises were announced on July 3, signaling the
beginning of a full-scale restructuring. Trade unions of major
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enterprises such as Hyundai Motors, Mando, and the Mint
Corporation waged protests against the restructuring. On October 24,
the KCTU broke away from the Tripartite Commission, accusing the
Commission of playing proxy to the government’s unilateral
restructuring campaign without bothering to implement any of the
agreements reached in the Commission. Like the KCTU, the FKTU
also repeatedly joined or left the Commission. Such duplicity in the
behavior of the two national centers was perhaps due to the fact that
labor groups, being what they are, had no choice but to oppose
neo-liberalistic restructuring efforts though they knew at heart that an
overhaul of the laws and institutions was needed for the advance of
the labor rights.
Accepting labor’s call to enhance the standing of the Tripartite
Commission and to improve its operation, the government
established the ‘Act on the Establishment and Operation of the
Tripartite Commission’ on May 24, 1990 and streamlined the
composition and operation of its subcommittees and special
committees. However, the KCTU continued to refuse participating
and thus, the representation of the Tripartite Commission was put to
question. Also, conflicts arose within the Commission because the
emphasis on consultation and mutual consent caused considerable
delay in decision-making as its members attempted to reach
agreement on even very detailed matters. As such, the operation of
the Commission met hurdle after hurdle and seriously undermined
the significance and role played by the Commission.
5.2 Autonomous Labor-Management Wage Bargaining
Even though the wage-stabilizing policy of the former
administration was effective to a certain degree, it was criticized for
weakening the wage-level determining function of the labor market

Industrial Relations Policies(Kim, Won-Bae)

237

and for interfering with the autonomous wage negotiation between
labor and management. Thus, the People’s Government decided
from the very beginning that it would be best to minimize
government intervention in wages and to allow labor and
management to address the issue on their own through autonomous
consultation. This decision became the keynote of the government’s
wage policy. The government actively encouraged productive
labor-management negotiations through which wages and
employment could be cross-linked to achieve both wage stabilization
and employment security at the same time. Improving labor and
management competitiveness over the long term by developing
worker capabilities, reducing working hours, and achieving workplace
reform were also part of the goal.
To this end, employers were advised to make efforts to minimize
dismissals by reducing working hours and job sharing. Also,
management was advised to reinforce trust between labor and
management through higher management transparency based on
corporate information disclosure, to improve the distribution of
earnings, and to support worker capability development. The
government also published and distributed a booklet on productive
negotiation guidelines as well as statistical data on wages to support
the wage bargaining process. Such efforts were based on the premise
that though the possibility of wage disputes was low in the face of
decreased employment opportunities, any confrontation related to
employment adjustments would threaten industrial relations in the
wake of the ongoing restructuring.
The government also strongly encouraged the adoption of a
flexible wage system. The goal was to simplify the wage structure by
consolidating the vast array of allowances that constitute a significant
portion of wages and by increasing the share of basic wages.
Businesses that had to cut or freeze wages due to managerial reasons
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were recommended to seek flexibility as well as worker motivation by
installing a profit-sharing system through which workers will be able
receive bonuses when business performance improves. Since the
widening wage gap between businesses of different scale was
suspected to aggravate social conflicts, the government persuaded
large enterprises to refrain from rapid wage hikes and rather
concentrate on employment security, welfare and workers’ skill and
capability development. To provide practical support for businesses
in their wage-related endeavors, the government also published the
Case Studies on Wage System Improvement. Amidst such government
policies and the national drive for economic recovery, wage
negotiations underwent some changes for the sake of employment
security to what could be described as concessionary bargaining. This
new negotiation mood resulted in a wage freeze in 65.5% of the
enterprises in 1998; 19.0% actually had worker agreement to cut
wages. As a result, the nominal wage growth rate of that year across
all industries was a record low -2.5%.
According to the statistics from the Bank of Korea, the labor cost
of the manufacturing sector in relation to revenue was 12.0% in the
first half of 1997 but decreased to 9.4% by the first half of 1998. The
hourly wage of the same sector had also decreased from 6.7 USD in
1997 to 4.3 USD by 1998, which was even lower than that of Taiwan.
But the economy started to pick up from the second half of 1999,
and so did the nominal wage growth rate as businesses made up for
their employee’s past sacrifices with compensatory wage increases and
merit-based bonuses. This particular period is also marked by changes
in the wage system from rigid seniority-based structures in the past to
performance-based systems such as the annual salary system or
profit-sharing system. Though the attempts were part of the
‘management reform strategy’ on the business side to raise corporate
competitiveness, labor sectors balked saying that the new wage
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system would increase labor intensity.
5.3 Advances in Basic Labor Rights
5.3.1 Reinforcement of industrial alliances

For the past several decades, enterprise unionism has been the
basic form of trade unionism in Korea. Prior to the labor law revision
in 1987, the law had also encouraged enterprise-level unions since
trade unions were to be formed at the level of individual enterprise or
workplace that qualified to establish working conditions. And since
delegation for collective bargaining was only permitted when the
appropriate approval was obtained from the administrative authority,
labor negotiations were also limited to the enterprise level. But the
labor sector realized the need for industrial unions during the 1996
and 1997 general strike on labor law revision and started to pursue
the conversion to industrial unions to increase bargaining power and
for a more systematic organization of trade unions. In February 1998,
the Korean Federation of Hospitals Unions changed its name to
Korean Health and Medical Workers Union and became the first
federation of enterprise-level unions to transform itself into an
industrial union. The Korean Federation of Financial Labor Unions,
Korea Taxi Transport Workers Union, Korea Metal Worker’s
Federation, and the National Union of Media Workers soon followed
suit, reflecting the conversion trend.
5.3.2 The teachers’ right to organize

The fact that Korean teachers were denied the right to organize
was a point of contention both inside and outside of the country,
triggering seven policy recommendations from the ILO alone.
Granting the teachers their right according to international labor
standards was promised by the government as the nation joined the
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OECD, but issues were raised on this subject on five additional
occasions. Finally, in October 1998, the second Tripartite
Commission agreed to approve teachers’ unions. And the
government promulgated the Act on the Establishment and
Operation of Trade Unions for Teachers on January 1, 1999 that
guaranteed the basic labor rights of teachers and teaching staff
though there were certain restrictions on its demonstrations, political
activities, and unions and bargaining at the individual school-level,
and mandated consultations with parents of students and public
consensus in the collective bargaining process so as to protect the
citizens’ right to education. This Act was enacted on July 1, 1999, and
the ten-year long conflict regarding the legalization of teachers’
unions came to an end with the official launching of the Korea
Teachers & Educational Workers’ Union and the Korean Union of
Teaching and Educational Workers. As teachers’ unions could now
function as the official communication channel between teachers and
the government, various issues of the teaching circle could be
effectively discussed within the framework of collective bargaining.
5.3.3 Legalization of the KCTU

Since its establishment on November 11, 1995, the KCTU
operated as a non-statutory organization and grew into an umbrella
union with a nation-wide presence. The KCTU had applied for legal
approval on four separate occasions but was repeatedly turned down
due to the inadequate qualification of its executives and for having
non-statutory organizations in its membership. But deciding that the
enlarged size and influence of the KCTU made it difficult to delay its
legalization any longer, the government issued the necessary
permission on its fifth application. Thus, the biggest outstanding task
in the history of the labor movement was resolved, opening the path
for the KCTU to contribute to the advance of the labor movement
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and the working class by competition with the FKTU in good faith.
5.4 The New Labor-Management Culture
The Korean government has been continuing its efforts to
promote sound industrial relations on the basis of social accord by
launching the ‘Presidential Commission on Industrial Relations
Reform (PCIRR)’ and the ‘Tripartite Commission’. In particular, the
second phase-PCIRR that took off after the labor law revision in
March, 1997, had attempted to eradicate the conflict-ridden industrial
bargaining practices and authoritative control over workers. However,
it was not able to succeed as the administration, in its lame-duck stage
lacked both the initiative and the power to see the effort through.
Acknowledging that a reform of the practices and awareness was
paramount for Korean industrial relations to advance further, the
succeeding
People’s
Government
presented
the
New
Labor-Management Culture as its major policy goal in the
congratulatory speech for the Korean Independence Day delivered
on August 15, 1998. The goal of the New Labor-Management
Culture project was to make the old awareness, practices, and
institutions anew in line with the digitization era of the 21st century.
The project has three principles. (CREATE 21, the acronym of the
New Labor-Management Culture, takes the abbreviations from this
three basic principles.)
The first is the principle of ‘Mutual Trust and Respect’ by which
labor and management may regard one another as true partners in
their endeavors.
The second is the principle of ‘Participation and Cooperation’ that
stresses the need to get away from conflicts and fights over
distributions and concentrate for mutual benefits of both parties.
The third is the principle of ‘Autonomy and Accountability’ that
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calls for both labor and management to become responsible members
of society who join hands for the making of a more advanced
industrial order.
To support a successful deployment of its objectives, the
government formed the New Labor-Management Culture Task Force
Team on August 17, 1999. On August 24, the New LaborManagement Culture Headquarters were launched under joint
cooperation of all relevant government agencies. On the following
day, the New Labor-Management Culture Advisory Committee was
formed with representatives from labor, management, public interest
groups, and the press/media. The New Labor-Management Culture
Project was carried out in three phases (Laying the Foundations →
Kick off and Expansion → Settlement and Development). The first
phase focused on raising the awareness of the project and forming
broad-ranging consensus on the project through education and public
relations work. The second phase was to encourage voluntary
participation of both labor and management with implementation
programs that offer them practical benefits for their workplaces. To
this end, the Six Tasks for the New Labor-Management Culture
Project were drawn up in December 1999 to promote i) expansion of
open management, ii) development of knowledgeable-workers, iii)
workplace reforms, iv) more merit-based compensations, v)
construction of the infrastructure for labor-management cooperation,
and vi) sustained institutional reforms.
Despite the fact that the New Labor-Management Culture Project
was both timely and appropriate in terms of its goals, the labor sector
regarded it to be no different from the numerous labor cooperation
campaigns of the past and did not respond enthusiastically. Thus, the
project failed to bring about fundamental changes in industrial
relations.

Chapter 7

HUMAN RESOURCE MANAGEMENT

Kim, Dong-Bae*

1

1. Introduction
Of the various events that took place over the last 15 years, the
democratic movement of 1987 and the Asian financial crisis of 1997
were undoubtedly the two most significant events that influenced the
development of corporate human resource management (HRM) in
Korea. The democratic movement of 1987 not only empowered the
trade unions but also made the working class become more aware of
their basic rights. Such changes challenged the HRM practices based
on duality in status between blue-collar and white collar workers, and
personal authority gave rise to rule-based internal labor markets in the
larger companies.
In addition, due to changes in the labor market such as population
* Research Fellow, Korea Labor Institute/ Ph.D. in Business Administration, Seoul
National University, Korea/ Main field of study and research: Human Resource
Management · Organization/ Main research papers and publications: HighInvolvement Work System and Firm Performance, A Study on Human Resource Management
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aging, higher educational attainment, and seniority buildups, the
inefficiencies of the seniority-based human resource management
system started surfacing. The seniority-based system may have been
appropriate for the rapid economic growth years of the past but is,
apparently, not a system appropriate for the emerging era. In light of
such changes, large-scale firms started adopting competency or
skill-based human resource management systems in the early 1990s but
still experienced some issues similar to those posed by the
seniority-based system.
Rapid changes started occurring in Korea’s corporate HRM
practices around the time the Asian financial crisis struck the nation in
full force, with the topic of the change being performance-based HRM.
As economic growth slowed, the average ranks of workers became
relatively higher than before, and earning a promotion became very
difficult. As a result, team-based organizations and the reduction of
ranks became common. Recruitment on demand and mid-career hiring
became common practices in recruiting entry-level employees, and
early retirement also became common. The most prominent change in
HRM practice, with the Asian financial crisis as the turning point, was
the rapid proliferation of the annual-salary system, a form of
performance-based pay, and profit sharing.
In order to complement such changes, many companies also
adopted evaluation systems such as 360 degree evaluation and
management by objective (MBO). Measures for achieving higher
numerical flexibility such as spin-off, outsourcing, and the increased
used of contingent work were also actively implemented.
In sum, the changes in HRM practices over the last 15 years were
focused on increasing the flexibility for both employment and wages so
as to overcome the inefficiencies of the traditional seniority-based
HRM practice which had firmly established itself in the firms during
the high-paced growth years of the past. However, the last 15 years are
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also characterized by the fact that there is no proof of improvement in
functional flexibility or worker participation achieved through work
system reforms. Thus, in the future, Korean firms are likely to be
challenged with the task of increasing worker participation while
balancing numerical flexibility of employment and wages with
functional flexibility.
This chapter will be examining the changes in HRM practices that
occurred in Korea during the period of 1987~2002 in terms of human
resource composition, human resource flow, human resource
development, compensation management, and employee influence, as
classified in Figure 7-1.
Figure 7-1 Dimensions of Changes in Human Resource Management
HR Flow

HR Development

HR
Composition

Reward

Employee Influence

2. Changes in Human Resource Composition within
Firms
Supplementary Table 7-1 shows that rapid population aging and
higher educational attainment of workers have occurred and the
separation rate of workers has decreased over the last 20 years. The
aging index, which represents the ratio of elderly population aged 65
and over to youth population less than 15 years of age, had already
exceeded 20 in 1990, and had reached 30 in 1998, effectively branding
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Korea as an aging society. The percentage of population with
junior-college education or higher increased from 10.2% in 1985 to
24.3% in 2000, indicating that the educational level of the working
population was improving at an equally rapid pace.
In contrast, the decline in the average monthly separation rate from
the 4% level in the 1980s to the 2% level in 1994 shows those workers
are settling down with their jobs relatively better than before.
Changes in the labor market are closely correlated with the human
resource composition of companies. According to Table 7-1, human
resources within firms have shown a rapid rise in the age of workers
(aging) as well as a rapid rise in the educational level of workers over
the last 20 years. Mean age and tenure have increased from 29.6 years
and 3.1 years in 1982, respectively, to 36.7 years and 6.0 years in 2002.
To be more specific, the percentage of workers aged 20 years or less
and 40 or above were 57.9% and 17.9%, respectively, in 1982 but had
increased to 29.6% and 36.8%, respectively, in 2002. The percentage of
workers with 10 or more years of consecutive service increased from
5.7% in 1982 to 22.2% in 2002. The ratio of workers with a
junior-college education or higher increased sharply from 13.6% in
1982 to 43.7% in 2002.
Aging, seniority buildup, and the higher educational level of workers
in the internal labor market started weighing down the firms as the
high-paced economic growth begun in the 1970s gave way to an era of
slower growth. Aging and the accumulation of tenure of workers
resulted in what can be described as a promotion-backlog as well as a
higher wage burden for companies. The higher educational attainment
of the working class turned out to be incompatible with the dual-status
ranking system based on educational attainment. Changes in the
mindset of workers motivated workers with higher education to seek
increased participation and thus led to yet another confrontation with
Table 7-1 Changes in Human Resource Composition within Firms
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Age Distribution
Mean
ConsecMean
utive
Age
Years of 10s
Service

’82
’83
’84
’85
’86
’87
’88
’89
’90
’91
’92
’93
’94
’95
’96
’97
’98
’99
’00
’01
’02

29.6
29.9
30.0
30.6
31.1
31.2
31.3
32.1
32.6
33.1
33.8
34.3
34.8
35.1
35.2
35.8
36.2
36.0
36.3
36.6
36.7

20s

30s

40s

247

Educational Attainment
Distribution
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Unive15 School High Junior50s Less
rsity
1~5 5~10 10~15 Years Grad- School College
or than 1
GraduYears Years Years or uates Grad- GradOlder Year
ates or
Higher and uates uates
Higher
Lower
Tenure (Seniority) Distribution

3.1 12.3 45.6 24.3 13.5 4.4 24.6 53.5 16.2 4.3 1.4 53.4 33.1 3.0 10.6
3.4 11.2 45.8 24.8 13.7 4.5 21.5 52.9 19.0 5.0 1.7 50.1 35.5 3.3 11.0
3.3 10.8 45.4 25.5 13.8 4.4 24.1 50.1 19.1 4.8 1.8 46.8 38.8 3.7 10.7
3.6 9.5 44.4 26.8 14.3 5.0 21.3 50.6 20.4 5.5 2.2 45.0 40.0 4.0 11.0
3.9 8.4 42.9 28.3 14.9 5.5 18.8 50.1 22.3 6.2 2.6 42.0 41.5 4.2 12.2
3.9 9.2 41.7 28.4 15.2 5.6 21.6 47.6 21.2 6.9 2.8 39.1 44.0 4.6 12.3
3.8 8.4 41.8 29.2 14.8 5.7 21.2 50.5 18.4 7.0 2.8 35.7 46.2 5.2 12.9
4.0 6.7 39.9 30.9 15.8 6.7 18.0 50.9 20.0 8.1 3.0 33.5 47.3 5.8 13.5
4.4 6.1 38.5 31.2 16.5 7.7 21.0 48.7 18.4 8.1 3.9 31.2 48.2 6.2 14.4
4.6 5.5 37.3 32.1 16.2 8.8 21.3 46.4 19.2 8.8 4.4 28.3 49.2 6.8 15.7
5.0 4.6 36.0 32.0 17.0 10.4 20.2 43.1 21.6 9.6 5.5 25.2 49.4 7.4 18.0
5.0 3.8 33.9 33.9 17.5 10.8 19.7 44.1 20.6 9.2 6.4 25.6 49.4 7.1 17.8
5.2 3.4 33.1 33.6 18.2 11.7 18.7 43.4 21.6 9.1 7.1 24.5 49.6 8.1 17.7
5.6 3.0 33.4 32.5 19.0 12.1 18.2 41.3 22.3 9.8 8.4 22.4 49.4 8.8 19.4
5.3 2.7 33.9 32.2 18.8 12.4 19.8 42.6 20.5 9.1 8.0 20.0 49.5 9.4 21.0
5.6 2.1 32.4 32.7 19.7 13.1 18.2 41.9 21.3 10.1 8.5 18.7 49.0 10.6 21.7
6.1 1.6 30.4 34.3 20.7 13.0 14.8 42.0 22.5 11.2 9.6 16.7 47.7 11.8 23.8
5.9 1.6 30.4 34.4 21.5 12.1 16.5 41.7 21.0 11.7 9.0 16.3 46.6 12.0 25.1
5.9 1.3 29.6 33.7 22.8 12.6 21.2 36.5 21.6 11.3 9.4 16.0 46.6 12.9 24.5
6.2 1.1 28.5 33.8 24.0 12.6 17.7 37.3 22.9 11.9 10.3 14.1 46.3 13.7 25.8
6.0 1.2 28.4 33.6 23.7 13.1 20.0 37.3 20.5 11.6 10.6 12.3 44.0 14.7 29.0

Source: Ministry of Labor, Survey Report on Wage Structure, each annual issue.
Note: Workers in nonagricultural firms with 10 or more employees.

the traditional HRM practices based on personal authority.
The slow economic growth, changes in labor market environments,
and the consequential changes in the human resources composition of
companies all pressed for comprehensive changes in HRM practices

3. Human Resources Flow
3.1 Ranking System and Promotion
The ranking system, the foundation for HRM, consists of hiring,
compensation, promotion, pay raise, transfer, and so on. Rank refers to
the job grade in workplaces where job-based HRM is the norm, and to
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the skill or competency grade where there is person-based HRM. The
traditional ranking system of Korea classified workers into staff and
manual workers, which are determined on the basis of educational
attainment and seniority, and the two groups differed in status (Ahn,
Chun-Sik, 1989).
There are several factors that influenced the changes in the
traditional ranking system. For a long time, the system was under the
direct influence of the democratic movement of 1987. It was
influenced as well by population aging, higher educational attainment,
seniority buildup, and consequential inflation in rank and promotion
backlog. According to Table 7-2, the number of middle-managers had
increased by 6% during 1987~2001 while that of the general staff had
decreased by 10%. Such inflation in ranks began in the early 1980s
when economic growth started faltering. The promotion backlog
caused by rank inflation is also seen in the results of surveys. According
to Table 7-3, the problem of promotion backlog among clerical ·
administrative workers surfaced in the 1980s and remained an issue
through the mid-1990s. For example, deputy-posts are also an index of
the promotion backlog. According to the survey conducted by the
Korea Employers Federation (1987) on 342 firms in 1987, 62.7% of
those that have introduced the deputy-post system, which account for
37.7% of total respondents, adopted the system after 1980.
In the 1970s a few companies discontinued the dual status system
and adopted a single status system. The democratic movement in 1987
was a definite turning point that led to the discontinuation of the
former and the nationwide proliferation of the latter. For instance, the
1990 survey of the Council of Korea Employers’ Organizations (1991)
on 237 firms with 50 or more employees showed that a mere 22.6% of
the companies were using the dual status system.
However, the ranking of the single status system was identical to that
of the dual status system. The only difference was that there was no
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longer the status distinction in the title. In other words, when a 5 grade
staff and 3 grade manual worker of the dual status system is converted
into an 8 in the single status system, staff made up the top five levels of
the grades and the manual workers the bottom three levels. There was
no change in the fact that rank was determined on the basis of
educational attainment and seniority.
The skill -based system, imported from Japan, is basically a ranking
system based on job competencies and skill rather than educational
attainment and other personal attributes. The skill-based system
Table 7-2 Changes in Human Resource Composition by Rank

(Unit: Percentage)
Distribution by Rank
Middle
First-line
Executives
General Staff
Managers
Managers
1982
1.4
4.0
4.6
90.0
1983
1.0
4.4
4.2
90.5
1984
1.1
4.0
4.0
90.9
1985
1.2
4.1
3.8
90.8
1986
1.1
4.2
3.9
90.8
1987
1.2
4.2
3.7
90.9
1988
1.2
4.2
4.1
90.6
1989
1.0
4.9
4.2
89.9
1990
1.3
5.3
4.5
88.9
1991
1.1
6.2
4.8
87.8
1992
1.5
7.1
4.7
86.7
1993
1.4
6.9
4.2
87.4
1994
2.0
6.6
4.2
87.2
1995
2.0
6.7
4.5
86.7
1996
2.5
7.5
3.8
86.1
1997
2.5
8.3
4.1
85.1
1998
2.5
9.2
4.4
83.9
1999
2.6
9.0
4.6
83.8
2000
2.8
9.6
5.8
81.7
2001
3.4
10.3
5.6
80.7
Source: Ministry of Labor, Survey Report on Wage Structure, each annual issue.
Note: Workers in nonagricultural firms with 10 or more employees. Middle Managers
refer to general managers and departmental managers, First-line Managers to
chief clerks and foremen, and General Staff to non-ranking workers. Data from
2002 was excluded from the analysis because this is when the title of each rank
changed into new ones.
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Table 7-3 Actual Number of Years Required for Promotion (Clerical ·
Administrative Workers)

(Unit: Year)
Korea
Korea
Council of
Korea
Employers Employers
Korea
Employers
Federation Federation Employers' Federation
(1984)
(1987a) Organizations
(1996)
(1991)
Assistant Manager → Manager
3.5
3.6
3.8
3.7
Manager → Senior Manager
3.6
3.7
4.4
4.3
Senior Manager → General
3.5
3.8
4.5
4.3
Manager
Note: According to corporate policies, the number of years between promotion is
approximately three years.

became the mainstream in the late 1980s as a core component of the
so-called ‘New-HRM’ actively adopted by the large-scale corporations.
According to the 1995 survey conducted by Ahn, Hee-Tak (1996) on
238 firms employing 50 or more full-time workers, 7.9% of the
companies that responded to the question regarding the skill -based
system were adopting this system. Of these, 4.5% of the companies
had adopted the system in the 1970s, 9.1% between 1980 and 1984,
13.6% between 1985 and 1989, and 72.7% after 1990.
The classification of ranks according to the skill-based system can be
a single classification system that combines the production workers
and the clerical · administrative workers under one class or a dual
system that has a separate class for each group. According to Ahn,
Hee-Tak (1996), the single rank system accounts for 23.5% whereas
the dual rank system accounts for an overwhelming 71.3%. However,
we need to keep in mind that the dual rank system merely distinguishes
the job family and does not classify the workers into either staff or
manual worker, which connotes status differential. Since most dual
rank systems consist of identical 9~11 grade scales for both the
production workers and the clerical · administrative workers, the

Human Resource Management(Kim, Dong-Bae)

251

system is clearly different from the status-based system of the past.
Though the skill-based system was a new ranking system that
attempted to conciliate seniority, job skill or competency, and
performance, it was regarded as an offspring of the traditional
seniority-based system as the two shared the same basic framework.
Therefore, the skill-based system was plagued by the same old issues
such as aging and seniority buildup. In particular, the promotion
backlog caused by rank inflation and the high labor cost induced by the
seniority-based wage system were the most serious problems. Of these
two core problems, the promotion issue led to the proliferation of
team-based organizations since the mid 1990s and the reduction of
ranks following the Asian financial crisis. The issue of seniority-based
wages drove the diffusion of the performance-based wage system such
as the annual-salary system which will be discussed in the following
section.
The skill-based system attempted to solve the promotion backlog by
further segmenting the existing skill grades and by separating the rank
and job. According to this system, it is possible to promote a worker in
rank (skill grade) without a concomitant promotion to a higher job.
However, rank inflation caused by aging, higher educational attainment,
and seniority-buildup was still a problem (see Table 7-2).
The team system was another attempt at resolving the promotion
backlog. Departments or Sections were reorganized into (white-collar)
Teams. Though there were some differences, the team system was very
similar to the skill-based system in the sense that the promotion to
higher job and rank (or qualification) were independent of one another.
The survey conducted by the Korea Labor Institute (2000a) on 490
listed companies in June 2000, and another one conducted on 1,820
firms with 10 or more employees in 2002 indicate that 80.1% and
44.4% of the surveyed companies, respectively, were employing the
team system (see Table 7-4). According to the two surveys, the
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adoption of the team system started to pick up in the 1990s and peaked
during and after the Asian financial crisis (see Table 7-5).
Table 7-4 Adoption of the Team System

(Unit: %)

All Industries
Manufacturing
Trade No
Unions Yes
Less than 100
Firm
100~299 employees
Size
300 and above

Korea Labor Institute
(2000a)
80.1
80.0
80.2
79.9
74.2
70.4
83.7

Korea Labor Institute
(2002)
44.4
52.4
42.4
54.4
34.0
46.5
69.3

Table 7-5 Adoption of the Team System by Year

(Unit: Number of firms, %)
Korea Labor Institute
Korea Labor Institute
(2000a)
(2002)
Frequency
Percent
Frequency
Percent
Prior to 1980
0
0.00
7
0.95
1980~86
0
0.00
4
0.54
1987
1
0.35
2
0.27
1988
3
1.06
2
0.27
1989
0
0.00
2
0.27
1990
2
0.70
8
1.08
1991
1
0.35
6
0.81
1992
3
1.06
3
0.41
1993
5
1.76
10
1.35
1994
19
6.69
14
1.89
1995
48
16.90
51
6.89
1996
53
18.66
41
5.54
1997
52
18.31
87
11.76
1998
55
19.37
86
11.62
1999
31
10.92
121
16.35
2000
11
3.87
157
21.22
2001
n.a.
n.a.
91
12.30
2002
n.a.
n.a.
48
6.49
Total
284
100.00
740
100.00
Note: The year the team system was adopted by the companies that disclosed the year
in the survey.
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The reduction of the number of ranks following the Asian financial
crisis was altogether a new type of change clearly distinguished from
that of the past. Hanjin Shipping reduced its rank from a 9-grade
system to an 8-grade system in 1997, Saehan from an 11-grade system
to a 4-grade system (R&D department) in 1997, Doowon Life
Insurance from a 9-grade system to a 7-grade system in 1998, Samsung
Everland and Samsung Corporation from an 11-grade system to a
6-grade system in 1999, LG Group from a 9-grade system to a 4-grade
system in 1999, and the executive rank from a 5-grade system to a
3-grade system in 1999. Oracle Korea and SK Corporation abolished
the rank system for all employees in 2000. Doosan Group changed its
6-grade system for executives to a 3-grade system in 2000 and then to a
2-grade system in 2002. Korean Air simplified its 7-grade system to a
5-grade system in 2000, and Samsung Heavy Industries from an
11-grade system to a 7-grade system.
Such flattening of ranks was deemed necessary because the existing
ranking system had severe limitations in dealing with rank inflation and
promotion. The trend also had a close relationship with the
performance-based pay that will be discussed in the following section.
The introduction of the single status after 1987, the skill-based
system in 1990, and the team system in the mid-1990s all have their
roots in the seniority-based system and were therefore not quite up to
dealing with the rank inflation and promotion-bottleneck issues
brought on by population aging, higher educational attainment, and
seniority buildup. However, simplification of ranks or rank abolition,
carried out by large-scale firms since the Asian financial crisis is closely
related to individual performance pay systems such as the annual salary
system, and in turn, with the evaluation system. Thus, the trend
effectively represents the changes in HRM practices and deserves
attention as an important topic of study for the future reform of HRM
practices in Korea.
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3.2 Hiring and Internal HR Flow
The practice of hiring entry-level employees regularly among new
university or college graduates is believed to have been established by
the large-enterprises in the 1960s. However, up until the mid-1980s,
employing workers through personal connection was a more common
practice than formal recruitment, especially when hiring workers with a
low level of education (Ahn, Chun-Sik, 1989). Moreover, it appears
that the practice of hiring production workers through personal
connection has increased since 1987 as a preventive measure against
unionization.
Table 7-6 Changing Trends in Recruiting Methods

(Unit: Percentage)
Korea Employers Federation
1995

1996

1997

38.0 55.2
39.41)
(34.6) (32.8) (41.8)
Recommendation 33.4
33.3 24.9
from Schools
(18.8) (19.0) (16.4)
Personal
16.4
17.5 11.0
Connection
(28.4) (30.4) (24.9)

Methods

Formal

Internet

n.a.

n.a.

n.a.

1998

1999

2000

61.2

33.0

47.3

20.1

30.3

15.1

10.3

14.4

10.4

n.a.

3.1

10.7

Korea Labor
Institute
(2002)
23.722)
(27.1)
13.7
(9.9)
13.9
(22.1)
36.0
(18.1)

Recruiting on
n.a.
n.a.
n.a. 47.3 43.8
67.0
n.a.
Demand
Source: Korea Employers Federation, Survey on Hiring Trends and Outlook on New Human
Resources, each annual issue.
Notes: 1) Data for white collar positions. The numbers in ( ) are the data for
production workers. The data from Korea Employers Federation does not
distinguish between the production positions and the white collar positions
from 1998 onwards.
2) Formal recruitment of firm panels involves the use of news papers, radio,
TV media, etc.
3) Recruiting on demand refers to cases where there are three or more
recruiting sessions per year. In 2002, the proportion of recruiting on
demand was as high as 89.8%.
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According to the results of surveys on key recruiting methods and
recruitment on demand from the mid-1990s through the present,
formal recruitment seems to be the norm. However, the proportion of
informal hiring remains higher for production workers (see Table 7-6).
Though recruiting through the Internet should be included in the
scope of formal methods, this type of recruiting practice was
proliferating at such a rapid pace during the period of 1999~2002 that
it has become a new trend in itself. According to the survey conducted
by the Korea Employers Federation, the proportion of companies
using recruitment on demand has increased from 47.3% in 1998 to
89.8% in 2002. The study by Korea Labor Institute (2002) also shows
that the number of workers hired by this method accounts for 75~80%
of all new recruits. These results indicate that recruitment on demand is
becoming the norm (Table 7-7).
Meanwhile, hiring of experienced workers (the so-called mid-career
hiring) is also known to have increased. However, there is little
supporting data. According to the survey conducted by the Korea
Table 7-7 Proportion of Mid-Career Hiring and Recruiting on Demand

(Unit: Proportion)

All industries
Manufacturing
Non-unionized
Unionized
Less than 100

Proportion of
Mid-Career Hiring
1999
2000
2001
0.28
0.28
0.25
0.25
0.24
0.22
0.31
0.32
0.29
0.24
0.20
0.18
0.34
0.34
0.29

Proportion of
Recruiting on Demand
1999
2000
2001
0.80
0.80
0.75
0.83
0.82
0.78
0.81
0.81
0.78
0.79
0.76
0.71
0.85
0.84
0.79

100~299 employees

0.26

0.26

0.24

0.86

0.84

0.82

300 and above

0.23

0.20

0.18

0.68

0.67

0.61

Source: Korea Labor Institute (2002), Workplace Panel Survey.
Note: The proportions for mid-career hiring and recruiting on demand were
calculated by dividing the number of workers hired by the respective method
with the total number of new recruits.
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Table 7-8 Percentage of Firms Adopting the Internal Job Posting System

(Unit: %)

All Industries
Trade Union
Firm Size

Manufacturing
No
Yes
less than 100
100~299 employees
300 and above

Percentage
20.1
21.6
15.1
28.4
11.9
19.1
34.8

Source: Korea Labor Institute (2002), Workplace Panel Survey.

Labor Institute (2002), mid-career hiring accounted for about 25~28%
of all hiring during 1999~2001. This type of hiring seems to be more
common in small-scale firms or those that do not have trade unions.
In the case of internal transfer of labor, 20.1% of the firms were
using the job posting system to recruit workers. The proportion was as
high as 34.8% among large-scale enterprises with 300 or more
employees, and it appears that the system was actively adopted starting
in the mid 1990s.
The changes in hiring and internal labor transfer discussed so far
shows that formal recruitment, and the use of the Internet, in particular,
is rapidly replacing the more traditional practice of hiring workers
through personal connections. As for the timing of the recruitment,
since the financial crisis of the late 1990s, more and more companies
prefer to hire on an ongoing basis rather than at regular intervals. Also,
internal job posting started to spread among the larger corporations
from the mid-1990s, and mid-career hiring of experienced workers also
reached 25~28% of total hiring. If the practice of hiring entry-level
employees among those freshly out of college on a periodic basis was
the right recruiting method during the economic heyday, the newer
practices are more appropriate for the slower years. Against this
backdrop, HRM practices such as recruitment on demand, mid-career
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hiring of experienced workers, and internal job posting are likely to
increase even more in the future.
Table 7-9 Adoption Rate of the Internal Job Posting System by Year

(Unit: Number of firms, %)
Frequency
Prior to 1980
3
1980~86
12
1987
1
1988
2
1989
5
1990
11
1991
4
1992
7
1993
8
1994
1
1995
20
1996
13
1997
22
1998
27
1999
39
2000
41
2001
35
2002
26
Total
277
Source: Korea Labor Institute (2002), Workplace Panel Survey.

Percentage
1.08
4.33
0.36
0.72
1.81
3.97
1.44
2.53
2.89
0.36
7.22
4.69
7.94
9.75
14.08
14.80
12.64
9.39
100.00

3.3 Mandatory Retirement System
The mandatory retirement system is not just a compulsory method
of manpower adjustment but also an important means of reducing the
burden of labor costs imposed by the seniority-based HRM practices.
Korean firms started adopting the mandatory retirement system in the
late 1950s, and the system became a common practice by the 1970s.
The first of such systems implemented is thought to be the 1963
provision in the State Public Officials Act that requires all public
officials of grades six or lower to retire at the age of 55.
According to a survey conducted by the Korea Employers
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Federation (1988) on 622 firms during 1987~1988, 92.8% of the firms
had adopted the mandatory retirement system. The same survey shows
that 1.9% of the firms had adopted the practice before 1949, 3.5% in
the 1950s, 15.8% in the 1960s, 44.3% in the 1970s, and 34.6% in the
1980s. It appears that the large-scale enterprises and the financial and
insurance industries had been at the lead of this change. Meanwhile, the
survey conducted by the Ministry of Labor (2000) on 4,000
non-agricultural firms employing five or more full-time workers as of
the end of 1999 shows that the practice was adopted by 63.1% of the
firms. A similar survey by the Korea Labor Institute (2002) yielded
64.4% (see Table 7-10).
Table 7-10 Firms Adopting the Mandatory Retirement System and their
Mandatory Retirement Ages

(Unit: Percentage, age)
Korea
Korea
Ministry
Employers
Labor
of Labor
Federation
Institute
(2000)
(1988)
(2002)
Industries & Firms All Industries
Adopting the
Manufacturing
Mandatory
Less than 300 employees
Retirement System
300 and above
Adoption Rate
Uniform
Retirement Age
Mean Age
System
General Manager
Mandatory
Senior Manager
Retirement Age by
Manager
Rank
General Staff
Management
Mandatory
Clerical · Administrative
Retirement Age by
Staff
Job Class
Production Workers

92.8

63.1

64.4

93.5
87.4
98.4
50.6

60.5
55.7
96.1
n.a.

65.5
61.9
71.1
85.1

55.2

n.a.

56.5

56.2
55.4
54.4
50.6

n.a.
n.a.
n.a.
n.a.

57.8
56.0
55.7
54.3
57.86

56.0

57.1

53.0

56.6

56.55
56.41

Note: In the survey carried out by the Korea Employers Federation (1988), firms with
less than 100 employees accounted for only 15.4%.
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In comparison to 1988, the retirement age of the uniform retirement
age system had increased by 1.3 years and the retirement age by rank
and job class by 1~3 years. When we consider that the retirement age
of the public sector declined rather significantly during the Asian
financial crisis, it is possible to conclude that the retirement age has in
fact increased over the last 15 years.
The results of the surveys also support this conclusion. Though the
extension of the retirement age increases the labor cost burden on
firms with seniority-based HRM practices, it can also be considered a
positive phenomenon in the sense that it enables the elderly population
to work in an era of rapid population aging. This shows that the future
of the mandatory retirement age system depends on how well job
creation for the elderly can be balanced with the issue of high labor cost
incurred by seniority buildups.
3.4 Numerical Flexibility: Early Retirement and Contingent
Work
Companies can choose to deal with the challenges posed by
population aging and accumulation of service years by firing the
current employees or employing contingent workers who impose a
lesser burden in terms of labor costs.
According to a study conducted by Ahn, Hee-Tak (1997) between
February and March of 1997 on 233 firms with 100 or more employees,
18.1% of the companies had adopted early retirement system. The
proportion was 12.8% and 9.6%, respectively, in similar studies carried
out by the Ministry of Labor (2000) and the Korea Labor Institute
(2002), respectively.
A simple comparison of the three studies is difficult since, as was
mentioned before, the size distribution of the surveys are unlike.
However, the overall trend indicates that the early retirement system is
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more widely adopted in the non-manufacturing industry, firms with
trade unions, and the larger enterprises, all of which are burdened by
the high labor costs that inevitably accompany the seniority-based
HRM practice (see Table 7-11).
Table 7-11 Adoption of the Early Retirement System

(Unit: %)
Ahn, Hee-Tak
(1997)
All Industries
Manufacturing
Trade
No
Unions Yes
Less than 300 employees
Firm
Size
300 and above

18.1
10.3
n.a.
n.a.
6.3
26.7

Ministry of
Labor
(2000)
12.8
7.7
6.8
30.7
8.9
30.3

Korea Labor
Institute
(2002)
9.6
5.2
3.7
16.0
8.8
11.2

Table 7-12 The Year the Early Retirement System was Adopted

(Unit: %)

Prior to 1986
1986~89
1990~95
1996~97
After 1998

Ahn, Hee-Tak
(1997)
0.0
14.6
68.3
17.1
n.a.

Korea Labor Institute
(2002)
2.7
1.4
9.5
13.5
73.0

Note: Ahn, Hee-Tak (1997)’s survey was conducted in February and March of 1997.

Both the studies by Ahn, Hee-Tak (1997) and the Korea Labor
Institute (2002) asked firms the year in which they had adopted the
early retirement system. A few firms already had the system in the
1980s. The adoption rate increased slightly in the early 1990s and
picked up pace in earnest during the Asian financial crisis. The reason
early retirement increased so rapidly around the Asian financial crisis
was because this practice was also a useful means of downsizing. For
instance, the survey of the Korea Labor Institute conducted on listed
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companies revealed that 66% of the enterprises had carried out
downsizing following the crisis. The intensity of downsizing of these
companies (number of workers subjected to downsizing in a particular
year divided by the total number of regular employees of the previous
year) was 26.6%, 8.96%, and 3.16%, in 1998, 1999, and 2000,
respectively.
There is no available data on the use of contingent workers prior to the
Asian financial crisis, and thus, a direct comparison cannot be made
with the post-crisis years. But it is clear that the use of contingent
workers has been on the rise since the crisis. The study conducted by
the Korea Labor Institute (2000a; 2002) shows that contingent workers
accounted for 5.42% in 1997, 7.12% in 1998, 8.88% in 1999, and
10.4% in 2001. Overall, the figures had increased by approximately 5%
since the crisis (see Table 7-13). This result is consistent with that of
another study by the Korea Labor Institute (2002) in which 26.8% of
the firms replied that they started hiring contingent workers for the
first time after the crisis or that the proportion of contingent workers
has increased. Table 7-14 shows that large-enterprises and firms
Table 7-13 Proportion of Contingent Workers around the Time of the Asian
Financial Crisis

(Unit: %)
Korea Labor
Institute
(2002)
1997
1998
1999
2001
All Industries
5.42
7.12
8.88
10.40
Manufacturing
4.50
5.59
6.69
7.58
Trade
Yes
5.81
7.61
9.62
10.04
Unions No
4.23
5.67
6.72
10.98
Less than 100
10.24
14.75
17.82
11.16
Firm
100~299 employees
4.23
6.39
7.33
9.32
Size
300 or above
5.21
6.45
8.29
10.21
Note: The proportion of contingent workers was calculated by dividing the number of
workers in irregular positions with the total number of workers including the
contingent workers.
Korea Labor Institute
(2000a)
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Table 7-14 Changes in the Use of Contingent Workers around the Time of the
Asian Financial Crisis

(Unit: %)
None

Reduced Maintained

All Industries
38.1
6.6
28.5
Manufacturing
37.8
5.8
29.5
Trade
No
45.2
5.9
28.5
Unions Yes
27.2
7.7
28.4
Less than 100
49.0
5.4
27.9
100~299
Firm Size
35.4
7.6
29.4
employees
300 or above
23.1
7.4
28.6
Source: Korea Labor Institute (2002), Workplace Panel Survey

Started
Increased
Employing
12.3
14.5
15.4
11.5
10.6
9.8
14.9
21.8
9.6
8.0
14.8

12.7

14.1

26.9

with trade unions have led the increase in contingent work.
The increase in early retirement and contingent work following the
Asian financial crisis implies that the increase in numerical flexibility,
which began in the 1990s, progressed explosively when the foreign
exchange crisis struck in 1997. According to a study by the Korea
Labor Institute (2002a), the proportion of companies employing
inside-contracting, spin-off, and outsourcing was 18.6%, 20.7%, and
45.2%, respectively (see Table 7-15). The adoption of such practices
progressed gradually from the early 1990s and but picked up pace
around the time the financial crisis hit the nation (see Table 7-16).
Table 7-15 Adoption of the Inside-contracting, Spin-off, and Outsourcing

(Unit: %)
Inside-contracting
Spin-off
Outsourcing
All Industries
18.6
20.7
45.2
Manufacturing
21.5
20.8
45.4
Trade
No
16.7
25.0
42.7
Unions Yes
19.1
19.1
46.0
Less than 100
16.1
19.4
Firm
100~299 employees
21.0
13.6
42.0
Size
300 or above
18.2
25.4
49.2
Source: Korea Labor Institute (2000a), Changes in Human Resource Management Since the
Asian Financial Crisis.
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Table 7-16 Adoption of Inside-contracting, Spin-off, and Outsourcing by Year

(Unit: Number of firms, %)
Inside-contracting
Spin-off
Outsourcing
Frequency Percentage Frequency Percentage Frequency Percentage
Prior to 1980
0
0.00
0
0.00
0
0.00
1980~86
1
1.64
2
2.74
1
0.66
1987
1
1.64
0
0.00
0
0.00
1988
0
0.00
0
0.00
1
0.66
1989
0
0.00
0
0.00
0
0.00
1990
3
4.92
0
0.00
3
1.99
1991
1
1.64
0
0.00
1
0.66
1992
3
4.92
1
1.37
3
1.99
1993
5
8.20
1
1.37
5
3.31
1994
1
1.64
1
1.37
4
2.65
1995
5
8.20
2
2.74
10
6.62
1996
7
11.48
3
4.11
16
10.60
1997
7
11.48
9
12.33
20
13.25
1998
18
29.51
26
35.62
46
30.46
1999
4
6.56
19
26.03
33
21.85
2000
5
8.20
9
12.33
8
5.30
Total
61
100.00
73.00
100.00
151
100.00
Source: Korea Labor Institute (2000a), Changes in Human Resource Management Since the
Asian Financial Crisis.
Note: The survey only includes data through June 2000.

So far, we have examined the trends in the means of improving
numerical flexibility such as early retirement, irregular employment, as
well as inside-contracting, spin-off, and outsourcing. The results of the
surveys show that various attempts have been made since the
mid-1980s in order to overcome the inefficiencies of the
seniority-based HRM practices which surfaced as the economy
switched into low gear. Such attempts continued into the 1990s as well,
and saw explosive growth before and after the Asian financial crisis.
Over the last 15 years since the end of the economic heyday, various
changes such as population aging, increase in the educational level of
the working class, seniority buildup, and inflation of ranks have been
taking place in Korean society. The trends indicate that the interest in
higher numerical flexibility is not a passing phase but rather one that
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most likely will continue for some time.

4. Human Resource Development
Korean companies began actively implementing training and
development programs in the late 1960s. In the initial years, companies
either invited foreign engineers to Korea to provide the training or sent
their employees overseas to learn foreign technology (Ahn, Chun-Sik,
1989).
In 1987, the training and development expenses accounted for 0.9%
of the total labor costs of companies. The figure increased steadily to
reach 2.1% in 1996 before suffering an abrupt decline to 1.2% in 1998
right after the financial crisis struck. It is on the path to recovery but
has failed to return to the pre-crisis level as of 2001. However, there is
a problem in assessing the level of corporate training and development
simply on the basis of training and development investments. It is not
only because it is difficult to estimate the amount of investment
accurately, but also because in-house training, and informal training, in
particular, is very important for Korean firms.
According to a study by the Korea Labor Institute (2002), an annual
average of 3.9 days was invested per worker in training and
development. Planned OJT averaged another 4.6 days per year. The
manufacturing firms, companies with trade unions, and larger
enterprises tend to carry out a lot of training and development
programs (see Table 7-18). The same survey also shows that 46.6% of
firms support the training and development by subsidizing their
workers with the tuition fee or educational/training expenses. The
percentage of companies that have paid training leaves also accounts
for 36.4%. Once again, firms that are either large-scaled or have trade
unions were more likely to have such systems (see Table 7-19).

Human Resource Management(Kim, Dong-Bae)

265

Table 7-17 Training and Development Expenses per Worker by Year

(Unit: Thousand KRW, %)
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

Amount

Proportion

4.5
4.0
5.2
4.4
5.7
7.1
9.8
16.3
19.3
24.3
25.1
25.7
39.0
39.5
28.9
33.5
40.5
41.1

1.0
1.0
1.2
0.9
1.0
1.1
1.2
1.6
1.6
1.8
1.7
1.5
2.1
1.9
1.2
1.4
1.4
1.5

Source: Ministry of Labor, Survey Report on Corporate Labor Costs, each annual issue.
Note: Data on full-time workers in firms with 30 or more employees. Proportion
represents the proportion of training and development expenses against the
total labor cost that includes wages.
Table 17-18 Training and Development Days per Worker in 2001

(Unit: Days)
All Industries
Manufacturing
No
Trade
Unions Yes
Firm
Size

Off-JT

Planned OJT

3.96
4.12
3.69

4.64
4.96
3.87

4.49

6.13

Less than 100

2.79

1.97

100~299 employees

4.37

5.98

300 and above

5.95

8.94

Source: Korea Labor Institute (2002), Workplace Panel Survey.
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Table 7-19 Adoption of Self-Development Programs

(Unit: Proportion)
Support for
Education and Education and
Tuition Fees/
Training Leaves Training Leaves
Educational
With Pay
Without Pay
Expenses
All Industries
46.63
36.39
6.93
Manufacturing
48.07
37.88
6.17
Trade
No
40.74
33.20
6.64
Unions Yes
56.30
41.59
7.34
Less than100
35.32
30.73
6.65
Firm
100~299 employees
46.15
34.40
6.41
Size
300 and above
65.93
47.81
7.93
Source: Korea Labor Institute (2002), Workplace Panel Survey.

In countries like Korea where the public qualification system does
not function properly, in-house training and skill qualification systems
can be good indicators of how active corporate education and training
work. According to a research conducted by the Council of Korea
Employers’ Organizations (1991), 7.7% of the responding companies
had in-house qualification systems for administrative workers and
12.3% for the production workers. The study by the Korea Labor
Institute (2002) shows that 9.9% of the surveyed firms had the
in-house qualification systems and that the rate is higher among large
enterprises and firms with trade unions (see Table 7-20). The same
study shows that firms had started adopting the in-house qualification
Table 7-20 Rate of Firms that Adopted the In-house Qualification Systems

All Industries

Manufacturing
No
Trade Unions
Yes
Less than 100
100~299 employees
Firm Size
300 and above

Adoption Rate
9.9
10.9
8.0
12.7
6.6
11.2
14.0

Source: Korea Labor Institute (2002), Workplace Panel Survey.

Human Resource Management(Kim, Dong-Bae)

267

Table 7-21 Trend in the Adoption of the In-house Qualification Systems

(Unit: Number of firms, %)
Frequency
Prior to 1980
8
1980~86
12
1987
2
1988
1
1989
2
1990
5
1991
2
1992
4
1993
1
1994
4
1995
10
1996
5
1997
7
1998
11
1999
11
2000
27
2001
20
2002
7
Total
139
Source: Korea Labor Institute (2002), Workplace Panel Survey.

Percentage
5.76
8.63
1.44
0.72
1.44
3.60
1.44
2.88
0.72
2.88
7.19
3.60
5.04
7.91
7.91
19.42
14.39
5.04
100.00

systems even before the 1980s. The adoption rate increased steadily
and gradually throughout the 1980s and the 1990s, before it spiked at
the end of the Asian financial crisis (see Table 7-21).
Whether or not a firm has a career development system is also
important in terms of employee development. The Korea Employers
Federation (1987a), Ahn, Hee-Tak (1996), and the Korea Labor
Institute (2000a) all carried out surveys on this issue, and the results are
summarized in Table 7-22. The 1987 study by the Korea Employers
Federation was a survey of 590 firms with 100 or more employees, and
the details of the other two studies (Ahn, Hee-Tak (1996), Korea Labor
Institute (2000a)) are as mentioned above. These studies show that the
number of firms introducing career development system has continued
to increase steadily over the last 15 years, the rate being higher among
large enterprises and firms with trade unions.
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Table 7-22 Comparison of Data on Career-Development Systems

(Unit: %)

All Industries
Manufacturing
No
Trade
Unions
Yes
Less than 300
Firm Size 300~999 employees
1000 and above

Korea Employers
Korea Labor
Ahn, Hee-Tak
Federation
Institute
(1996)
(1987a)
(2000a)
13.5
18.8
23.7
14.0
18.3
20.8
n.a.
n.a.
17.7
n.a.
n.a.
25.5
n.a.
9.6
16.1
n.a.
19.8
15.7
n.a.
27.2
39.5

The investment in training and development increased steadily from
1987 until the economic crisis reversed the growth. Though there is no
data available to show the adoption trend, the career development
support system was widely adopted across the industry as was the
career development programs operated by the companies.
Since the Asian financial crisis, many companies are opting to hire
experienced workers rather than to train and develop human resources
internally. But at the same time, investments in human resource
development programs such as self-development programs are also
increasing. Thus, the future of worker development can take on a very
different picture depending on the strategic decisions made by the
companies.

5. Compensation
5.1 Changes in the Wage System
Since the early 1960s, Korean public corporations and some large
corporations related to foreign loans had made numerous attempts to
adopt the job-based pay system but were not too successful. The wage
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system of Korea is classified as seniority-based in general (Ahn,
Chun-Sik, 1989).
The core criteria used to determine if the wage system is indeed
seniority-based, and how much so, is whether or not pay increase is
based on the Hobong (grade of step based on seniority). According to a
study on production positions by Park, Duck-Jay (1985), the Hobong
system is applied to less than 20% of production workers in Korea.
Even in cases where the Hobong system is applied, the progress along
the Hobong grade brakes to a stop in 10~15 years. Thus, it is difficult to
insist that the wage system of production workers is seniority-based.
However, other studies indicate that the Hobong system became widely
adopted on and around 1987. According to a study on the Hobong system
by the Korea Employers Federation, 21.1% of the surveyed companies
were using the system in 1979 and 62.3% in 1985. In 1990, the
proportion was 84.5% of clerical · administrative positions and 81.2% of
production jobs (Korea Employers’ Federation, Yearbook on Labor
Economics, each annual issue). A similar research by the Council of Korea
Employers’ Organizations (1991) yielded 84.5% for clerical ·
administrative workers and 81.2% for production workers. As for the
shape of the pay-raise curve for the clerical · administrative workers, the
diminishing-type of the logarithmic function accounted for 34.2%, the
linear progressive-type 33.8%, and the suspension-type (pay-raise halts
after a certain length of time) for 21.5%. In the case of the production
workers, the linear progressive-type, suspension-type, and the
diminishing-type accounted for 35.6%, 25.5%, and 23.5%, respectively.
If we are to assume that the seniority-based wage system became
firmly established for both the production jobs and the clerical ·
administrative positions on and around 1987, the next phase of change
in the wage system can be divided largely into the skill-based pay phase
shaped by skill qualification and the annual salary system (performance
based pay) that became widespread during the Asian financial crisis.
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The underlying cause of such changes was the inefficiency of the
seniority-based wage system that surfaced as firm growth stagnated
and the composition of human resources changed.
The skill-based pay system based on skill qualification was originally
intended to balance seniority, competency, and performance. But
contrary to such expectations, it failed to distinguish itself clearly from
the seniority-based system. For instance, the typical skill-based wage
system consists of the seniority-based basic wage, the skill-based pay
determined by skill grades, and sometimes, also a performance based
wage determined by the results of an individual or team assessment.
The first two types of wages are actually the equivalents of the previous
seniority-based wages, only with different names.
The second notable change in the wage system was the introduction
of the annual salary system, Yeonbong in Korean, based on individual
performance. Of the different studies shown in Table 7-23 and Table
7-24, Korea Labor Institute (2000b)’s was based on a survey conducted
between October and November of 2000 on 543 firms with 100 or
more employees. The Ministry of Labor (2002a)’s a survey conducted
in January 2002 was based on 4,998 firms with 100 or more employees.
The details concerning the rest of the studies are as mentioned before.
Table 7-23 Adoption of the Yeonbong System

(Unit: %)
Korea Labor Korea Labor Ministry of Korea Labor
Institute
Institute
Labor
Institute
(2000a)
(2000b)
(2002a)
(2002)
All Industries
45.2
33.5
32.3
47.1
Manufacturing
45.4
33.3
35.7
44.4
No
51.0
42.4
36.6
43.6
Trade
Unions Yes
42.8
24.6
28.9
52.2
Less than 100
41.9
31.8
34.5
39.1
Firm
100~299 employees
37.0
34.1
25.9
47.2
Size
300 and above
48.1
33.5
48.3
60.3
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Table 7-24 Adoption of the Yeonbong System by Year

(Unit: Number of firms, %)
Korea Labor
Institute
(2000a)

Korea Labor
Institute
(2000b)

Ministry of Labor
(2002a)

Korea Labor
Institute
(2002)

Frequency Percentage Frequency Percentage Frequency Percentage Frequency Percentage

Prior to 1980
1980~86
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
Total

0
0
0
0
0
1
0
0
0
6
6
7
13
38
57
38
n.a.
n.a.

0.00
0.00
0.00
0.00
0.00
0.60
0.00
0.00
0.00
3.61
3.61
4.22
7.83
22.89
34.34
22.89
n.a.
n.a.

1
0
0
2
1
2
0
0
1
4
6
7
9
39
63
42
n.a.
n.a.

0.56
0.00
0.00
1.13
0.56
1.13
0.00
0.00
0.56
2.26
3.39
3.95
5.08
22.03
35.59
23.73
n.a.
n.a.

2
5
1
2
1
5
2
7
1
7
24
25
64
183
356
350
218
27

0.16
0.39
0.08
0.16
0.08
0.39
0.16
0.55
0.08
0.55
1.88
1.95
5.00
14.30
27.81
27.34
17.03
2.11

3
2
1
1
1
4
0
1
2
2
12
22
32
84
169
209
139
85

0.39
0.26
0.13
0.13
0.13
0.52
0.00
0.13
0.26
0.26
1.56
2.86
4.16
10.92
21.98
27.18
18.08
11.05

166 100.00

177

100.00

1280

100.00

769

100.00

From Table 7-23 and Table 7-24, we can see that approximately 40%
of the firms had already adopted the Yeonbong system by 2002. The
companies adopting this system were the minority until the mid 1990s,
but the number grew explosively around the time of the Asian financial
crisis. This sudden growth in the number of companies adopting the
Yeonbong system is consistent with the equally impressive growth in the
number of workers remunerated through this system. According to the
results of the Survey Report on Wage Structure conducted annually by the
Ministry of Labor, the proportion of workers remunerated by the
Yeonbong system, among all workers in non-agricultural firms with 10 or
more employees, was a mere 1.26% when the particular subject was
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first surveyed in 1996. However, the proportion grew rapidly in the
following years, posting 1.87% in 1997, 3.44% in 1998, 7.42% in 1999,
11.62% in 2000, 14.78% in 2001, and 18.84% in 2002.
Since the Yeonbong system is based on individual performance, a
proper evaluation system is an essential prerequisite. Thus, the
adoption rate of such evaluation systems would be similar to that of the
wage system itself. According to the Korea Labor Institute (2002),
31.8% of the surveyed firms were evaluating their employees through
the MBO and 16.2% with the 360 degree evaluation system. The trends
of the years in which these evaluation systems were introduced in these
companies are fairly consistent with those of the years the companies
adopted the Yeonbong system (see Table 7-25 and Table 7-26).
Then, is the Yeonbong system a new wage system that is altogether
different from the seniority-based wage system? Unfortunately, there is
no factual data available to help answer this question. However, the
research conducted by the Ministry of Labor (2002a) indicates that a
pure performance based Yeonbong system accounted for 13.98%, and
that 3.90% of the companies used only work performance as the
determinant factor for annual salaries. Thus, it can be concluded that
the Yeonbong system in most cases observed was very much customized
Table 7-25 Adoption Rate of the MBO and the 360 Degree Evaluation Systems

(Unit: %)
MBO

360 Degree Evaluation

31.8
34.4
26.8

16.2
15.1
12.1

39.4

22.4

Less than 100

20.1

10.8

100~299 employees

31.9

16.4

300 and above

50.6

24.6

All Industries
Manufacturing
No
Trade
Unions
Yes
Firm Size

Source: Korea Labor Institute (2002), Workplace Panel Survey.
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Table 7-26 Adoption of the MBO and 360 Degree Evaluation by Year

(Unit: Number of firms, %)
MBO
360 Degree Evaluation
Frequency
Percentage
Frequency
Percentage
Prior to 1980
10
2.01
2
0.79
1980~86
13
2.62
4
1.57
1987
3
0.60
1
0.39
1988
6
1.21
1
0.39
1989
2
0.40
1
0.39
1990
18
3.62
7
2.76
1991
2
0.40
1
0.39
1992
5
1.01
1
0.39
1993
12
2.41
3
1.18
1994
9
1.81
4
1.57
1995
24
4.83
11
4.33
1996
23
4.63
12
4.72
1997
28
5.63
12
4.72
1998
45
9.05
22
8.66
1999
69
13.88
35
13.78
2000
93
18.71
51
20.08
2001
86
17.30
52
20.47
2002
49
9.86
34
13.39
Total
497
100.00
254
100.00
Source: Korea Labor Institute (2002), Workplace Panel Survey.

to Korea. The research conducted by the Ministry of Labor (2002a)
shows that 20.29% of the companies are using the Yeonbong system in
which the numerous and complicated array of wage items are simply
added up to produce one sum to be regarded as the Yeonbong. However,
we need to consider that the Yeonbong systems employed in Korea are
still evolving, and that there have also been some recent changes in the
rank system (described as the reduction of ranks). Also, the manner in
which firms are operating their Yeonbong system is quite diverse. Thus,
it is unreasonable to conclude that the Yeonbong system is of one
uniform nature.
As the Yeonbong system became the mainstream wage system for the
clerical · administrative staff, the salary (monthly) system spread rapidly
among firms as a new wage system for the production workers. The

274

Labor in Korea, 1987~2002

traditional wage system for production workers in Korea was the
hourly wage system. Though the salary system for production workers
was first introduced by chemical plants such as Honam Petroleum in
the late 1960s, the proliferation of this wage system was driven by the
launch of the single status system around 1987 and the introduction of
the skill qualification system in the late 1980s (Ahn, Jong-Tae, 1997).
According to a survey conducted by the Korea Employers
Federation (1987b) on 342 firms, 20.2% of firms had introduced the
production workers’ salary system. The Ministry of Labor, with the
Survey Report on Wage Structure, started investigating the number of firms
using the production workers’ salary system starting in 1990. The
results are as shown in Table 7-27. According to the table, the
proportion of workers remunerated by the system was 29.4% in 1990
Table 7-27 Percentage of Production Workers Remunerated by the Salary
system

(Unit: %)
Percentage of Production Workers Remunerated by
the Salary System
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

29.40
33.64
31.54
40.30
42.75
45.91
48.28
50.91
52.51
48.76
47.08
45.34
50.79

Source: Ministry of Labor, Survey Report on Wage Structure, each annual issue.
Note: Production workers refer to No. 7 and 8 of the one-digit numbers in the
occupational classification system.
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and peaked in 1998 at 52.5%. After suffering a slight drop, the figures
recovered the 50% level in 2002.
The Survey Report on Wage Structure of the Ministry of Labor also
shows that the proportion of the rank & file workers, or the general
staff, decreased steadily from 91.19% in 1987 to 88.78% in 1990,
86.27% in 1995, and 81.44% in 2001. This trend can be regarded as
supporting material for the data in Table 7-27 since it implies that, even
in cases where the salary system is not yet adopted, the proportion of
production workers to whom the hourly-pay system is applied had
decreased while that of the production workers who can be subjected
to the salary system increased.
5.2 Profit-sharing
As human resource composition changed along with the nation’s
economic performance, the seniority-based wage system started
imposing a substantial burden on firms. One way of lightening the load
was introducing the profit sharing that links corporate performance
with wages. Of course, it cannot be denied that stabilizing industrial
relations is also one of the goals of profit sharing. Moreover, the fact
that the government offered tax benefits and encouraged companies to
adopt the system has also contributed to its proliferation.
Korea Labor Institute (2000a) and Korea Labor Institute (2002),
surveys on listed companies and on firms with 10 or more employees,
respectively, show that 49.5% and 23.2% of the surveyed firms,
respectively, were using profit sharing . Adoption of the system began
in the early 1990s and increased sharply in the late 1990s as the Asian
financial crisis erupted (see Table 7-28 and Table 7-29). The
proliferation trend of the individual profit sharing is rather similar to
that of the Yeonbong system.
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Table 7-28 Adoption of the Profit-sharing

(Unit: %)
Korea Labor Korea Labor Ministry of Korea Labor
Institute
Institute
Labor
Institute
(2000a)
(2000b)
(2002a)
(2002)
All Industries
Manufacturing
No
Trade
Unions Yes
Less than 100
Firm
100~299 employees
Size
300 and above

49.5
45.8
56.3
47.1
35.5
58.0
48.5

32.6
36.3
36.9
28.3
25.0
31.5
35.8

24.3
27.5
26.0
23.0
20.0
21.3
32.0

23.2
23.8
20.0
28.5
15.2
24.0
36.2

Table 7-29 Adoption of the Profit-sharing by Year

(Unit: Number of firms, %)
Korea Labor
Institute
(2000a)

Korea Labor
Institute
(2000b)

Ministry of
Labor
(2002a)

Korea Labor
Institute
(2002)

Frequency Percentage Frequency Percentage Frequency Percentage Frequency Percentage

Prior to 1980
1980~86
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
Total

7
7
2
2
1
14
3
5
6
6
9
5
9
15
49
17
n.a.
n.a.
157

4.46
4.46
1.27
1.27
0.64
8.92
1.91
3.18
3.82
3.82
5.73
3.18
5.73
9.55
31.21
10.83
n.a.
n.a.
100.00

8
5
1
3
4
11
4
2
2
9
10
8
11
25
36
26
n.a.
n.a.
165

4.85
3.03
0.61
1.82
2.42
6.67
2.42
1.21
1.21
5.45
6.06
4.85
6.67
15.15
21.82
15.76
n.a.
n.a.
100.00

1
14
3
6
8
17
6
18
13
18
39
29
30
62
161
179
111
26
741

0.13
1.89
0.40
0.81
1.08
2.29
0.81
2.43
1.75
2.43
5.26
3.91
4.05
8.37
21.73
24.16
14.98
3.51
100.00

5
6
3
3
2
7
4
9
8
4
21
13
20
32
63
84
67
26
377

1.33
1.59
0.80
0.80
0.53
1.86
1.06
2.39
2.12
1.06
5.57
3.45
5.31
8.49
16.71
22.28
17.77
6.90
100.00
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Table 7-30 Adoption of the Stock Option Plans

(Unit: %)

All Industries
Manufacturing
Trade
No
Unions
Yes
Less than 100
Firm Size 100~299 employees
300 and above

Korea Labor
Institute
(2000a)
16.8
13.1
22.9
14.4
22.6
14.8
16.7

Korea Labor
Institute
(2000b)
3.9
4.0
5.5
2.2
2.3
3.9
4.1

Korea Labor
Institute
(2002)
5.9
7.0
5.5
7.3
2.8
4.8
13.0

Table 7-31 Adoption of the Stock-Option Plans by Year

(Unit: Number of firms, %)
Korea Labor Institute Korea Labor Institute Korea Labor Institute
(2000b)
(2000a)
(2002)
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
Total

Frequency Percentage Frequency Percentage Frequency Percentage
0
0.00
1
5.00
0
0.00
0
0.00
0
0.00
1
1.05
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
0
0.00
2
2.11
0
0.00
1
5.00
5
5.26
3
5.36
0
0.00
5
5.26
5
8.93
2
10.00
3
3.16
21
37.50
5
25.00
18
18.95
27
48.21
11
55.00
34
35.79
n.a.
n.a.
n.a.
n.a.
15
15.79
n.a.
n.a.
n.a.
n.a.
12
12.63
56
100.00
20
100.00
95
100.00

The stock option is a form of performance-based payment system
usually employed to compensate the management. The proportion of
listed companies adopting the stock option system was 16.8% in 2000.
In 2002, the proportion was 5.9% among companies with 10 or more
employees. The system was launched in most of these companies in the
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late 1990s, generally after the Asian financial crisis.
Various changes have taken place in compensation management
over the last 15 years. The seniority-based wage system became
established after 1987 as the ranking system underwent significant
changes. But the inefficiencies of the seniority-based system started to
surface as economic growth slowed and human resource compositions
changed. In an attempt to overcome the resulting difficulties, large
enterprises led the adoption of the competency or skill-based wage
system in the early 1990s and of the individual-performance based
Yeonbong system during the crisis years. The adoption of profit-sharing
is another example of such efforts.
The skill-based wage system up until the mid-1990s was regarded as
a mixture of the seniority and competency systems. In light of this fact,
it remains to be seen what the future choice of firms will be between
the compromised Yeonbong system, a cross between the seniority
system and the performance-based system, and the individual
performance-based payment system. The decision will depend on the
previously mentioned changes in the ranking system and changes in the
individual performance evaluation systems.

6. Employee Influence
Worker participation and influence at the workplace level refers to
participation in the decision-making on matters related to the job and
those at the enterprise level to representative participation through the
Labor-Management Council. Studies demonstrate the current state of
quality management practices in Korea, which is closely related to
worker participation at the workplace level. According to a 2002 survey
conducted by the Ministry of Labor (2002b) on 1,034 (N=230) firms
with 100 or more workers, 54.9% of the companies had already
introduced TQM, the enterprise-wide quality management system. Six
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Sigma, regarded as the most recent TQM methodology, was adopted
by 26.3% of the surveyed companies. The survey carried out by the
Korea Labor Institute (2002) indicates that Six Sigma was adopted by
11.9% of the firms. The study by the Ministry of Labor (200b) shows
that TQM was adopted before 1987 in 18.7% of the cases while the
newest TQM technique was mostly adopted after the mid 1990s.
The results of the surveys on worker participation at the workplace
level are summarized in Table 7-32. Lee, Wonduck and Gyu-Chang Yu
(1997) conducted a survey in 1996 on the top 1,200 firms in terms of
revenues (N=230), and the details of the other two surveys are as
described before. A simple comparison of the results is difficult as the
populations of the three surveys are different. But overall, there is no
proof indicating that worker participation at the workplace level
increased around the time of the foreign exchange crisis. More
Table 7-32 Worker Participation at the Workplace Level

(Unit: Number of cases, %)
Lee, Wonduck,
Gyu-Chang Yu
(1997)
Number of Suggestions
Per Worker/Year1)
Adoption Rate of
Suggestions1)
Participation Rate in
Small-group Activities
Manufacturing
Less than 300
300~499 employees
500~999 employees
1,000 and above

Ministry of
Labor
(2002b)

Korea Labor
Institute
(2002)

5.50

6.00

6.08

23.00

43.24

36.23

44.90

38.03

13.24

49.20
41.50
50.30
54.60
47.70

-2)
34.13
29.79
62.59
68.33

21.28
8.68
24.52
26.50
26.42

Notes: 1) Number of suggestions made per worker per year and the Adoption rate of
suggestions were calculated only for companies that have the worker
suggestion system.
2) Data for Ministry of Labor (2002b) is that of manufacturing firms with 100
or more workers.
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specifically, suggestion became more common and actively utilized, but
the participation rates in small-group activities were rather subdued.
The formal system for worker participation and influence is the
Labor-Management Council. The operational status of the
Labor-Management Council is shown in Table 7-33. The study by Kim,
Hoon (1992) is a survey conducted on firms with 50 or more workers
during June and July 1991. The employer responses from 285 firms
with both employer and employee responses were summarized. The
details of the other studies are as described previously.
Table 7-33 Operational Status of the Labor-Management Council

(Unit: %)
Kim, Hoon
(1992)
Frequency

Korea Labor Korea Labor
Institute
Institute
(2000b)
(2002)

Periodical

32.00

24.72

n.a.

Periodical Plus
As-needed Basis

65.10

68.49

n.a.

63.10

58.87

58.27

50.90
45.20
86.10
33.50
52.20
14.30

24.53
62.08
73.21
36.30
42.22
21.48

24.31
63.15
79.51
45.44
28.44
26.12

Chief Executives almost always
Participate
Implementation of Very Good
Agreements
Good
Operated effectively
Separated
Relationship with
Collective Bargaining Related
(Unionized)
Replaced

According to Table 7-33, the results from the 2000 and 2002 surveys
are actually worse than that of the 1992 study in terms of executive
participation, implementation of agreements, and overall management,
showing no proof of improvement in worker participation and
influence through the Labor-Management Council.
The relationship between collective bargaining and the
Labor-Management Council, in unionized firms, was of the
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connected-type in most cases according to the 1992 study. However,
the two subsequent studies of 2000 and 2002 show that the proportion
of the connected-type relationship has decreased while that of the
separation-type and replacement-type rose, signaling that the
Labor-Management Council is going through a bipolarization process.
This could be a positive development in the sense that the matters
addressed by the Labor-Management Council and collective bargaining
are separated. But on the other hand, the Labor-Management Council
is increasingly replacing collective bargaining, and there seems to be a
need to raise an issue regarding the role and status of the Council.
We have so far examined worker participation and influence at the
workplace level in the context of participation in duties and the
operation of the Labor-Management Council. In summary, there is no
proof that worker participation at the workplace level had increased
before or after the foreign exchange crisis. Meanwhile, representative
participation through the Labor Management Council has actually
decreased in comparison to the early 1990s.

7. Summary and Outlook
In this chapter, we have examined the changes that occurred in the
HRM practices of Korea over the last 15 years in terms of human
resource composition, the ranking system, promotion, hiring, internal
transfer of human resources, mandatory retirement, numerical
flexibility and human resource flow, human resource development,
compensation management, and employee participation and influence.
With 1987 as the turning point, seniority-based HRM practices
became the mainstream in Korea. But the end of the high-growth era
and the changes in human resource composition revealed the
inefficiencies of the seniority-based HRM practices. Efforts to
improve such inefficiencies through the management of human
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resource flow and compensation systems were initiated by the larger
enterprises and expanded gradually until the Asian financial crisis
sparked its explosive proliferation. However, advances in worker
development and worker participation and influence were relayed and
even actually reversed in some cases. Thus, HRM practices over the
last 15 years can be better summarized as an improvement in numerical
flexibility rather than functional flexibility.
However, though numerical flexibility may bring short-term cost
efficiency, it is not necessarily a good thing for firms. Moreover, there
are critical voices pointing out that the HRM model has inclined
toward the individual performance-centered model and that it is too
Americanized. Considering the fact that corporate HRM practices are
strongly influenced by the nation’s social institutions, including culture,
and that these two elements are highly interdependent, Korea’s search
for more befitting HRM practices would continue well into the future.
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Supplementary Table 7-1 Changes in the Labor Market

Proportion of the
Average
Population with
Monthly
Junior-College
Separation
Education or Higher4)
Rate 3)
1982
4.4
12.10
4.30
1983
4.1
12.61
4.30
1984
3.8
13.29
4.50
1985
4.0
14.16
3.90
10.20
1986
3.8
14.97
3.50
1987
3.1
15.97
3.60
1988
2.5
17.08
3.70
1989
2.6
18.23
3.23
1990
2.4
20.00
3.20
14.10
1991
2.4
20.87
3.25
1992
2.5
21.74
3.24
1993
2.9
22.70
3.14
1994
2.5
23.87
2.85
1995
2.1
25.21
2.86
19.70
1996
2.0
26.87
2.86
1997
2.6
28.63
2.65
1998
7.0
30.41
2.68
1999
6.3
32.32
2.43
2000
4.1
34.25
2.63
24.30
2001
3.8
36.30
2.52
2002
3.1
38.50
2.44
Notes: 1) Korea National Statistical Office, Economically Active Population Survey.
2) Korea National Statistical Office · KOSIS. Aging Index = (Population aged
65 and over / Population aged less than 15)x100.
3) Ministry of Labor, Report on Monthly Labor Survey, each issue.
4) Jeong, Jin-Ho · Nam, Jaeryang (2002), Statistics Improvement Plan, Korea
Labor Institute.
Unemployment
Rate1)

Aging
Index2)

Chapter 8

LABOR SUPPLY
Ahn, Joyup∗

1. Introduction
One of the biggest concerns in Korea of late is the rapid aging of
the society. Although this concern has come into the limelight
somewhat belatedly, it is now being given priority consideration. The
anticipated social repercussions of rapid population aging and how
the nation is to address such issues have become immense challenges
to the state and society. The aging of population taking place in
Korea is unprecedented in the sense that it is occurring in a very short
span of time compared to that of other nations and that the age
structure is quite distorted. Korea is soon likely to enter an era of the
non-working/non-productive majority and the working/productive
minority. Issues all boil down to how the nation is to go about
∗ Research Fellow, Korea Labor Institute/ Ph.D. in Labor Economics, Ohio State
University, USA/ Main field of study and research: labor economics, applied
econometrics/ Research papers and publications: Mid to Long Term Labor Supply and
Demand Forecasts (2002~ 2010) (2001); Irregular Employment and Policy Initiatives (I, II, III)
(2000, 2001, 2002) etc
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sustaining its economic growth and development with such a
demographic composition.
It appears that the labor supply might just be the key to sustainable
economic growth in the face of rapid population aging. To this end,
this chapter explores the labor supply from a multidimensional
perspective so as to provide the basis for an effective labor
management strategy for the aging society of the future.
Numerous studies have been carried out to date on the topic of
labor supply. However, the Korea National Statistical Office decided
to apply a new set of weight factors to its Economically Active
Population Survey (1991~2002) on February 2003, effectively
changing the ‘stylized facts’ on the labor supply. Thus, the labor
market is now in need of new facts on the labor supply and demand
that corresponds to this change. In light of the situation, this chapter
will attempt to look back and summarize the labor supply trends of
the past 10, 30 years accordingly. The labor supply is determined by
the demographic composition, working age population defined as the
population aged 15 and older, and the economically active population
expressed in terms of the working age population and their labor
force participation rates. An individual’s decision to join the working
population or not appears to be affected by his or her age, sex, and
level of education.
The present chapter is composed of four sections including the
introduction. Section 2 will demonstrate the rapid pace of population
aging in Korea by examining the Future Population Projections since
1970 up to 2050. In Section 3, we will explore the trends in working
age population, defined as the population aged 15 and older, by sex,
age, and educational attainment. In Section 4, we will look into the
size and trends of the economically active population and its labor
force participation rates by sex, age, and educational attainment. The
last section will be a summary of the labor supply trends observed in
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the previous sections.
2. Demographic Composition Trends and Projections
The data sets used to study the trends in Korea’s demographic
composition and projections are the quinquennial ‘Population and
Housing Census (Population Census)’ and the ‘Population Projections’ based on this census. The ‘Population Census’, designated as
Official Statistics No. 1 by the government, studies the
socioeconomic characteristics of all persons and households in the
nation. The census started out as the ‘Population Census’ in 1925 and
has evolved into its present form through consolidation with the
‘Population Census’(Approval Number - 10101) and the ‘Housing
Census’(Approval Number - 10102). The objective of the census is to
gather demographic data such as the size, distribution, and
composition of the general population as well as households to use as
the basis for policy decisions and as sample data for various running
surveys. The scope of the census includes all Korean nationals and
foreigners residing in the nation and their places of residence at the
time of the survey. The population groups excluded from the census
are Korean nationals working or studying overseas and certain groups
of foreign nationals such as foreign diplomats and their suite and
families, foreign nationals visiting Korea on official business, foreign
employees of international organizations and their attendants and
families, foreign soldiers stationed in Korea and their families, and the
civilian employees of these armed forces.
The census is conducted every five years (the most recent survey
was in 2000) and starts at 12:00 am sharp on November 1st (since the
12th census of 1980) and lasts from October 30th until November 10th.
The method used is twofold. The survey consists of a census of all
the subjects and a sampling survey conducted on only 10% of the
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total population. In 2000, the eight enumeration items used in the
census were name, origin of family name, relationship to the head of
the household, sex, age, educational attainment, place of birth, and
marital status. The sampling survey consisted of 21 questions on the
subject’s major field of study, place of residence five years ago, place
of residence one year ago, internet usage, computer usage, mobile
communication device used, whether the individual goes to work or
school, mode of transportation used in commuting, the place of work
or school, traveling time to the place of work or school, economic
activity status, industry, occupation, status at work, years of service at
the current job, total number of children ever born, place of residence
of the children, main supporter, current status in terms of
child-raising, source of income for livelihood, and whether the
subject has any functional impairments.
The ‘Population Census’ is an important means for obtaining
information on not just the size of the population but also on the
population’s economic status and employment characteristics that
serve as the basis for other research and surveys such as the ‘Annual
Report on the Economically Active Population Survey’. The results
of the census are published in the form of Population and Housing
Census Report.
The ‘Population Projections’(generals statistics, Approval Number
- 10133) provides projections on future population by sex and age
and serves as the basis for developing population-related
socioeconomic indicators. It is consulted by the government in
formulating various short to long term welfare policies on supply and
demand of labor, food, employment, education, housing, public
health, pollution, and the increasing elderly population. It is also used
by public agencies and private enterprises in developing future
business plans. After being published, the Population and Housing
Census Report is put through a further estimation process in
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accordance with the cohort-component method that reflects the
population variance factors by sex and age. After determining the
baseline population by sex and age for each year with July 1st as the
standard date, various population variables and factors influencing
population changes are taken into consideration to develop
population forecasts that are published in the ‘Future Population
Projections’.

2.1 The Key Characteristic of the Trend and Projection
of Demographic Composition: Rapid Population
Aging
The most notable features of the demographic composition trends is
the rapid decline in population growth and the consequential change
in demographic composition, which, in all, may be summarized as
rapid population aging. As can be seen in Table 8-1 and Figure 8-1,
population growth rates in the early 1960s were higher than 3%. But
the rates started dropping swiftly due to various social and
institutional reasons and hit the 1% level in 1971. They fell even
further to below 1% in 1985. The growth rate hovered around 1%
until 1995 before starting to nose-dive again to a record 0.63% in
2002. In line with this trend, population growth is projected at 0.41%
for 2010 and 0.09% for 2019. By 2024, the growth is expected to
switch into reverse and fall below the 0% level. Such rapid decline in
population growth is bringing about significant changes in the
demographic composition which are likely to accelerate further over
time. Figure 8-2 shows that the nation’s total population is expected
to peak in 2022 at 50,683 thousand persons. The male population
would have already hit its ceiling of 25,273 thousand by 2020, but the
female population is expected to lag slightly behind its male

292

Labor in Korea, 1987~2002

counterpart only to reach its peak of 25,349 thousand in 2025.
Table 8-1 Trends and Projections for Key Demographic Composition Indices

(Unit: %)
Population
Growth
Rate

Proportion of 65 and Older
Population

Dependency Ratio
Aging Index

Total

Men

Women

Youth
Total
Dependency Dependency
Ratio
Ratio

1960

3.01

2.90

2.30

3.51

6.86

77.29

82.59

1970

2.21

3.07

2.50

3.66

7.23

78.16

83.81

1980

1.57

3.82

2.83

4.83

11.24

54.61

60.74

1990

0.99

5.12

3.81

6.45

20.00

36.95

44.34

2000

0.84

7.22

5.49

8.98

34.25

29.41

39.48

2010

0.41

10.69

8.73

12.67

62.00

23.93

38.76

2020

0.06

15.14

12.97

17.32

109.00

19.57

40.90

2030

-0.21

23.07

20.35

25.77

186.63

19.15

54.88

2040

-0.60

30.15

26.86

33.36

263.17

19.62

71.25

2050

-1.01

34.44

30.67

38.08

328.43

19.04

81.58

Figure 8-1 Population Trends and Projections: 1960~2050
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Figure 8-2 Population Trends and Projections: 1960~2050
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Figure 8-3 Population Pyramids
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(b) 2000
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(d) 2020
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The most noticeable features here are the changes in the
population pyramids and some abnormalities. Figure 8-3 shows the
population pyramids of years 1970, 2000, 2010, 2020, and 2050. The
1970 pyramid is a typical high-fertility, high-mortality pyramid
whereas the pyramid of 2000 is bell shaped. The conversion towards
the bell shape becomes more pronounced over time, and the area
representing the youth (teen and young adults) populations decreases
whereas that of the old-age populations grows wider. The
transformation is quite rapid. The bell-shaped demographic
composition resulting from the low-fertility, low-mortality trend
indicates a hypertrophy of the higher age groups.
This trend can also be confirmed by looking at the proportion of
the 65 and over age group in the total population. Figure 8-4 shows
that this proportion did not change much from the 2.90% of 1960 to
the 3.07% of 1970. But the age group started growing since, and
reached the 4% level in 1983 and the 5% level in 1990. The growth
continued steadily, and effectively pushed Korea into the ranks of the
Figure 8-4 Proportion of the 65 and Over Population: 1960~2000
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Figure 8-5 Proportion of the 65 and Over Population: 2000~2050
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Figure 8-6 Trends and Projections of the Aging Index: 1960~2050
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aging society by 2000 by hitting the 7% level. The female population
of this age group had already exceeded the 7% level in 1994 whereas
the male population was still at 5.49% in 2000. Such rapid population
aging is expected to accelerate even further over time. As can be seen
in Figure 8-5, Korea is expected to become an aged society by 2019
as the 65 and over age group exceeds the threshold of 14% by 0.45%.
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By 2028, Korea would be a super-aged society with the 65 and over
age groups accounting for more than 21% of the total population.
Figure 8-6 shows how the rapid rise of the aging index corresponds
to the rapid population aging occurring in Korea. The aging index,
defined as the number of people aged 65 and over per 100 youths
under age 15, increased from 6% in 1960 to 20% in 1990, and 34% in
2000. The rapid growth pace of the index is expected to accelerate
even further to reach 62% in 2010, over 100% in 2019, and even
exceed 300% by 2050. According to Figure 8-7, the youth
dependency ratio, or the ratio of the 0~14 age group to the
population aged 15~64, has been declining steadily since 1960 from
77% to less than 30% in 2000. The ratio is projected to fall below the
20% mark by 2020. But the total dependency ratio which dropped
from 83% in 1960 to 39% in 2000 is forecasted to climb to 82% by
2050 due to the surge in the old age dependency ratio, or the ratio of
the over 65s to those of the 15~64 working age group.
Figure 8-7 Trends and Projections for the Dependency Ratio: 1960~2050
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Table 8-2 Population Growth and Projections by Key Age Group

(Unit: %)
0~14

Total Population
Total

Men Women Total

1960 2.57 2.65 2.49
1970 1.69 1.66 1.72
1980 1.18 1.15 1.21
1990 0.93 0.93 0.92
2000 0.54 0.52 0.55
2010 0.21 0.18 0.25
2020 -0.07 -0.13 -0.01
2030 -0.42 -0.49 -0.35
2040 -0.83 -0.91 -0.76

2.62
-0.57
-1.64
-1.01
-1.46
-1.93
-1.23
-1.18
-1.71

15~64

65~

Men Women Total

Men Women Total Men Women

2.65
-0.59
-1.60
-0.84
-1.59
-2.03
-1.28
-1.18
-1.71

2.62
3.15
2.30
1.31
0.66
0.09
-0.96
-1.37
-1.39

2.58
-0.55
-1.69
-1.20
-1.33
-1.83
-1.17
-1.17
-1.71

2.50
3.06
2.28
1.27
0.59
0.06
-1.01
-1.42
-1.41

2.39
2.97
2.25
1.24
0.52
0.03
-1.06
-1.47
-1.44

3.16
3.92
4.19
4.46
4.56
3.76
4.23
2.28
0.50

3.52
2.93
4.20
4.69
5.29
4.22
4.47
2.31
0.41

2.91
4.57
4.18
4.31
4.08
3.43
4.05
2.25
0.56

Such demographic composition can also be observed in the
population growth trends and projections by age group. Table 8-2
shows that the 0~14 age group had already started contracting in the
1970s and is shrinking faster as time goes on. The population of the
15~64 age group is expected to start sliding downward in the 2020s
while the 65 and older population is to continue increasing at least
until 2050.

3. The Trends in Working Age Population
In the previous section, we have examined the demographic
composition using the ‘Future Population Projections’. In this section,
we will be discussing labor supply on the basis of the data provided in
the ‘Economically Active Population Survey’. The ‘Economically
Active Population Survey’ does not include the armed forces, riot
policemen, sentenced prisoners, and foreigners in its scope. Therefore,
the definition of ‘population aged 15 and older,’ in accordance with
the ‘Economically Active Population Survey’, is ‘civilian non-
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institutional population,’ and is different from the definition used by
the ‘Future Population Projections’ which considers all population aged
15 and over as its target. This difference in definition translates into an
especially large gap between the two surveys in terms of male population.
Though there are slight yearly differences, the 15 and older population in
the ‘Economically Active Population Survey’ is usually between 710
thousand or 1,063 thousand less than that of the ‘Future Population
Projections’. Thus, we can say that the approximate population
difference between the two surveys is around 900 thousand. When
broken down by sex, the female population difference between the
two surveys was about 120 thousand until 1977. However, the
variance is negligible after that, indicating that the persisting gap is
driven by the difference in the male population. The male population
investigated by the two surveys differed by 881 thousand as of 2002,
and the difference is quite significant as the number represents
approximately 2.34% of the total population.
3.1 The Overall Trend in the Working Age Population
Table 8-3, Figure 8-8, and Figure 8-9 show the general trends in
the working age population since 1963. The working age population
was a mere 14.6 million in 1963 but exceeded 20 million in 1974 and
30 million in 1989. As of 2002, the number stands strong at 37
million. Though the growth rate of this population is decreasing in a
linear fashion in accordance to the overall population contraction,
this trend does not hold up in all time periods. As can be seen in
Figure 8-9, the working age population growth declined for both
sexes from 2.86% in 1964 to 1.90% in 1968. The rate soon gained to
3.87% in 1972 and fluctuated moderately for some time before falling
unhindered to 1.05% in 2002.
It appears that there is no marked unbalance of working age
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Table 8-3 Working Age Population: 1991~2002

(Unit: thousand persons, %)
Working Age Population
Total

Men

Women

Growth Rate
Total

Men

Proportion
Women of Women

1963
1970
1980
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

14,551
17,468
24,463
30,887
31,535
32,020
32,526
33,046
33,659
34,274
34,851
35,347
35,757
36,186
36,579

6,881
8,274
11,804
14,907
15,231
15,451
15,697
15,948
16,276
16,599
16,886
17,124
17,307
17,522
17,720

7,670
9,194
12,659
15,980
16,304
16,570
16,829
17,098
17,382
17,675
17,965
18,223
18,451
18,664
18,859

2.86
3.66
2.84
2.06
2.10
1.54
1.58
1.60
1.85
1.83
1.68
1.42
1.16
1.20
1.09

3.08
3.88
3.22
1.96
2.17
1.44
1.59
1.60
2.06
1.98
1.73
1.41
1.07
1.24
1.13

2.67
3.45
2.49
2.15
2.03
1.63
1.56
1.60
1.66
1.69
1.64
1.44
1.25
1.15
1.04

52.71
52.63
51.75
51.74
51.70
51.75
51.74
51.74
51.64
51.57
51.55
51.55
51.60
51.58
51.56

2002

36,963

17,921

19,042

1.05

1.13

0.97

51.52

population between men and women though the growth rates of the
male population moderately exceed that of the female population
quite frequently. The sex ratio in demographic composition was quite
consistent while the trend was not observed in the ‘Economically
Active Population Survey’. It is especially noteworthy that there is a
significant amount of activity in the annual growth rates up until the
mid 1980s.
Overall, the proportion of women in the total working age
population is decreasing. The percentile of women which hovered
above the 52% level in the 1960s fell to 51.7% in the mid 1970s and
continued declining to 51.5% in 2002.
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Figure 8-8 Working Age Population: 1991~2002
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Figure 8-9 Growth Rates of Working Age Population and Proportion of
Women in the Population: 1991~2002
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3.2 The Composition of Working Age Population: By Sex
and Age Group
Studying the composition and structure of the working age
population by age group is important, especially in consideration of
the labor supply. It is because the actual proportion of available
resources by age group that enters the labor market is an important
variable governing the labor supply. We will go over the changes in
this composition from 1991 to 2002.
The working age population increased at an average annual rate of
1.33% between 1991 and 2002. But as can be judged from Table 8-4
and Figure 8-10, the differences between men and women are not
very significant as the rates stand at 1.36% and 1.30% for men and
women, respectively. However, there are considerable differences
between different age groups. The rate for the 15~19 age group is
-2.0%, while that of the 40~44 is 4.3%, indicating a proportional
increase with age. But this trend does not seem consistent since the
rates for the 55~59 age group, the 60~64 group, and the 65 and older
group are 1.7%, 3.9%, and 4.4%, respectively. It should be noted that
the growth rates in these three age groups show significant
differences between the two sexes. While the average annual growth
rate of the male working age population is 2.1% in the 55~59 age
group, the female population rate lags behind by 0.9% with 1.3%.
The differences between men and women are 1.5% points for the
60~64 group and 0.6% point in the 65 and older age group.
Such differences in working age population growth rates by sex
and age group induced considerable changes in the proportion each
age group takes up in the total working age population. Table 8-5 and
Figure 8-11 shows that the share taken up by the relatively young
30~34 age group has declined whereas that of the older 35~39 group
has increased. A more eye-catching change is in the 15~19 group that
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suffered a loss of 4.4% points from 13.4% to 9.0%. The 20~24 age
group and the 25~29 group also contracted by 2.6% points,
indicating that the proportion taken up by a certain age group in the
total working age population decreases more dramatically as the age
level falls. The age group with the most significant growth in its
Table 8-4 Average Annual Growth Rates of Working Age Population by Age
Group: 1991~2002

(Unit: %)
All Ages
Age 15~19
Age 20~24
Age 25~29
Age 30~34
Age 35~39
Age 40~44
Age 45~49
50~54 years
55~59 years
60~64 years
65 and older

Total Population
1.33
-1.98
-0.78
-0.48
0.22
2.03
4.34
3.71
1.60
1.69
3.89
4.36

Men
1.36
-1.94
-0.71
-0.47
0.12
2.01
4.24
3.66
1.71
2.14
4.73
4.75

Women
1.30
-2.02
-0.84
-0.49
0.33
2.05
4.44
3.75
1.49
1.27
3.21
4.12

Figure 8-10 Average Annual Growth Rates of Working Age Population by
Age Group: 1991~2002
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Table 8-5 Proportion of Working Age Population by Age Group: 1991~2002

(Unit: thousand persons, %)
Total 15~19 20~24 25~2930~3435~39 40~4445~49 50~5455~59 60~64 65+
1991 31,535

13.4

11.6

13.4

13.5

10.3

8.1

6.8

6.5

5.3

3.8

7.2

1992 32,020

12.7

11.6

13.1

13.5

10.9

8.1

6.8

6.6

5.5

4.0

7.3

1993 32,526

12.1

11.5

12.8

13.4

11.4

8.2

6.9

6.5

5.6

4.1

7.5

1994 33,046

11.6

11.2

12.7

13.1

11.8

8.5

7.1

6.4

5.7

4.3

7.7

1995 33,659

11.4

10.8

12.7

12.7

12.1

8.9

7.2

6.2

5.7

4.4

7.9

1996 34,274

11.3

10.4

12.6

12.4

12.2

9.3

7.2

6.1

5.7

4.6

8.2

1997 34,851

11.3

9.7

12.6

12.0

12.3

9.7

7.3

6.0

5.8

4.8

8.4

1998 35,347

11.3

9.3

12.4

11.7

12.3

10.2

7.4

6.1

5.7

4.9

8.7

1999 35,757

11.0

8.9

12.2

11.6

12.0

10.7

7.6

6.3

5.6

5.0

9.0

2000 36,186

10.4

8.8

11.8

11.7

11.7

11.0

8.0

6.5

5.5

5.0

9.4

2001 36,579

9.7

8.9

11.3

11.7

11.5

11.3

8.6

6.6

5.5

5.1

9.8

2002 36,963

9.0

9.0

10.8

11.8

11.2

11.4

9.0

6.8

5.5

5.2

10.2

Figure 8-11 Proportion of Working Age Population by Age Group: 1991 and
2002
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Table 8-6 Proportion of Working Age Population by Age Group: 1991~ 2002
(Men)

(Unit: thousand persons, %)
All
15~19 20~24 25~29 30~34 35~39 40~44 45~49 50~54 55~59 60~64 65+
Ages
1991 15,231 14.2

9.9

14.1

14.3

11.0

8.5

7.2

6.7

5.2

3.4

5.6

1992 15,451 13.4

9.9

13.8

14.4

11.5

8.6

7.2

6.8

5.4

3.5

5.7

1993 15,697 12.7

9.8

13.5

14.2

12.0

8.7

7.2

6.7

5.6

3.7

5.8

1994 15,948 12.2

9.5

13.4

13.9

12.5

8.9

7.4

6.6

5.7

3.9

5.9

1995 16,276 11.9

9.3

13.4

13.5

12.8

9.3

7.5

6.4

5.7

4.1

6.1

1996 16,599 11.8

9.0

13.2

13.1

12.9

9.8

7.6

6.3

5.7

4.3

6.3

1997 16,886 11.8

8.5

13.1

12.8

12.9

10.3

7.7

6.3

5.7

4.5

6.5

1998 17,124 11.8

8.0

12.9

12.5

12.8

10.7

7.7

6.4

5.7

4.7

6.7

1999 17,307 11.5

7.6

12.7

12.3

12.6

11.2

8.0

6.6

5.7

4.8

7.1

2000 17,522 10.9

7.6

12.4

12.3

12.3

11.5

8.4

6.8

5.6

4.9

7.4

2001 17,720 10.2

7.6

11.9

12.3

12.1

11.8

8.9

6.9

5.6

4.9

7.8

2002 17,921

7.7

11.3

12.3

11.8

11.9

9.4

7.0

5.7

5.0

8.2

9.5

Table 8-7 Proportion of Working Age Population by Age Group: 1991~ 2002
(Women)

(Unit: thousand persons, %)
All Ages 15~19 20~24 25~29 30~34 35~39 40~44 45~49 50~54 55~59 60~64 65+
1991 16,304

12.8

13.2

12.7

12.7

9.8

7.6

6.5

6.4

5.4

4.2

8.7

1992 16,570

12.1

13.2

12.4

12.7

10.3

7.7

6.5

6.4

5.5

4.4

8.9

1993 16,829

11.5

13.0

12.2

12.6

10.8

7.8

6.6

6.3

5.6

4.5

9.1

1994 17,098

11.1

12.7

12.1

12.4

11.2

8.0

6.7

6.2

5.7

4.6

9.4

1995 17,382

10.9

12.2

12.0

12.0

11.5

8.4

6.8

6.0

5.7

4.7

9.6

1996 17,675

10.9

11.6

12.0

11.7

11.6

8.9

6.9

5.9

5.7

4.9

9.9

1997 17,965

10.9

11.0

12.0

11.4

11.7

9.3

7.0

5.8

5.8

5.0

10.2

1998 18,223

10.8

10.5

11.9

11.1

11.7

9.7

7.1

5.9

5.7

5.1

10.5

1999 18,451

10.5

10.1

11.7

11.0

11.5

10.2

7.3

6.1

5.6

5.1

10.8

2000 18,664

9.9

10.0

11.3

11.1

11.2

10.6

7.7

6.3

5.5

5.2

11.2

2001 18,859

9.2

10.1

10.8

11.2

10.9

10.8

8.3

6.4

5.4

5.2

11.7

2002 19,042

8.5

10.2

10.3

11.3

10.7

11.0

8.7

6.5

5.4

5.3

12.1

proportion is the 40~44 age group that gained by 3.4% points from
8.1% to 11.4%, followed by the 65 and older age group that saw an
increase of 3.0% points from 7.2% to 10.2%. Meanwhile, the 50~54
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group and the 55~59 grew only by a modest 0.2% point, respectively.
Table 8-6 and Table 8-7 represent the proportion of each age group
in relation to the total working age population by sex.
3.3 The Composition of Working Age Population: By
Educational Attainment
Table 8-8 shows the distribution of the working age population by
educational attainment. The categories are classified into less than
high school graduates, high school graduates, undergraduates (those
currently attending junior colleges and universities or left school in
mid-course), junior college/university graduates, and graduate degree
holders. As more and more Koreans advance into higher educational
institutions, the ratio of the population with middle school education
or less is decreasing quite rapidly. Thus, it is necessary to group the
low-educated population as less than high school graduates and
Table 8-8 Working Age Population and Proportion by Educational Attainment:
1993~2002

(Unit: thousand persons, %)
Working Age Population
Total

Proportion

Less than
High
UnderJunior Graduate Less than High Under- Junior Graduate
High
School graduates College / School
High School graduates College / School
School Graduates
University
School Graduat
University
Graduates
Graduates
Graduates es
Graduates

1993 32,526

16,385

10,304

1,719

4,117

333

50.4

31.7

5.3

12.7

1.0

1994 33,046

14,863

11,596

1,884

4,704

391

45.0

35.1

5.7

14.2

1.2

1995 33,659

14,780

11,842

2,012

5,025

421

43.9

35.2

6.0

14.9

1.3

1996 34,274

14,768

11,951

2,205

5,351

454

43.1

34.9

6.4

15.6

1.3

1997 34,851

15,111

11,754

2,466

5,520

518

43.4

33.7

7.1

15.8

1.5

1998 35,347

14,195

12,359

2,394

6,399

559

40.2

35.0

6.8

18.1

1.6

1999 35,757

14,121

12,331

2,627

6,679

648

39.5

34.5

7.3

18.7

1.8

2000 36,186

13,958

12,376

2,822

7,031

710

38.6

34.2

7.8

19.4

2.0

2001 36,579

13,659

12,448

3,041

7,431

780

37.3

34.0

8.3

20.3

2.1

2002 36,963

13,457

12,459

3,184

7,863

821

36.4

33.7

8.6

21.3

2.2
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develop a separate category for the graduate degree holders. However,
the differentiation between university graduates and graduate degree
holders is possible only from 1992 onwards as the new industry and
occupational classification system was put into effect starting in 1993.
Therefore, we will only consider the data from 1993 to 2002.
A rapid increase in the number of advanced degree holders is one
of the characteristics of the educational distribution of the working
age population, and the trend is more pronounced in the younger
generation. The proportion of the less than high school graduate
group was over 50% in 1993 but dropped to 36.4% in 2002 (The
proportion of less than high school graduates was approximately 75%
in 1980, but decreased to less than 60% in 1988). The stark difference
between the older and younger generations in their education level is
attributable to the fact that middle school education has become part
of the compulsory education program and is granted for all children
through government subsidy, and that high school education has also
become more prevalent. In that sense, the ratio of the less than high
school graduates group is likely to continue to decline well into the
Table 8-9 Working Age Population and Proportion by Educational Attainment:
1993~2002 (Men)

(Unit: thousand persons, %)
Working Age Population

Total
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

15,697
15,948
16,276
16,599
16,886
17,124
17,307
17,522
17,720
17,921

Proportion

Less than High
UnderJunior Graduate Less than High UnderHigh
School graduates
High
School graduates College / School
School Graduates
School Graduates
University
Graduates
Graduates
Graduates

6,801
5,977
5,929
5,944
6,116
5,634
5,615
5,517
5,387
5,318

5,210
5,841
5,976
6,028
5,922
6,209
6,179
6,206
6,221
6,197

1,072
1,172
1,269
1,347
1,489
1,400
1,533
1,653
1,787
1,884

2,345
2,642
2,766
2,919
2,947
3,445
3,493
3,621
3,753
3,927

270
316
337
361
412
436
487
526
573
595

43.3
37.5
36.4
35.8
36.2
32.9
32.4
31.5
30.4
29.7

33.2 6.8
36.6 7.4
36.7 7.8
36.3 8.1
35.1 8.8
36.3 8.2
35.7 8.9
35.4 9.4
35.1 10.1
34.6 10.5

Junior Graduate
College / School
University
Graduates

14.9
16.6
17.0
17.6
17.5
20.1
20.2
20.7
21.2
21.9

1.7
2.0
2.1
2.2
2.4
2.5
2.8
3.0
3.2
3.3
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Table 8-10 Working Age Population and
Attainment: 1993~2002 (Women)
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Proportion

by

Educational

(Unit: thousand persons, %)
Working Age Population
Total

Proportion

Less than High
Under- Junior Graduate Less than High
UnderJunior Graduate
High
School graduates College / School
High
School graduates College / School
School Graduates
University
School Graduates
University
Graduates
Graduates
Graduates
Graduates

1993 16,829 9,585 5,095

648 1,440

62

57.0

30.3

3.8

8.6

0.4

1994 17,098 8,885 5,755

712 1,672

74

52.0

33.7

4.2

9.8

0.4

1995 17,382 8,851 5,866

743 1,839

84

50.9

33.7

4.3

10.6

0.5

1996 17,675 8,824 5,923

858 1,978

93

49.9

33.5

4.9

11.2

0.5

1997 17,965 8,994 5,833

977 2,055

106

50.1

32.5

5.4

11.4

0.6

1998 18,223 8,561 6,150

994 2,395

124

47.0

33.7

5.5

13.1

0.7

1999 18,451 8,506 6,151 1,094 2,538

162

46.1

33.3

5.9

13.8

0.9

2000 18,664 8,441 6,170 1,168 2,701

184

45.2

33.1

6.3

14.5

1.0

2001 18,859 8,272 6,228 1,254 2,899

207

43.9

33.0

6.6

15.4

1.1

2002 19,042 8,139 6,261 1,300 3,115

226

42.7

32.9

6.8

16.4

1.2

future. The percentage of high school graduates (those who did not
go on to colleges or universities) increased moderately from 32% in
1993 until it started lagging recently and was at around 33% as of
2002. This indicates that the proportion of the population attaining
high school education has increased compared to the past. The fact
that the high school entrance rate of 19% in 1993 increased to 32% in
2002 is a case in point. Table 8-9 and Table 8-10 show the
education-level distribution of the working age population by sex.

4. Labor Supply Trends
4.1 The Overall Trend in the Economically Active Population
The economically active population refers to the sum of the
working age population that are currently employed, or are
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unemployed but are searching for a job. The labor force participation
rate is the ratio of the economically active population to the total
working age population. According to the definition of the Korea
National Statistical Office, “an employed is a person who worked for
one hours or more in exchange for pay, profit, salary, or wages during
the week of the census, or a family member who contributed to the
profit of the family-run farm or business by working for an equivalent
of 18 hours or more per week though it may not have contributed
directly to his or her profit or income, or a person who has a job or
runs a business but was temporarily out of work in the census week
due to illness, weather problems, vacation, annual leave of absence, or
labor dispute.” By the same principle, “an unemployed is a person 15
and older who was out of work during the week of the census despite
one’s desire and ability to work and has actively been in search of a
job and is immediately employable.”
Table 8-11 and Figure 8-12 show the size of the economically
active population and their rate of labor force participation. As can be
seen in the table, the economically active population grew at an
average annual rate of 2.9% from 8,230 thousand in 1963 to 10,062
thousand in 1970. The growth rate jumped further to 3.7% in 1980,
with the population reaching 14,431 thousand. The average annual
growth rate fell to 2.5% during the 1980s and remained more or less
the same until 1997 as the size of the economically active population
posted 21,782 thousand. The population size dropped temporarily to
354 thousand in 1998 due to the Asian financial crisis. It soon
recovered, however, in tune with the economy to a record 22 million
in 2000 and sustained a high growth rate of 1.6% and 2.1% in 2001
and 2002, respectively. Such rapid increase in the economically active
population was due to the fast growth rate of the 15 and over age
group and their active labor force participation.

Labor Supply(Ahn, Joyup)

311

Table 8-11 Economically Active Population and Participation Rates: 1963~
2002

(Unit: thousand persons, %)

1963
1970
1980
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Economically Active
Population
Total
Men
Women
8,230
5,395
2,835
10,062
6,447
3,615
14,431
9,019
5,412
18,539
11,030
7,509
19,109
11,428
7,681
19,499
11,694
7,805
19,806
11,881
7,924
20,353
12,174
8,179
20,845
12,435
8,410
21,288
12,650
8,638
21,782
12,843
8,938
21,428
12,852
8,576
21,666
12,880
8,785
22,069
13,000
9,069
22,417
13,142
9,275
22,877
13,411
9,466

Labor Force
Participation Rates
Total
Men
Women
56.6
78.4
37.0
57.6
77.9
39.3
59.0
76.4
42.8
60.0
74.0
47.0
60.6
75.0
47.1
60.9
75.7
47.1
60.9
75.7
47.1
61.6
76.3
47.8
61.9
76.4
48.4
62.1
76.2
48.9
62.5
76.1
49.8
60.6
75.1
47.1
60.6
74.4
47.6
61.0
74.2
48.6
61.3
74.2
49.2
61.9
74.8
49.7

Female
to Male
Ratio
52.5
56.1
60.0
68.1
67.2
66.7
66.7
67.2
67.6
68.3
69.6
66.7
68.2
69.8
70.6
70.6

Figure 8-12 Labor Force Participation Rates: 1963~2002

(Unit: %)
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Labor force participation rates, as can be seen in the figures, were
below 60% before 1990 but peaked at 62.5% right before the
economic crisis in 1997. The rate remained a low 61.9% in 2002
despite the nation’s full recovery from the economic catastrophe. The
labor force participation rates can be categorized into four different
phases by economic patterns. The first phase would be during
1963~78 when participation rates were on the rise in tune with the
rapid industrialization and urbanization of the period. The second
phase would be during 1978~84 when the rates declined due to
industrial saturation and increasing interest in education, and the third
phase during 1985~97 when the rates climbed once again until
blocked by the devastating economic failure. The final phase was
during 1998~2002 when the rates started gaining again thanks to the
economic recovery.
In 1963, the labor force participation rate was a mere 56.6% but
continued a gradual ascent up to 59.9% in 1978. This upturn was
highly attributable to the increase in labor demand as rapid
urbanization and industrialization took place. The rapid urbanization
process slowed down and educational opportunities increased for the
general population in and around 1978, prompting a drop in labor
force participation rates. By 1984, the rate had fallen to 55.8% which
was even lower that that of 1963. The rates started up again after
1984 and recovered the 60% mark in 1990 and reached 62.5% in
1997 right before the onset of the financial crisis. The recession
effectively pushed the rate down by 1.9% point to 60.0% and kept it
there until 1999. Even the full-fledged economic recovery of 2000 did
not do much to pull the numbers back up, and the participation rate
was 61.1% that year. The participation rate has climbed to 61.9% as
of 2002, but still needs to advance further to get back to the pre-crisis
level.
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4.2 Labor Force Participation Trends by Sex
The economically active population has continued to grow over
the last 40 years despite the overall drop in male participation rates.
This growth was due to the increase in the national population and
higher labor force participation among women. Increased female
labor force participation translates to a higher proportion in the total
working population. The ratio of the female working population to
the male population was only around 50% in the early 1960s, but rose
steadily and reached the 60% level by 1978. The trend continued and
brought up the numbers to 68.1% in 1990 and 70.6% in 2002.
The labor force participation rates among men were already around
78% in the 1970s but fell during the 1980s to post 72.1% in the
middle of the decade. The number of years spent on education
increased after middle school education became compulsory, and
high school enrollment rose as well. Such investment in education
contributed towards the increase in the labor force participation rates
in the early 1990s. The rate peaked at 76.4% in 1995 only to drop
with the start of the financial crisis and is now hovering slightly below
the 75% level.
Meanwhile, female labor force participation which was less than
40% in 1970 topped the level for the first time in 1973 and continued
a steady growth in the early 1980s to reach 43%. The rate dropped
temporarily to 40.7% in 1984, but has started surging again since the
mid 1980s. The figure had reached 49.8% right before the economic
downturn, but dropped by a crushing 2.7% point to 47.1% in 1998.
Though it has recovered somewhat since then, the participation rate
is still at 49.7% as of 2002.
The rapid rise in female labor force participation that lasted until
the mid 1980s was mainly brought on by the increase in educational
opportunities for women as middle school education became
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compulsory. An upgrade in the quality of the female workforce meant
better wages for working women and higher opportunity costs for
those who stayed home. This economic incentive was complemented
by the fact that the drop in male participation rates led to a higher
demand for female labor. But it needs to be noted that the rise in
female labor force participation in Korea differed in its characteristics
from that of the developed nations where a transition to the service
industry from manufacturing increased the demand for part-time
labor and encouraged women’s participation in the labor market.
The increased labor force participation among women since the
mid 1980s also seems to have been driven by factors similar to that of
the prior years. In other words, more women started attending junior
colleges and universities. The generation of a more sophisticated
female workforce translated to higher opportunity costs which
functioned as a strong motivational factor driving women out of their
homes and into the labor market. Gender discrimination in hiring was
still prevalent at this time, and issues such as pregnancy and
child-raising, the biggest known obstacles to female labor force
participation, were far from being properly addressed. An increase in
the number of working women in such conditions led to a drop in
fertility rates, thus contributing to population aging. From the
perspective of the labor demand, the increase in women’s
participation in the labor market was brought on by the shift from a
manufacturing industry to a service industry which increased the
demand for irregular workers or temporary part-time workers rather
than for full-time, regular workers.
Meanwhile, the economic crisis that began at the end of 1997
appears to have had a devastating effect on the female working
population. This was because the irregular or temporary part-time
jobs mainly occupied by the female workforce offered far less job
security than the regular and full-time positions. Though there are
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strong suspicions that the collective dismissals or honorary retirement
programs carried out during the crisis years were gender biased, it is
not a matter that can be clarified in the course of this discussion.
Another important contributing factor to the drop in female labor
force participation is the so-called discouraged worker effect, also
referred to as the hidden unemployment rate. A dismissed or
unemployed individual is usually faced with two choices. One is to
continue searching for a job and remain a member of the
economically active population as a job-seeker. The other is to change
one’s status altogether and move into the economically inactive
population group. During an economic recession, employment
opportunities, the main goal of the job-seeking activity, decrease
along with the offered wage rate in the market while the cost of the
job searching activity increases. Thus, the job search duration also
becomes shorter as the discouraged job seeker is likely to give up his
or her search and become part of the non-active population. This
overall process is called the discouraged worker effect. However, the
details of this effect have not been fully elucidated to date as there are
no specific items in surveys that target this effect nor is the necessary
information accessible. We are only able to suspect that the effect has
a stronger impact on women than men because retrospective
observations show that women tend to remain in the unemployment
state a shorter time than men before shifting into the economically
inactive state.
4.3 Labor Force Participation Trends by Age Group
So far, we have examined the economically active population and
its participation rates at the overall scale. But the changes in the
overall labor force participation rates in the face of rapid population
aging can be explained far more effectively when inspected by age
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group. Figure 8-13 and Table 8-12 shows the recent 10-year trends in
labor force participation rates by age group. As can be seen in the
figure, the extremely low participation rate in the 15~19 age group
increases in the older age groups, practically skyrocketing in the
30~34 group to 70%. The rates peak in the 40~44 age group and
decline to a modest 30% level in the elderly group aged 65 and over.
Labor force participation rate has been declining in the 55~59 age
group during the past ten years (rising in the 25~29 group and
holding steady in the forties group) while the rates of the 25~29 age
group and the 60 and older group have been rising.
Labor force participation trends by age group shows that (the
figure only compares the trends of 1991 and 2002) the participation
rate of the youth population in the 15~19 age bracket fell
continuously from 14.8% in 1991 to 10.5% in 1988. The rate gained
temporarily to 11.9% in 2000 but fell again and is at 10.5% as of 2002.
Figure 8-13 Labor Force Participation Rates by Age Group: 1991 and 2002
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Table 8-12 Labor Force Participation Rates by Age Group

(Unit: %)
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Total
60.6
60.9
60.9
61.6
61.9
62.1
62.5
60.6
60.6
61.0
61.3
61.9

15~19 20~24 25~29 30~34 35~39 40~44 45~49 50~54 55~59 60~64
14.8 63.4 67.9 73.7 78.4 78.6 78.4 75.1 68.2 52.5
14.4 62.7 68.1 72.9 77.9 78.8 78.3 75.8 68.1 55.2
13.6 61.4 68.0 72.9 78.5 79.7 78.0 74.5 67.9 53.8
13.1 62.2 68.3 73.4 78.4 80.5 78.1 75.1 68.3 56.7
12.0 63.1 69.1 72.9 78.5 81.5 78.1 75.0 68.5 58.4
11.1 63.1 69.9 73.8 78.8 81.5 78.9 74.8 68.1 58.2
10.8 62.8 71.1 74.5 79.0 81.9 78.6 74.9 69.0 59.0
10.5 58.6 69.4 72.6 77.7 79.7 78.0 73.8 66.1 55.5
11.1 58.0 68.4 72.4 77.6 79.1 78.2 73.0 66.0 55.3
11.9 57.3 70.1 72.4 77.7 79.2 78.8 72.3 64.1 54.1
11.6 57.0 70.8 72.1 77.8 79.0 78.6 72.3 64.0 54.7
10.5 58.0 71.7 72.5 77.8 79.1 78.6 73.2 64.7 55.8

65+
26.3
27.2
26.5
27.3
27.9
28.5
29.7
27.5
28.7
29.6
30.0
30.7

The low labor force participation rates of the youth population and
the declining trend in the rates are attributable to the nation’s social
environment in which the population does not usually engage in wage
earning activities during their school years, as well as the fact that the
number of years invested in schooling has increased over the years.
But the transient surge in this age group’s labor force participation
rates during the Asian financial crisis runs counter to the results from
previous studies on developed nations which showed that the
participation rates of the younger age groups decline during economic
downturns as they tend to return to school.
The population in the 20~24 age group would generally be
enrolled in colleges and universities or serving their military duties.
This age group has a higher labor force participation rate compared
to the 15~19 age group, but the rate has been declining steadily over
the last ten years. The participation rate stood at 63.4% in 1991 but
gradually decreased to 62.8% in 1997. The 1997 financial crisis
pushed down the rate by a whopping 4.2% points to 58.6% in 1998.
The rate fell further to 57.0% and barely returned to 58.0% in 2002.
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The gradual decline in the early years of the 1990s seems to have been
caused by a higher percentage of the population advancing into
higher educational institutions (junior colleges and 4-year universities),
whereas the abrupt drop during the crisis years was caused by the
population returning to school (graduate schools included) to avoid
the direct fallout of the recession.
The labor force participation rate of the 25~29 age group rose
steadily from 67.9% in 1991 to 71.7% in 2002. Though this group
also suffered a 1.7% point loss in its pace during the financial crisis, it
was one of the less affected groups. The participation rates of the
30~34 and 35~39 age groups showed some fluctuation but managed
to remain in the range of 72~75% and 77~79%, respectively,
throughout the years. Overall, the participation rates of both groups
are eroding at a very gradual pace. The participation rate of the 40~44
group rose from 78.6% in 1991 to 81.9% in 1997 but fell after that to
79.1% in 2002. The participation rate of the 45~49 age group is
hovering at the 78% level and showing very little change.
The participation rates in the 50~54 and 55~59 age groups
remained steady at the 75% and 68% level, respectively prior to the
Asian financial crisis. However, both groups suffered seriously during
the crisis and are now at 73% and 64%, respectively. Meanwhile, the
participation rate of the 60~64 age group increased from 52.5% in
1991 to 59.9% just before the onset of the crisis in 1997. Like the
other groups, this age bracket also saw its rate drop to 55.5% in 1998
and further down to 54.1% in 2000. However, the figures have been
climbing up since. The effect of the economic crisis on this age group
was particularly serious and prolonged. The labor force participation
rate of the 65 and older group, which is higher than in other
developed nations, has been increasing steadily except for a transient
drop it suffered just before the economic crisis. This shows that this
age group, due to the inadequacy of the existing social safety net and
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the fact that the group is not the direct beneficiary of the newer social
security programs, is in need of jobs to support itself through old age.
Figure 8-14, Figure 8-15, Table 8-13, and Table 8-14 show the
labor force participation rates of each age group by sex over the last
ten years. The trends represented in these figures and tables differ
significantly from the labor force participation trends of age groups
that combine both sexes.
First, in comparing the values from 1991 and 2002, the labor force
participation rates of men are decreasing for all age groups except in
the 65 and older group, and the trend seems to have been aggravated
by the financial crisis. The participation rates of the 20~24 age group
and the 25~29 group, in particular, fell by a greater margin than in
other age groups. These two age groups suffered a drop of 8.5%
points from 60.6% and 92.0% in 1991, respectively, to 51.8%
Figure 8-14 Labor Force Participation Rates by Age Group: 1991 and 2002
(Men)

(Unit: %)
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Figure 8-15 Labor Force Participation Rates by Age Group: 1991 and 2002
(Women)
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and 83.5% in 2002, respectively. Such a decline is caused by the fact
that the number of years invested in education is ever rising as the
population advances from middle school to high school to junior
college or a 4-year university and then even on to graduate school (for
master’s and doctor’s degrees). This particular trend, together with
the contraction of the youth population, is an undermining factor for
the sound labor supply necessary for sustainable economic growth
because it accelerates the contraction in the number of new labor
market entrants as well as the aging of the new entrants.
Second, the labor force participation rate of the 60~64 age group
remains almost steady at the 66% level while that of the 65 and older
group rose by 3.2% points from 39.5% to 42.7%. Considering the
low unemployment rate of this age group, there seems to be a
discrepancy between the real situation and the general perception that
it is hard for aged workers to stay long in the labor market and that
they are rather easily displaced even before they reach their fifties.
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Table 8-13 Labor Force Participation Rates by Age Group: Men

(Unit: %)
15~ 20~ 25~ 30~ 35~ 40~ 45~ 50~ 55~ 60~
65+
19
24
29
34
39
44
49
54
59
64
1991 75.0 11.0 60.3 92.0 97.1 97.4 96.3 94.7 91.4 84.7 66.3 39.5
Men

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

75.7
75.7
76.3
76.4
76.2
76.1
75.1
74.4
74.2
74.2

11.6
10.6
10.6
9.5
8.8
8.6
9.1
10.6
11.5
10.7

59.0
57.1
58.9
58.8
59.1
57.9
55.1
54.1
52.4
50.4

91.2
90.6
90.2
89.6
88.4
88.0
87.0
84.4
84.0
83.6

97.0
97.2
97.1
97.0
96.9
96.7
96.4
95.4
95.3
94.6

97.1
97.1
96.6
97.0
96.8
96.9
96.2
96.0
95.6
95.2

96.7
96.6
96.5
96.6
96.7
96.1
95.3
94.4
94.4
94.1

95.0
94.9
95.1
95.2
95.4
94.7
94.1
93.2
92.6
92.6

91.6
91.5
91.5
91.2
91.6
91.0
92.0
89.9
89.1
88.0

84.8
84.6
84.3
84.0
83.5
84.8
81.7
81.0
77.7
77.7

69.9
68.6
71.7
73.7
73.6
73.6
68.0
65.6
63.4
65.0

40.7
40.5
41.2
40.9
41.0
42.0
40.3
40.7
40.6
41.2

2002 74.8

9.4

51.8 83.5 94.6 95.5 94.1 92.9 88.3 80.1 66.5 42.7

Table 8-14 Labor Force Participation Rates by Age Group: Women

(Unit: %)
Women
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

47.1
47.1
47.1
47.8
48.4
48.9
49.8
47.1
47.6
48.6
49.2

2002 49.7

15~
19
18.7
17.3
16.8
15.7
14.5
13.5
13.0
11.9
11.7
12.4
12.6

20~
24
65.6
65.2
64.5
64.6
66.1
66.0
66.4
61.1
60.8
60.9
61.7

25~
29
42.8
44.1
44.5
45.6
47.9
50.9
53.8
51.5
52.1
55.7
57.5

30~
34
49.2
47.5
47.4
48.6
47.6
49.4
51.1
47.5
48.4
48.6
48.9

35~
39
58.6
57.7
59.1
59.4
59.2
60.1
60.5
58.6
58.7
59.2
59.7

40~
44
60.2
60.1
62.2
63.8
65.8
65.7
67.2
63.6
63.3
63.7
63.5

45~
49
61.7
61.1
60.6
60.7
60.6
61.7
62.0
61.5
62.8
64.7
64.4

50~
54
59.2
60.2
57.6
58.9
58.7
57.9
58.5
55.3
55.7
55.2
56.5

55~
59
53.5
52.9
52.6
53.3
54.1
53.7
54.3
51.4
51.8
51.1
50.6

60~
64
42.2
44.2
42.4
44.8
46.0
45.4
46.6
44.7
46.3
45.9
45.6

65+
18.4
19.3
18.2
19.2
20.2
21.1
22.3
19.8
21.5
22.8
22.9

11.7 62.4 59.4 49.8 59.3 63.8 64.0 58.0 49.6 46.4 23.0

Such a discrepancy may be interpreted as follows. Though it is true
that the elderly population usually terminates its career life in old age
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either voluntarily or involuntarily, the population can not depend on
the social safety net or social security system, or even their personal
funds to provide for their old age. Thus, the elderly group is forced to
start a new employment cycle either as a non-wage worker or as a
self-employed worker. In light of this situation, it is necessary to set
up policy measures to expand the social security system and to assist
old-age business startups so as to support the livelihood of the elderly
population.
Third, the labor force participation rates of different female age
groups do not conform to one consistent trend. Though there is the
usual ‘M-Curve’ (this issue will be addressed in more detail in the
following chapter titled ‘Female Labor Supply’), the fluctuations of
the rates are deviational. There was a deep trough in labor force
participation between the 20~24 and 25~29 age groups in 1991.
Participation dropped by 22.8% points from 65.6% to 42.8%.
However, the participation rate of the 25~29 group which stood at an
unimpressive 42.8% soared by 16.6% points to 59.4% in 2002. The
trough was effectively transferred to that gap between the 25~29 and
30~34 age groups (a drop of 9.6% points from 59.4% to 49.8%). The
labor force participation rates of the 15~19 age group and the 20~24
group fell by 7.0% points from 18.7% to 11.7% and by 3.2% points
from 65.6% to 62.4%, respectively. Meanwhile, the 30~34 age group
and the 35~39 age group posted a trifling growth rate of 1% point. A
number of factors contributed to the changes that have been
discussed so far. One is the increase in opportunities for higher
education that raised the opportunity costs of female labor and
encouraged more women to join the labor market. But since some
fundamental issues such as pregnancy and child-raising for the
working women were yet to be resolved, marriages and childbirths
were put off.
Fourth, labor force participation rates are increasing in the higher
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age groups that did not benefit from advanced educational
opportunities like the younger generations. The participation rate of
the 60~64 age group, though it was also hit by the economic crisis,
rose by 4.2% points from 42.4% in 1991 to 46.4% in 2002. The 65
and older age group also saw an increase of 4.6% points from 18.4%
to 23.0% during the same term. Such increase in old-age labor force
participation, along with the similar trend observed among elderly
men, reflect the financial instability of the elderly population.
Considering that the average education level of the women in the
above age brackets is low, most of these workers are quite likely
concentrated in the low-skill, low-wage jobs and non-official
positions or are self-employed in the agriculture and fishery sectors.
4.4 Labor Force Participation Trends by Educational
Attainment
The size of a nation’s economically active population is determined
by the labor force participation rates of the working age population,
and one of the determining factors of the participation rates is the
level of education attained by the population. The educational
attainment is what determines the level of general human capital of
workers. As the human capital level, in turn, determines the
opportunity cost of a worker’s labor in accordance to its market value,
education has a significant effect on one’s decision to join the labor
market. Generally, high education level translates to higher market
value or wages and encourages workers to find jobs rather than stay
home. Collectively observed, the highly educated populations tend to
show high labor force participation rates.
Table 8-15 shows the economically active population by education
level, the trends in their labor force participation, and the proportion
of each group in relation to the entire working population.
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Table 8-15 Economically Active Population by Educational Attainment

(Unit: thousand persons, %)
Less than
Junior
High
Junior
High
College/ Graduate
Total
School
Undergraduates University School
School
Graduates
Graduates
Graduates
Economically Active Population
1991
19,109
8,401
7,248
544
2,917
0
1993
19,806
8,670
7,336
489
3,030
281
1994
20,353
7,712
8,289
570
3,452
330
1995
20,845
7,597
8,569
631
3,696
353
1996
21,288
7,531
8,721
714
3,944
378
1997
21,782
7,723
8,660
903
4,060
435
1998
21,427
6,851
8,764
767
4,580
467
1999
21,665
6,869
8,677
949
4,646
525
2000
22,069
6,848
8,713
1,083
4,848
577
2001
22,417
6,656
8,817
1,188
5,111
645
2002
22,877
6,554
8,932
1,272
5,430
689
Proportion of the Economically Active Population by Educational Attainment
1991
19,109
44.0
37.9
2.8
15.3
n.a.
1993
19,806
43.8
37.0
2.5
15.3
1.4
1994
20,353
37.9
40.7
2.8
17.0
1.6
1995
20,845
36.4
41.1
3.0
17.7
1.7
1996
21,288
35.4
41.0
3.4
18.5
1.8
1997
21,782
35.5
39.8
4.1
18.6
2.0
1998
21,427
32.0
40.9
3.6
21.4
2.2
1999
21,665
31.7
40.1
4.4
21.4
2.4
2000
22,069
31.0
39.5
4.9
22.0
2.6
2001
22,417
29.7
39.3
5.3
22.8
2.9
2002
22,877
28.7
39.0
5.6
23.7
3.0
Labor Force Participation Rate
1991
60.6
52.2
71.3
32.1
81.4
n.a.
1993
60.9
52.9
71.2
28.5
80.1
84.4
1994
61.6
51.9
71.5
30.2
80.0
84.5
1995
61.9
51.4
72.4
31.4
80.3
83.8
1996
62.1
51.0
73.0
32.4
80.5
83.4
1997
62.5
51.1
73.7
36.6
81.2
83.9
1998
60.6
48.3
70.9
32.0
78.4
83.4
1999
60.6
48.6
70.4
36.1
77.0
81.0
2000
61.0
49.1
70.4
38.4
76.7
81.2
2001
61.3
48.7
70.8
39.1
76.8
82.7
2002
61.9
48.7
71.7
40.0
77.1
84.0
Note: Junior College/University Graduates data of 1991 also includes the data for
the Graduate School category.
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In this study, the education levels are classified into less than high
school graduates, high school graduates, junior college
undergraduates (those who enrolled in junior colleges/universities
after high school graduation and are either currently attending the
school or have left in mid-course; generally refers to those currently
in the undergraduate course), junior college/university graduates, and
those with graduate degrees (data available from 1993 and onwards).
As can be seen in the table, higher education level leads to higher
participation rates, with the exception of the junior college
undergraduate group. Of course, the fact that education level tends to
be lower in the older age groups must be taken into consideration for
a more accurate analysis. In 2002, the participation rate of the less
than high school graduates group was less than 50% whereas high
school graduates posted 71.7%, junior college/university graduates
77.1%, and those with graduate degrees 84.0%.
The labor force participation of the less than high school graduates
group started declining from the 1991 figure of 52.2% to 48.7% in
2002. The participation rate of the high school graduates increased
slowly from 52.2% in 1991 up until the 1997 crisis that caused the
rate to fall by 3% points. But this group soon recovered to 71.7% by
2002. The labor force participation rate of the junior college/
university graduates was at the 80% level before the crisis, 76.7%
after the crisis in 2000, and rose to 77.1% in 2002. The population
with graduate degrees posted a high participation rate in the vicinity
of 84% prior to the crisis but suffered a drop to 81% and made it
back to 84% in 2002.
Higher educational attainment and the consequential increase in
labor force participation brought about significant changes in the
population size and labor force participation rates of the different age
groups. Whereas the total working population increased at an average
annual rate of only 1.65% between 1991 and 2002, the participation
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Table 8-16 Economically Active Population by Educational Attainment: Men

(Unit: thousand persons, %)
Less than
Junior
High
Junior
High
College/ Graduate
Total
School
Undergraduates University
School
School
Graduates
Graduates
Graduates
Economically Active Population
1991
11,428
4,146
4,716
404
2,163
0
1993
11,881
4,412
4,682
347
2,201
240
1994
12,174
3,752
5,277
392
2,471
282
1995
12,435
3,660
5,445
434
2,597
299
1996
12,650
3,626
5,502
480
2,726
316
1997
12,843
3,704
5,431
593
2,753
362
1998
12,852
3,248
5,575
490
3,150
389
1999
12,880
3,220
5,488
609
3,140
424
2000
13,000
3,166
5,462
699
3,220
454
2001
13,142
3,069
5,461
762
3,345
505
2002
13,411
3,047
5,486
831
3,524
524
Proportion of the Economically Active Population by Educational Attainment
1991
11,428
36.3
41.3
3.5
18.9
0.0
1993
11,881
37.1
39.4
2.9
18.5
2.0
1994
12,174
30.8
43.3
3.2
20.3
2.3
1995
12,435
29.4
43.8
3.5
20.9
2.4
1996
12,650
28.7
43.5
3.8
21.5
2.5
1997
12,843
28.8
42.3
4.6
21.4
2.8
1998
12,852
25.3
43.4
3.8
24.5
3.0
1999
12,880
25.0
42.6
4.7
24.4
3.3
2000
13,000
24.4
42.0
5.4
24.8
3.5
2001
13,142
23.3
41.6
5.8
25.5
3.8
2002
13,411
22.7
40.9
6.2
26.3
3.9
Labor Force Participation Rate
1991
75.0
63.2
89.1
37.5
93.8
n.a.
1993
75.7
64.9
89.9
32.3
93.9
88.7
1994
76.3
62.8
90.3
33.4
93.6
89.2
1995
76.4
61.7
91.1
34.2
93.9
88.8
1996
76.2
61.0
91.3
35.6
93.4
87.6
1997
76.1
60.6
91.7
39.8
93.4
87.7
1998
75.1
57.6
89.8
35.0
91.4
89.4
1999
74.4
57.3
88.8
39.7
89.9
87.1
2000
74.2
57.4
88.0
42.3
88.9
86.3
2001
74.2
57.0
87.8
42.6
89.1
88.2
2002
74.8
57.3
88.5
44.1
89.7
88.1
Note: Junior College/University Graduates data of 1991 also includes the data for
the Graduate School category.
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Table 8-17 Economically Active Population by Educational Attainment:
Women

(Unit: thousand persons, %)
Less than
Junior
High
High
Junior
College/ Graduate
School
Total
Undergraduates University School
School
Graduates
Graduates
Graduates
Economically Active Population
1991
7,681
4,255
2,532
141
754
0
1993
7,924
4,258
2,653
143
830
41
1994
8,179
3,960
3,012
178
981
48
1995
8,410
3,936
3,124
197
1,099
54
1996
8,638
3,905
3,218
234
1,218
62
1997
8,938
4,019
3,229
310
1,307
73
1998
8,576
3,603
3,189
277
1,430
77
1999
8,785
3,649
3,189
340
1,506
101
2000
9,069
3,683
3,251
384
1,628
123
2001
9,275
3,587
3,356
426
1,766
140
2002
9,466
3,508
3,445
442
1,906
165
Proportion of the Economically Active Population by Educational Attainment
1991
7,681
55.4
33.0
1.8
9.8
0.0
1993
7,924
53.7
33.5
1.8
10.5
0.5
1994
8,179
48.4
36.8
2.2
12.0
0.6
1995
8,410
46.8
37.1
2.3
13.1
0.6
1996
8,638
45.2
37.3
2.7
14.1
0.7
1997
8,938
45.0
36.1
3.5
14.6
0.8
1998
8,576
42.0
37.2
3.2
16.7
0.9
1999
8,785
41.5
36.3
3.9
17.1
1.2
2000
9,069
40.6
35.8
4.2
18.0
1.4
2001
9,275
38.7
36.2
4.6
19.0
1.5
2002
9,466
37.1
36.4
4.7
20.1
1.7
Labor Force Participation Rate
1991
47.1
44.7
51.9
22.6
59.0
n.a.
1993
47.1
44.4
52.1
22.1
57.6
65.4
1994
47.8
44.6
52.3
25.0
58.7
64.9
1995
48.4
44.5
53.3
26.6
59.8
63.9
1996
48.9
44.3
54.3
27.3
61.6
67.1
1997
49.8
44.7
55.4
31.7
63.6
69.0
1998
47.1
42.1
51.8
27.9
59.7
62.5
1999
47.6
42.9
51.8
31.1
59.3
62.7
2000
48.6
43.6
52.7
32.9
60.3
66.6
2001
49.2
43.4
53.9
34.0
60.9
67.6
2002
49.7
43.1
55.0
34.0
61.2
72.9
Note: Junior College/University Graduates data of 1991 also includes the data for
the Graduate School category.
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rate of the graduate school population increased at an impressive
average rate of 10.5% each year, ballooning the 281 thousand in 1993
to 689 thousand by 2002. Though this group still accounts for a
relatively small portion of the working population, its proportion
soared from 1.4% to 3.0%. The junior college/university graduate
group also posted an impressive average growth rate of 6.7% during
the same period and saw an increase from 3,030 thousand to 5,430
thousand in terms of working population. On the other hand, the
high school graduate population only grew at a rate of 1.92% annually
though its share in the total working population rose from 37.9% to
39.0%. The economically active population in the less than high
school graduates group decreased by 2.23% each year from 8,041
thousand to 6,554 thousand, its share in the overall pie plummeting
from 77.0% to 28.7%.
Such general trends remain consistent even when the economically
active population by age group is examined separately for each sex
(refer to Table 8-16 for men and Table 8-17 for women). However,
there are also a few differences. First, in the case of men the
differences among the high school graduate group, the junior
college/university group, and the graduate school group are almost
negligible in terms of the economically active population. The three
groups briefly exceeded 90% together at one point but are generally
in the range just below the 90% level. But the similarity in labor force
participation rates did not continue on to all other indices. The
economically active population with graduate degrees grew at an
average rate of 9.09% each year, raising its share of the pie from 2.0%
to 3.9%. The junior college/university graduate population also
expanded at an average rate of 5.37% to account for 26.3% of the
total working population in comparison to the 18.9% of the past. The
proportion of the high school graduate population decreased
somewhat as its rate grew at a low rate of 1.39%. The less than high
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school graduates population decreased at an average of 2.76%
annually, its percentile in the overall population dropping from 36.3%
to 22.7%.
Second, in the case of women, the labor force participation rate is
positively correlated with the population’s educational attainment for
both its level and rate of growth. The participation rate in 2002 is
only 43.1% in the less than high school graduates group but is higher
in the rest of the population with 55.0% for high school graduates,
61.2% for (junior) college/university gradates, and a relatively high
72.9% for the graduate degree holders. And while the participation
rate of the less than high school graduates group decreased gradually
from 44.7% in 1991, that of the high school graduate group rose
slowly from 51.9% of 1991. The rate of the junior college/university
graduate group rose by 3.6% points from 57.6% in 1993 to 2002,
despite the huge economic hurdle that existed in between the two
years. Those with graduate degrees also saw an increase of 7.5%
points from 65.4%.
Third, the changes brought on by higher educational attainment in
the size of the economically active population by level of education
and the proportion of each level in the total economically active
population are more pronounced among women than in men. The
growing pace of the working population size is faster for women than
men at all levels, and for women, much more so in the higher level.
However, the proportion of the less educated female worker in the
total economically active population is 37.1% and still higher than the
22.7% of men, though the trend is reversed on the other end of the
scale.

5. Conclusion: Characteristics of the Labor Supply
Sustainable growth is one viable alternative for population aging.

330

Labor in Korea, 1987~2002

The driving forces necessary for the sustainable growth would be the
supply of productive labor and continuing technological advances.
The key to this productive labor supply would in turn be high quality
education and better labor force participation rates. I would like to
conclude this paper by summarizing the characteristics of the labor
supply that we have discussed so far.
First, Korea became an aging society in the 1990s, and population
aging is progressing at a rapid speed. As the abnormal population
pyramids imply, the pool of available labor resources is expected to
contract as the total dependency ratio soars. This condition is
attributable to the rapid advance and easy access of medical sciences
that contribute to lower mortality rates and longer life expectancy.
The fast declining fertility rates accelerate the trend even further.
Such fast-paced drop in birthrates is in part due to the increase in
costs related to pregnancy, childbirth, and child-raising. Also, the
increase in the number of years invested in education induces more
women to participate in the labor market, consequently postponing
marriage and childbirth. What’s more, the opportunity costs of giving
birth and raising the child are also rising.
Due to the resulting decline in fertility rates, the growth rate of the
working age population fell from 3.7% in the 1980s to as far as 1.1%
in the new millennium. In particular, the average annual growth rate
of the working age population in the 15~29 age bracket switched into
reverse during the period of 1991~2002.
Second, the average level of education of the working population is
rising rapidly thanks to the government’s compulsory middle school
education policy and the population’s spontaneous inclination for
high school education. In 1993, only 19% of the working age
population had enrolled in high school. However, the percentage
jumped to 30% in 2002, the increase being particularly noticeable
among women whose figures leaped from 13% to 24%. There are
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some gender differentials in the average years of schooling, but the
gap is more pronounced in the older groups and it narrows in the
younger generations that benefited from better educational
opportunities.
Third, the overall labor force participation rate over the last 10
years increased by a mere 1.9%, as the male participation rate
continued in its 40-year long decline. Such poor improvement in the
labor force participation rates is partly driven by the increase in the
elderly proportion in the overall economically active population and
the decline in youth participation as they tend to stay in school longer
than in the past. Meanwhile, the additive effect of higher educational
attainment on participation rates is yet to materialize. Considering
that the growth of the working age population is likely to be stunted
rather markedly in an aging environment, the economically active
population will inevitably contract unless supported by a steady
growth in the labor participation rate. Otherwise, it would be
extremely difficult to stay on the path of sustainable growth, and
Korea will follow in the tracks of the developed nations and fail to
steer clear of any of the aging-related problems these nations have
already experienced. But once the schooling years of the youth
population are over and the labor force participation rates start
benefiting from the overall rise in the workers’ education level, there
is a possibility that the new trend will offset the increase in the
proportion of the elderly population whose participation rates are
relatively lower.
Fourth, though the labor force participation rate of men has been
declining steadily, it is quite fortunate in terms of labor supply that
the rate of female participation has been rising along with the
population’s education level. The 25~29 age group has been driving
the growth in female participation rates over the last 10 years. This
seems to be a reflection of the women’s decision to lower
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opportunity costs by delaying marriage and childbirth and staying on
in the labor market. The so-called ‘M-Curve’ became somewhat
deviated as a result, but the curve still has the distinctive M shape,
implying that the labor participation rate of women is still less than
50% and has room to grow.

Chapter 9

FEMALE LABOR SUPPLY AND LABOR POLICIES
FOR FEMALE WORKERS

Hwang, Soo Kyeong* · Chang, Jiyeun**

1. Introduction
One of the most profound features of the labor supply over the
last 20 years is the changes in the female labor supply and structures
of the female labor market. With the acceleration of population aging
in the 1990s, female labor has become all the more important as the
key to the sustainable growth of Korea. The changes in the female
labor supply and labor market can be summarized as follows.
In the early industrialization years of the 1960s and 1970s, the
Korean economy was powered by the seemingly limitless low-skilled
labor force pouring out of the countryside into the cities. As the
traditional manufacturing sector expanded, the labor market of this
period was highly dependent on the younger, less-educated female
labor force, and these women considered their work as a temporary
arrangement that would last only until they found a suitable spouse to
settle down with. However, the 1980s brought significant changes to
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both the economy and the labor market. The traditional
manufacturing sector that relied on unskilled labor contracted as the
information industry gradually expanded its presence. As for the labor
supply, the female workforce that joined the labor market during this
time was more educated and ambitious than in the past and started
expanding job functions from assembly lines to administrative
positions and to the service sectors.
But many women experienced bitterness and frustration in the
process as they encountered the gender discriminating nature of the
labor market and the various social constraints that stood in their way.
The wave of democratization that gained momentum in the mid
1980s helped improve women’s rights and the Equal Employment
Act was passed in 1987 with the goal of eradicating sexual
discrimination in employment. In short, the 1980s was a period
during which the female workforce sought to expand its work scope
as a result of improved educational attainments. And this was also a
time when the female workforce became more aware of the sexual
discrimination that existed in the employment sector.
As low fertility rates and rapid population aging in the 1990s
accelerated changes in the workforce composition, the appreciation
for the female workforce as a readily available labor source gradually
increased. The laws and institutions on women’s labor rights and
maternity protection were also refurbished. The Infant Care Act was
passed in 1991, the Framework Act on Women’s Development in
1995, and the Law Ensuring Equal Opportunity and Treatment for
Men and Women in Employment in 1999. The Equal Employment
Act was also amended on four occasions. In 2001, the Ministry of
Gender Equality was officially launched to develop and implement
labor policies for women in a more systematic manner.
With such changes in the legal and institutional framework, public
awareness on gender equality and women’s social involvement spread
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rapidly. The disintegration of the traditional family system expedited
by nuclear families and increasing divorce rates also contributed to
higher female independence. The supply of highly-educated female
labor increased steadily throughout the 1990s and some of these
women even succeeded in pioneering their own fields of expertise.
However, occupations of these female workers remained more or less
the same. Moreover, despite the impressive increase in public
awareness for working women, the burden of childcare and
household chores still remained heavily on the shoulders of women.
Such factors were huge obstacles that stood in the way of numerous
willing and able female workers, both before and after they managed
to get jobs.
As for the demand side, the economy had undergone a
transformation to a service-centered industrial structure and the
emergence of various types of employment had added to the
flexibility of the labor market. This change enabled more women, and
especially the married ones, to join the workforce more easily.
However, this also meant that a significant number of the female
working population was in irregular employment, highly vulnerable
with very little job security. The mass layoff of the female workforce
during the Asian financial crisis of the late 1990s was a case in point
that demonstrated how vulnerable the female working population was.
In just one year’s time between 1997 and 1998, the labor force
participation rate by women fell by a devastating 2.7% points from
49.8% to 47.1%. This alerts us about the qualitative improvement of
female employment, beyond its simple quantitative growth throughout
the 1990s.
In the following section, we will examine the overall labor market
changes over the last 20 years while focusing on the characteristics of
the female labor supply and the quality of female employment in the
labor market. The important changes in female labor policies will also
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be discussed.

2. Changes in Female Labor Supply
2.1 Labor Force Participation Rates of Women
At the moment, about half the female working age population is
participating in the labor market. The labor force participation rate of
women stands at 49.7% as of 2002. The participation rate was on a
path of continuous growth from 1963 with 37.0% to reach 49.8%
right before the onset of the Asian financial crisis in 1997. The
ensuing mass layoffs and deterioration of the labor market weighed
down on the participation rate which plummeted to 47.1% in 1998.
The female labor force started to return to the labor market briskly as
the economy picked up, but the rate has yet to come back to the 1997
level.
The female labor force participation rate is an indicator of how
advanced a society is. This is because the female labor supply
collectively reflects the mindset, social structure, and the industrial
structure of a nation. Table 9-1 shows the employment rates of
women and gender differentials in OECD member states. The
employment rate of Korean women in the 25~54 age group is 56.3%,
far below the OECD average of 69.0%. Greece, Ireland, Italy, and
Spain are the only OECD nations that lag behind Korea in terms
offemale employment rates. The difference between the male and
female employment rates is an astonishing 31.8% and has a long way
1)

Table 9-1 Employment Rates of Women and Gender Differentials: 2000

(Unit: %, % point)
Total

University Graduates and
Above

Women and Labor(Hwang, Soo Kyeong · Chang, Jiyeun)

Employment
Rates
Australia
66.8
Austria
73.5
Belgium
67.8
Canada
74.0
Czech Republic
73.7
Denmark
80.5
Finland
77.6
France
69.6
Germany
71.1
Greece
52.6
Hungary
61.7
Iceland
87.4
Ireland
53.1
Italy
50.7
Japan (1999)
62.7
Korea
56.3
Luxembourg
63.0
Netherlands
70.9
New Zealand (2001)
70.6
Norway
81.5
Poland
72.0
Portugal
73.9
Slovak Republic
64.8
Spain
50.6
Sweden
81.7
Switzerland (2001)
76.8
United Kingdom
73.1
United States (1999)
74.1
OECD Average2)
69.0
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Gender
Employment
Gender
Differentials
Rates
Differentials
20.0
79.9
11.5
16.2
86.5
9.2
20.1
86.7
8.6
11.8
79.8
9.2
15.6
82.8
13.3
7.7
88.7
4.5
7.0
84.8
8.0
17.7
83.1
8.5
16.3
83.4
10.5
35.9
78.4
12.4
16.0
78.9
14.7
8.6
95.2
3.7
29.0
79.9
13.3
33.9
78.7
12.4
31.6
62.7
33.5
31.8
55.0
34.9
29.8
79.4
14.0
21.4
86.6
8.8
17.0
78.7
10.7
7.1
87.3
4.9
9.6
92.0
1.5
16.4
93.0
2.6
13.7
82.5
11.1
34.8
74.0
14.8
4.1
87.8
4.3
18.5
85.6
12.0
14.4
86.4
8.0
14.8
81.9
11.6
18.6
82.1
11.2

Source: OECD, OECD Employment Outlook, 2002.
Notes: 1) Employment rates among the 25~54 age group population
2) Simple average of the nations included in the table.

to go in order to catch up with the OECD average of 18.6%. In
terms of gender differentials, Greece, Italy, and Spain have gaps wider
than that of Korea; and Japan posts gender differentials quite similar
to that of Korea. When considering only the highly educated
population with university degrees and above, Korea is among the
worst contenders with a female employment rate of only 55.0%.
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2.2 The Characteristics of Female Labor Force Participation
In order to identify the characteristics and major change factors of the
female labor force participation structure in Korea, we examined the
participation rates of the female working population with a 5 year age
interval (Table 9-2). Though the differences are narrowing, the economic
participation trends among Korean women since the 1980s has a
bimodal structure that peaks in the early 20s and late 40s (Figure 9-1).1
The meaning of the bimodal structure is clear. Many women give
up market work for non-market work in their mid to late 20s or early
30s (in their early years of marriage) as they buckle under the load of
domestic duties, childbirth, childcare, and educating their children.
But once they become free from the restraints of household duties,
these women return to the job market. In other words, the bimodal
structure depicts the distorted aspect of the female labor supply
which is the product of marriage, family institutions and the ensuing
division of roles by gender. Such a bimodal structure was observed in
the developed nations up until the 1960s and 1970s but disappeared
from most nations after the 1980s.2 Korea and Japan are the only
two OECD nations that still remain in the shadow of this structure.
Next, we will go over some of the characteristics of the female
labor force participation trends over the last 20 years. The first thing
to be pointed out is that higher educational attainment has greatly
1

2

The bimodal structure of female labor force participation in Korea was not very evident
before the late 1960s when the participation rate was still in the 30% range. Actually, the
participation rates were low across all age groups during this period (refer to [Figure 2-1] and
[Figure 2-2] on page 28, Uh, Soo-Bong (1991)). The participation rates of the women in
their 20s and 40s increased by significant margins following the 1970s and went on to form
the two peaks, marking Korea’s female economic participation pattern with the bimodal
structure like that seen in other advanced nations during the 1960s and 1970s.
In the case of Sweden, the bimodal structure of women’s economic participation
pattern started dissipating in the 1970s. That of the United States also started
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eroded the participation rate of the school age females. In 1980, only
80.8% of women advanced into high school, but the rate had
increased to 1990 by 95.0%. By the late 1990s, the figure had become
closer to 100%, significantly reducing the number of women aged less
than 20 joining the labor market. As the advancement rate to
universities also rose dramatically in the 1990s (from 31.9% in 1990
Table 9-2 Labor Force Participation Rate of Women by Age Group:
1980~2002

(Unit: %, % point)
15~19 20~24 25~29 30~34 35~39 40~44 45~49 50~54 55~59 60+
1980
1985
1990
1995
2000
2002

34.4
21.1
18.7
14.5
12.4
11.7

increase/dec
rease
-15.7
('90-'80)
increase/dec
rease
-6.3
('00-'90)
increase/dec
rease
-0.7
('02-'00)

53.5
55.1
64.6
66.1
60.9
62.4

32.0
35.9
42.6
47.9
55.7
59.4

40.8
43.6
49.5
47.6
48.6
49.8

53.1
52.9
57.9
59.2
59.1
59.3

56.7
58.2
60.7
65.7
63.7
63.8

57.3
59.2
63.9
60.6
64.7
64.0

53.9
52.4
60.0
58.8
55.2
58.0

46.2
47.2
54.4
54.1
51.1
49.6

16.9
19.2
26.4
28.7
30.1
30.1

11.1

10.6

8.7

4.8

4.0

6.6

6.1
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Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Figure 9-1 Structural Changes in Female Labor Force Participation Rates
over the Last 20 Years by Age

resembling the men’s reversed ‘U’ shape following the 1980s (OECD, 2002).
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to 72.1% in 2002), the participation rate of the college-age women in
their early 20s also fell. However, the recent rates indicate a partial
return of this group into the work force as more university students
joined the market as part-timers.
Meanwhile, the overall labor force participation rate of women
aged 25 years and over increased. That of the women in their late 20s
was especially significant, increasing by over 20% points over the last
20 years. The late 20s is when Korean women tend to enter their first
marriages,3 and the notable growth of the participation rate among
this population both mitigated the deep trough between the two
peaks of the bimodal structure and pushed the lowest point away
from the late 20s to the early 30s. This change implies that childbirth
and childcare, rather than marriage itself, are the biggest obstacles to
women continuing their professional or work lives.
3

As of 2002, the average age at which Korean women got married (for the first time) is
27.0 years (Korea National Statistical Office, Annual Report on the Vital Statistics).
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Though the labor force participation rate of the women in their
early 30s was in a stalemate in the 1990s, the overall rate in the 30~40
age group rose by 7~8% points, indicating that women’s presence on
the economic stage has become more prevalent. This forms a sharp
contrast with the decreased male participation rates of the same age
groups which had dropped by an average of 2% points.
However such a simple comparison on a time series analysis is not
a proper way to judge the age-effect on economic participation rates
as it also reflects the cohort effect. In order to observe only the
changes due to the age effect, it is necessary to follow the changes by
age group for each generation. Table 9-3 is the data as of the year
2000 that shows the labor force participation rates of each generation
by age group. The columns of the table represent the generation and
the rows, the age group. A labor force participation curve by age
group can be configured from this table (Figure 9-2) with the
adjustments made by generation.
Even when the data are examined by generation, the women’s
labor force participation rates still appear to be very age-dependent,
and the typical bimodal structures are also common. And though the
overall participation rate increased, the loss of workers in their late
20s is quite evident. Another interesting point is that during the 1980s,
a significant portion of this population returned to the labor market
in about five years’ time. However, female workers in the 1990s were
returning only in their late 30s. This is a trend that is not observed in
the labor force participation curve by age group in which the cohort
effect is not controlled. Thus, the low participation rate that starts in
the early-30s age group is more due to the low return rate than the
efflux of the population from the labor market.
Table 9-3 Women’s Labor Force Participation Rates by Generation

(Unit: %)

15~19 20~24 25~29 30~34 35~39 40~44 45~49 50~54 55~59
Years Years Years Years Years Years Years Years Years
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Group
12.4 (62.4)
15~19
Group
14.5 60.9 (59.4)
20~24
Group
18.7 66.1 55.7 (49.8)
25~29
Group
21.1 64.6 47.9 48.6 (59.3)
30~34
Group
34.4 55.1 42.6 47.6 59.1 (63.8)
35~39
Group
53.5 35.9 49.5 59.2 63.7 (64.0)
40~44
Group
32.0 43.6 57.9 65.7 64.7 (58.0)
45~49
Group
40.8 52.9 60.7 60.6 55.2 (49.6)
50~54
Group
53.1 58.2 63.9 58.8 51.1
55~59
Group
56.7 59.2 60.0 54.1
60~64
Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Note: The figures in parentheses are from 2002 and may also partially reflect the
participation rate of the immediately preceding age group.
Figure 9-2 Women’s Labor Force Participation Curve with the Cohort Effect
under Control

The percentage of women returning to the labor market in their
early 30s is lower in the more recent generations. An extrapolation of
the 2002 data indicates the possibility of additional early-30s efflux
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among women who were in their late 20s in 2000. Thus, it seems
highly unlikely that the bimodal structure will improve without a
policy effort to promote the economic activity of women in the
relevant age groups.
The decrease in the percentage of women returning to the labor
market once they break away is attributable to the high educational
attainment among women and the demand structure of the labor
market. There is not much motivation for the highly educated women
with high reservation wages to rejoin the labor force since the market
mostly offers only very low-skill, low-paying jobs for married women.
Though it is more important to prevent the career break of these
women in the first place, it is also imperative to develop various
occupations and employment forms that will encourage the
well-educated married women to come back into the labor market.

3. Employment Structure and Wages of Women
3.1 Employment Structure by Industry · Occupation
The employment structure of women has also undergone some
significant changes over the last 20 years.
First, let’s take a look at the changes in women’s employment
structure by industry (Table 9-4). The advancement in the industrial
structure that continued during the contraction of the primary
industry and the rapid growth of the secondary and tertiary industries
in the 1980s increased the demand for unskilled labor in the
manufacturing sector. As a result, a huge number of young female
workers with low education levels joined the manufacturing industry,
their proportion accounting for approximately 25% of the entire
female working population.
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Table 9-4 Employment Composition by Industry

(Unit: %, % point)
1980 1985 1990 1995 2000 2002

Growth Rate
'90~'80 '02~'90

[Women]
Agriculture and Fisheries

39.0

27.8

20.3

14.0

12.2

10.7

-18.7

-9.6

Mining

22.3

23.2

28.2

21.3

17.5

16.5

5.9

-11.7

Manufacturing

22.1

23.2

28.1

21.3

17.5

16.5

6.0

-11.6

SOC and Other Services
Retail/Wholesale Trade,
Hotel, Restaurant
Transportation, Storage,
Communications1)
Finance, Insurance, Real
Estate2)
[Men]

38.7

49.0

51.5

64.6

70.3

72.9

12.8

21.3

24.4

30.0

28.3

33.4

35.6

35.0

3.8

6.7

1.1

1.1

1.1

1.4

1.7

1.7

0.0

0.6

2.0

3.3

4.9

8.8

9.4

10.0

2.9

5.2

Agriculture and Fisheries

31.0

23.1

16.3

10.2

9.4

8.4

-14.7

-7.9

Mining

22.6

25.2

27.2

25.4

22.4

21.2

4.6

-6.0

Manufacturing

21.3

23.6

26.5

25.2

22.3

21.0

5.2

-5.5

SOC and Other Services 46.4 51.7 56.6 64.4 68.1 70.4
10.1
13.9
Retail/Wholesale Trade,
16.0 17.8 17.3 21.9 23.0 21.4
1.3
4.1
Hotel, Restaurant
Transportation, Storage,
6.7
7.0
7.9
7.9
9.0
9.4
1.2
1.5
Communications1)
Finance, Insurance, Real
2.7
4.0
5.5
7.6 10.4 11.4
2.8
5.9
Estate2)
Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Notes: The ratios are for employed persons of respective genders.
1) High-level classification I for 1995 and 2000 (Transportation · Storage and
Communications), and High-level Classification I+J for 2002
(Transportation · Communications)
2) High-level classification J+K for 1995 and 2000 (Finance and Insurance,
Real Estate · Leasing and Business Services), and High-level Classification
K+L+M for 2002 (Finance and Insurance, Real Estate · Leasing and
Business Services)

In the 1990s, the traditional labor-intensive industries faced a
decline as the wave of digitization swept across the manufacturing
sector as well. The quantitative growth of the sector slowed, and a
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period of qualitative improvement began as the fates of various
industries were determined by their adaptability to the advances in
information technology. Throughout the 1990s, such changes in the
economic landscape translated into the decrease in the number of
workers in the manufacturing sector and the rapid increase of those
serving in the SOC and service industries. Such trends were evident
among both the male and female working population, but more
pronounced among women. Between 1990 and 2002, the proportion
of female workers in the manufacturing sector decreased by 11.6%
points while that in the service sector rose by 21.3% points. The
changes are almost twice as high compared to that of the male
counterparts.
However, the concentration of female workers in the service sector
does not necessarily indicate a shift towards high-skilled, high-value
adding labor in tune with the advances in the industrial structure. The
increase in female employment in the service sector was led by
growth in areas such as wholesale·retail sales, restaurants, and lodging
accommodations rather than in the skill and capital-intensive areas
such as electric, transportation and logistics, storage, and finance.
Thus, the expansion of female employment in the service sector is a
temporary balance achieved by the increasing labor demand of the
rapidly expanding service sector and the increasing labor supply of
highly-qualified female workers favoring ‘nice jobs.’ The vulnerable
employment structure in the service sector caused its female workers
to suffer during the financial crisis of 1997, 4 but the ensuing
economic recovery has helped them return to the service sector once
4 Between

1997 and 1998, nearly 600 thousand women were forced to leave the job market,
400 thousand of them from the service sector. The majority of jobs lost during this time
were those in areas such as electric, transportation and logistics, storage, and finance, which
were areas originally thought to have relatively high job security. Interestingly, the
employment rate of men in the same fields increased during the same time period, indicating
the possibility that the female workers had been replaced by their male counterparts (Hwang,
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again.
Next, we will take a look at the occupational distribution of female
workers (Table 9-5). The most notable characteristic of occupational
distribution among women is the fact that the services and unskilled
manual work account for 50.2% of all jobs held by women, a
percentage that is nearly twice that of men (26.4%). This is because
female workers are highly concentrated in the sales and service
sectors. On the other hand, the proportion of female workers doing
functional and assembly line works only accounts for 9.1% of the
total, less than one-third of the men’s 32.7%.
In comparison to 1993, the proportion of women decreased by 7.4%
points in the functional and assembly line work category and increased
by 6.8% points in the services and unskilled manual work category.
Though it is true that the overall change in the industrial structures
increased the labor demand in the service sector more than in the
manufacturing sector, the shift in occupational distribution of women
is three times that of men. Thus, it seems that occupational segregation
is quite obviously in play, channeling men into manufacturing jobs and
women into services. The high rate of female employment in the
service sector also has much to do with the fact that the increase in
female employment during the 1990s was lead by married women.
Married women tend to be quite sensitive to factors such as work
hours, working conditions, and distance to work. Thus, they favored
white-collar jobs that tend to be more flexible in work, working hours,
and workplaces over blue collar jobs with strict time management
protocols and clear distinction between workplace and residence.

Soo Kyeong, 2003).
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Table 9-5 Occupational Composition of the Employed

(Unit: %, % point)
1993

1997

2000

20021

Growth Rates
1997~ 2000~ 2002~
1993
1997
2000

[Women]
High Officials
0.4
0.3
0.3
0.3
-0.1
0.0
0.1
Professionals, Semi
10.9
11.9
13.2
14.5
1.0
1.3
1.3
Professionals
Clerical &
15.0
16.2
14.5
16.0
1.2
-1.6
1.5
Administration
Functional Assembly
16.5
11.7
10.6
9.1
-4.9
-1.1
-1.5
Services & Unskilled
43.4
48.0
50.1
50.2
4.6
2.2
0.0
Manual Work
Agriculture &
13.7
12.0
11.2
9.8
-1.7
-0.7
-1.4
Fisheries
[Men]
High Officials
4.3
3.9
3.6
4.2
-0.4
-0.3
0.5
Professionals, Semi
13.7
17.4
19.0
18.2
3.7
1.7
-0.9
Professionals
Clerical &
11.4
9.8
9.6
10.4
-1.6
-0.3
0.8
Administration
Functional Assembly
35.3
35.4
32.7
32.7
0.0
-2.7
0.0
Services & Unskilled
24.3
24.4
26.0
26.4
0.1
1.5
0.5
Manual Work
Agriculture &
11.0
9.1
9.1
8.2
-1.9
0.0
-0.9
Fisheries
Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Note: 1) The 2002 data are classified in accordance to the new classification system
and may not coincide exactly with the rest of the data on a time series.
However, the discrepancy is not too significant when the data are
categorized as above (According to the new system some
semi-professionals of the past are now classified as professionals, and some
of unskilled manual works have been integrated into services.)

One of the most important trends in the occupational composition
of women in the 1990s is the fact that the higher educational
attainment among women contributed to a steady increase of female
workers in high-skilled jobs as semi or full-fledged professionals.
Between 1993 and 2002, the proportion of women in these areas
increased by 3.6% points. The increase is all the more significant
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because male workers have not been increasing in the same job
category since 2000.
The increase in the number of women in (semi) professional
occupations during the 1990s is very important in the sense that these
jobs offer relatively high wages as well as strong job security. Female
employment in this particular category was immune to the IMF
economic crisis with the rate actually increasing slightly. Such trends
are creating a new norm of female employment in Korea where
female labor was previously limited to low-skill, low-experience jobs.
However, it is worth noting that the increase in the high-end sector is
a growth of its own rather than a transfer of female labor from the
low-skill, low-experience jobs.
3.2 Employment Structure by Employment Form and the
Irregularization of Female labor
Employment form is another important factor that affects the
standing of female workers in the labor market. In 1963 when the
「Economically Active Population Survey」 was conducted for the
first time, the proportion of wage workers among working women
was only 21.8%. However, the proportion had already surpassed 50%
in the mid 1980s to record 56.8% in 1990. During the same term, the
proportion of wage workers among male workers increased from
36.7% to 63.1%. The gender differentials among wage workers
narrowed steadily during the 1990s to reach 64.2% for men and
63.5% for women as of 2002.
Though the percentage of wage workers has become comparable
between the two sexes, there are still some significant differences in
terms of employment form. If categories of wage workers are broken
down to regular, temporary, and daily workers, only 21.3% of
working women are regular workers, while 29.1% are temporary and
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13.1% daily workers (2002). On the other hand, the proportion of
regular, temporary, and daily workers among men is 37.8%, 17.0%,
and 9.5%, respectively. If temporary and daily workers are classified
as irregular workers, 42.2% of female workers fall under this category
(66.4% of wage workers), while the percentage is 26.5% for men
(41.2% of wage workers). It is apparent that women tend to be
employed in irregular jobs that are poor in both job security and
working conditions.
Table 9-6 Employment Form of Workers

(Unit: %. % point)
Non-wage
workers

[Women]
1963
78.2
1970
71.4
1980
60.8
1990
43.2
1997
39.8
2000
38.5
2002
36.5
[Men]
1963
63.3
1970
55.1
1980
47.8
1990
36.9
1997
34.7
2000
35.7
2002
35.7

Self-empl Unpaid
family
oyed
workers workers

Full-time
*Irregular
workers Regular Temporary Daily
Wage
workers
workers (Regular + employees employees employees (Temporary
Temporary)
+ Daily)

22.2
21.0
23.3
18.7
20.1
19.2
19.4

56.0
50.4
37.4
24.5
19.6
19.2
17.1

21.8
28.6
39.2
56.8
60.2
61.5
63.5

11.4
19.6
30.9
43.9
50.3
47.6
50.4

21.4
23.1
19.1
21.3

22.5
27.1
28.5
29.1

10.4
9.0
8.3
12.9
10.0
13.9
13.1

35.4
37.1
42.4
42.2

45.3
41.7
40.6
34.4
33.2
33.8
34.0

18.0
13.4
7.3
2.5
1.6
2.0
1.7

36.7
44.8
52.2
63.1
65.2
64.3
64.3

22.7
33.3
41.9
54.8
57.1
55.1
54.8

40.7
42.2
38.1
37.8

14.1
14.9
17.1
17.0

14.0
11.5
10.2
8.3
8.1
9.2
9.5

22.4
23.1
26.2
26.5

Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Note: All ratios shown are in relation to the employed

One of the most common misunderstandings about the
proliferation of irregular employment of women is the assumption
that the workers displaced from their regular jobs during the
economic crisis migrated into the irregular labor market, thus
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contributing to its growth. However, the 1990 data shows that 62.4%
and 35.5% of female and male wage workers, respectively, were
irregular workers, showing that “irregularization” of the labor market
had already progressed significantly in Korea even before the
beginning of the 1990s.
Uh, Soo-Bong (1991) states that the irregularization of regular jobs
was actively going on in the late 1980s as large enterprises sought to
increase the flexibility of the internal labor market. Kim, Young-Ock
(1995) also points to the slowdown of the manufacturing industry and
the expansion of the service sector in the late 1980s as the main cause
of increasing irregular employment among women. In other words,
businesses that used to employ many regular female workers started
cutting down on the number when the economy slowed, and new job
opportunities arising in the service sector became irregular
employment. This indicates that the inflow of female labor from the
manufacturing industry to the service industry occurred in tandem
with the decrease in regular positions and the increase in irregular
employment.
A recent study by Ahn, Joyup (2003) also shows that the
hypothesis assuming the Asian financial crisis as the turning point for
irregularization does not hold true. Therefore, it stands to reason to
believe that the irregularization of the female workforce is the
product of the structural changes in the industry that started in the
late 1980s and the ensuing adaptation efforts of enterprises, rather
than the result of temporary risk management strategies employed by
the business sector during the economic downturn.
Now, then, what is the reason irregular employment is so much
more prevalent among women than men? Here are a few reasons: the
first has to do with the increasing labor force participation rate
among women, especially the married population. Married women
returning to the labor market have to juggle multiple responsibilities
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such as household duties and child-raising on top of their jobs. Under
such circumstances, even the highly-educated women are likely to
gravitate towards part-time work or jobs that have flexible working
hours. As for married women who are entering the job market for the
first time in their late 30s, it is quite inevitable that they take those
jobs requiring neither high skills nor much experience. The labor
market structure within Korean enterprises also contributes to the
trend. The rigid internal labor market of most Korean businesses acts
as a high-walled barrier to outsiders, and therefore, women who once
broke away from the labor market find it extremely difficult to be
accepted back into the key worker group upon reentry even if they
had previously been regular workers with full qualifications.5
Second, female workers who were better educated than those in
the past started preferring clerical and administrative positions over
manufacturing jobs. Employment flexibility was no longer limited to
the marginal occupations (guards, janitors and other peripheral jobs)
but has also been expanding to administrative jobs since the late
1980s. Unlike the manufacturing positions for which regular
employment was clearly a requisite, simple administrative jobs, thanks
to the increasing office automation, were increasingly being filled up
with irregular employees. Simple jobs related to sales and services also
took in female resources in the process of irregularization. Thus, the
preponderance of highly educated young women in the administrative
positions brought about many other women employed in jobs
inappropriate to their actual competency level. The high proportion
of the female working population that favored administrative jobs
served as a stable source of labor supply for irregular administrative
5

Lee, Hye-Kyung and Chang, Hye-Kyung (1997) reported that in Taiwan, female labor force
participation growth was led by the rise in regular employment whereas that role was played
by irregular employment in the case of Japan where the internal labor markets of large
enterprises are more rigid.
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employment as well as for jobs in sales and services. As long as this
preference persists, and as the inflow of married women into the
labor market continues, irregular employment is likely to increase
even more.
3.3 Wage Structure and Wage Differential between Genders
Figure 9-3 depicts the trends in women’s relative wages from 1971
all the way to 2001. The relative wages of women were at an
unimpressive 40% level in the 1970s but grew steadily throughout the
1980s to reach 65% in 2001. In terms of fixed wages, wages for
female workers posted 44.8% in 1971, 41.7% in 1981, 54.0% in 1991,
and 64.5% in 2001, growing at an average annual rate of 1.2% in the
1980s and 1.0% during the 1990s.
The period of 1991~1997 before the onset of the Asian financial
crisis was an especially good time for women as the relative wages
improved rapidly by 1.4% points each year. An increase in the level of
relative wages implies the improvement of women’s social standing in
society, complemented by the gender’s high educational attainment
and more active economic participation. In particular, the entry of
better educated women in positions characterized by high skills, high
wages, and high level of experience, as well as the increase in their
average service years, contributed significantly to enhancing women’s
standings in the labor market.
Figure 9-4 shows the female ratio in terms of wage deciles (fixed
wages) relative to the total working force. In 1981, an overwhelming
80.5% of the 1st decile, the group with the lowest wage level, were
women. The figure dropped to 70.2% in 1991 and to 58.7% by 2001.
The trends are similar all the way up to the 5th decile. However, the
ratio of female workers increases in the upper deciles. In 1981, the
proportion of women in the 8th decile and above was a mere 22.4%,
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Figure 9-3 Relative Wages of Women: 1971~2001

Source: Ministry of Labor, Survey on Wage Structure, each annual issue.
Notes: 1) Fixed wages is the sum of monthly fixed wages and the monthly portion
of the annual bonuses.
2) No raw data is available for the years 1975 and 1977.
Figure 9-4 Proportion of Women to Men on a Decile Scale
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but the ratio increased to 20.7% in 1991 and 38.9% in 2001. This
shows that the wage gap between the two genders was somewhat
mitigated during the 1980s and the 1990s.
However, women were accounting for more and more (rather than

354

Labor in Korea, 1987~2002

less) in the lower deciles following the late 1990s even as the
percentage of women in the higher-wage deciles increased. This
indicates that wage differentials are widening even within the female
working population,6 and are likely attributable to the simultaneous
increase of both the low-skilled, low-waged cohort and the
high-skilled, high-waged cohort.
Figure 9-5 Gender Wage Differentials on a Decile Scale
80.0
75.0
70.0

Relative Wages (%)

65.0
60.0
55.0
50.0
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1991
1995
1997
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45.0
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8

9

10

Low W ages < ---- (Dec iles ) ----> High W ages

Source: Ministry of Labor, Survey on Wage Structure, each annual issue.
Notes: 1) Fixed wages is the sum of monthly fixed wages and the monthly portion
of annual bonuses.
2) No raw data is available for years 1975 and 1977.

It was mentioned in the previous section that bipolarization within
the female working population resulted from the process of the
quantitative growth and qualitative enhancement of the female labor
6

The decile values which show the income differentials between the high-wage bracket and
the low wage bracket expanded continuously for women from 4.37 in 1991 to 4.79 in 1995,
5.07 in 1997, and 5.81 in 2001. The trend is also similar for men, increasing from 6.54 in
1991 to 5.73 in 1995, 5.96 in 1997, and 7.03 in 2001. It can be summarized that the income
differentials among the labor group have increased for both men and women throughout
the 1990s.
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market in the 1990s. If wage differentials occur despite wage increases
in both the upper and lower ranks simply because the wage growth
rate of the upper cohort is faster than that of the lower counterpart,
then the gap has a silver lining to it because it was caused by a more
active participation of women in the high-skilled, high-waged labor
sector. Figure 9-5 shows this point clearly. An examination of wage
differentials between men and women on a decile scale shows that
the relative wages of women in the 1st decile improved from 66.3% in
1981 to 78.4% in 2001 and from 45.2% in 1981 to 63.2% in 2001 in
the 5th decile. Meanwhile, the 10th decile saw a growth of nearly
twofold in the same time period, rising from 38.0% in 1981 to 64.8%
in 38.0%, showing that the relative wages of women in the upper
deciles grew by a relatively significant margin.
3.4 The Dual Structure of the Female Labor Market
The proportion of college/university educated women among the
female workforce increased by eightfold from 2.6% in 1980 to 21.9%
in 2002, and the proportion of professional and semi-professional
workers also soared from 3.4% to 14.5% during the same time period.
But on the other hand, irregular employment among women also
expanded at a rapid pace, increasing the proportion of temporary and
daily workers among wage workers to as much as 66.4% in 2002.
The seemingly paradoxical fact that both the high-paid group and
the low-skilled, married worker group are growing at the same time
implies that there might be two heterogeneous groups existing within
the female labor pool, posing a new challenge for the female labor
market – its dual structure.
The dual structure of the female labor market is directly correlated
with the career breaks of women. Figure 9-6 shows how the working
life of a woman can bipolarize with a career break. Path A represents
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Figure 9-6 Career Breaks and the Dual Structure of the Female Labor Market
wages/
income
Path A:
high-skilled occupations

Career
interruption

Path B: low-skilled occupations

Path C: not-in-the-laborforce
Lifetime of women

the career path and wage curve of a high-skilled, high-paying career
which requires much knowledge, experience, and an intensive
accumulation of human capital. Path B represents the career path and
wage curve of labor that is not compensated as much for previous job
experience but also does not require much skill, thus enabling married
women to return to work more easily. Path C represents the career
path and wage curve of those who, after a career break, do not return
to the labor market and remain economically inactive. Women in the
high-skill, high-wage jobs would advance along Path A if they do not
experience any career breaks. But those that do are unlikely to be able
to regain their original career path and will have to resort to Path B or
Path C even if their previous jobs had been along Path A.
In other words, the structural bipolarization of the female labor
market can be described as a survivor-loser polarization for which the
career break is a determining factor. Women who do not bow out of
the labor market but persist in their jobs will continue their career in
the high-skill, high-paying, sophisticated jobs, and will enjoy the
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benefits granted to the few that survived. In contrast, women who
return to the job market after a career break will be inclined to make
do with the low-skill, low-paying jobs, creating distinction between
the high-income-group and the low-income-group within the market.
As such, career breaks are the biggest cause of the dual structure of
the Korean female labor market. More and more married women are
returning to work nowadays, and the surplus of low-skilled labor will
further aggravate the wage gap between the high and low income
groups.
The problems caused by career breaks tend to increase with the
amount of education the women received. Without a career break,
these women will be able to securely integrate themselves into the
labor market and contribute towards making a difference in the
female labor trends previously restricted to unskilled manual work.
But if hindered by a career break, they have very little chance of
returning to the job market successfully because of their high reserve
wages. Paternalistic organizational cultures, low accessibility of
information for women, exclusion from networks, glass ceilings, and
corporate cultures that make it nearly impossible to manage both
household duties and work successfully at the same time are only part
of the factors that continuously tempt women with high educational
attainment to break away from the labor market, causing a serious
female brain leak in the Korean labor market.

4. Changes in Labor Policies for Women
Female labor policies of Korea in the earlier days were limited to
protecting the individual workers and enhancing their workfare. The
labor policies started taking an interest in issues such as gender
discrimination in employment only since the mid 1980s when the
active democratization movement also raised the awareness on
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gender equality. Since then, labor policies for female workers started
expanding in scope to promote female employment, increase job
opportunities for women, and support women to co-manage family
and work, all in an effort to encourage female participation in both
the labor force and the society as a whole. Here, we will take a look at
the past changes in equal employment policies and maternity
protection policies, the two main components of the female labor
policies.
4.1 Equal Employment Policies
4.1.1 Equal employment act

Up until the early 1980s, the growth of the Korean economy was
powered by export-oriented light industries. In this process, the
female labor force provided the labor-intensive light industries with
ample, cheap labor. Working conditions for these workers were
deplorable, and gender discrimination and inequalities were prevalent
in corporate employment practices. However, the government was
busy trying to maximize the benefit of cheap labor for national
growth and was not quite up to making policy considerations for
women other than for a provision in the Labor Standards Act
stipulating the protection of women. The Labor Standards Act passed
in 1953 prohibits discrimination against female workers. However,
this provision was not much more than a formality and was never
properly enforced.
The enactment of the Equal Employment Act was the first step
taken by the Korean authorities to set the legal and institutional
framework needed to abolish the gender discriminatory employment
practices so prevalent in the nation. The practical effect of the Act
was quite limited in the sense that it lacked the means to penalize any
violations nor did it have a proper supervising body. Nevertheless, it
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was a very meaningful step that changed the policy paradigm on
female labor from ‘protection’ to ‘equality’ (Ministry of Labor, 2001).
The Equal Employment Act went through its first revision in 1989.
The scope of application was expanded, and a new regulation was put
in to stipulate equal wages for equal labor. Provisions against gender
discrimination in wages or employment were fortified, and the
childcare leave system was introduced. Additional overhaul of labor
laws followed on various occasions, with the provisions prohibiting
gender discriminations instituted into the Law on Employment
Security and Promotion of Employment(1989) and Basic
Employment Policy Act(1994). In 1992, the Regulations on Equal
Employment was developed to provide detailed guidelines against
gender discrimination for both sexes in employment.
When the discussion on gender mainstreaming and gender equality
began in earnest in the 1990s, critics pointed out that some of the
provisions in the Equal Employment Act had a paternalistic twist.
Thus, the Act was revised for the second time in 1995 to enable
‘either the female worker or her spouse’ to apply for childcare leave,
levying the burden of childcare equally on the shoulders of both men
and women. The second edition also had stronger prohibitions on
gender discrimination in the recruiting and hiring processes.
The third revision that took place in 1999 went a step further to do
more than simply regulating the ‘discrimination without a sound
cause or reason.’ The revision specified that ‘applying conditions or
requirements that are significantly difficult for one of the sexes to
fulfill’ constitutes discrimination. Thus, personnel practices (indirect
discrimination) that systematically discriminated against women, such
as the system that granted extra credits to men for their military
duties or the New Human Resources Management System, were also
subjected to modifications. Moreover, efforts were made to prevent
sexual harassment in workplaces by institutionalizing the necessary
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provisions and holding the employers accountable for any such
harassment in their businesses.
The Equal Employment Act was revised once again in 2001. In
this revision, expressions such as “Women shall not be discriminated
against (while men are not)” were changed to “Neither men nor
women shall be discriminated against” to stress the true concept of
gender equality. The 4th revision also addressed some of the
shortcomings that had been identified since the previous amendment.
For example, it was pointed out that the prohibition against indirect
discrimination lacked practical efficacy because it failed to define the
specific requirements and conditions. Thus, the concept of indirect
discrimination was further broadened to include those cases where
basis for judgment could not be actually proved. The sexual
harassment prevention policies were further reinforced for better
efficacy. The scope of application was expanded to all businesses with
one or more workers.
4.1.2 Promotion of female employment and expansion of
employment opportunities

One of the first policies implemented to promote female
employment was to provide vocational training and job placement
services for women. The vocational training was meant to improve
the job capabilities of women to enable them to find the kind of job
they want more easily. Such policies were reflected in the Basic
Vocational Training Act of the early 1980s that increased the ratio of
female trainees in public vocational training centers and opened up
courses on occupations favored by women in both training facilities
and universities.
The Female Employment Promotion Policy that started off with
vocational training and job placement services stepped up on its
efforts in the 1990s to establish institutional frameworks that could
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help achieve a true ‘equal employment opportunity’ for women
against the opposing sex. In the first revision of the Equal
Employment Act carried out in 1989, the basis for temporary
preferential treatment was set by adding a new provision (Clause 3,
Article 2-2) that stipulated that ‘the temporary preferential treatment
provided by the state, local governments, or employers for a
particular sex as the means to resolve existing discrimination shall not
be considered as discrimination against the other sex.” In line with
the revision, a quota was set for women in hiring civil servants in
1996 (10% of the recruits for level 7 employees, diplomats, and
administrative officials must be women) with the proportion of
women in these sectors set to increase annually. Similar quotas were
introduced in private enterprises as well, with target percentages being
adjusted upwards each year. Also, efforts were made to increase
female employment in sectors where women are underrepresented by
setting compulsory gender ratio in police academies, military
academies and tax colleges. Private companies were motivated to hire
female workers by adopting female percentiles among new recruits
and management staff as one of the selection criteria for ‘Enterprises
with Exemplary Industrial Relations’.
Meanwhile, the Basic Employment Policy Act established in 1993
states that the state has the responsibility to expand employment
opportunities for women. It also stipulates the installation and
support for a separate agency that promotes female employment.
Moreover, the Female Reemployment Promotion Subsidy System was
introduced to subsidize and motivate employers to take back their
female employees who had once left the company due to pregnancy,
childbirth, and childcare. In the following year, the Female
Reemployment Promotion Subsidy Policy was consolidated with the
childcare subsidy policy of the employment insurance scheme and
incorporated into the Female Reemployment Promotion Subsidy
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System (Article 23).

4.2 Maternity Protection Policies7
‘Maternity Policies’ generally refer to all policy considerations for
the female gender in order to enable women to both carry out their
‘social reproductive role’ and participate in economic activities. The
precise definition may vary depending on how we choose to define
the ‘social reproductive role.’ A narrow perspective would limit the
scope of the ‘maternity policies’ to those related to pregnancy and
childbirth of the female workers, plus those that support the health
and safety of the reproducing women. However, we need to
acknowledge that social reproduction does not end simply at
childbirth, but requires appropriate childcare after the baby is born.
Thus, it is definitely a must to have ‘social maternity’ included within
the boundaries of maternity policies. To this end, the scope of
Table 9-7 The Scope of Maternity Policies

Definition of
Maternity

Biological
Maternity

Social
Maternity

7

Classification

Specific Policies

Maternity
Health/Safety

Prohibition of Employment at Potentially
Harmful Workplaces, Working Hour
Restrictions, etc.

Maternity Leave
System

Maternity Leaves, Menstrual Leaves

Childcare Support

Nursing Facilities, Nursing Allowances, Nursing
Hours

Childcare Leave
System

Childcare Leaves

Maternity policies and laws are usually referred to as maternity ‘protection’ policies.
However, the word ‘protection’ might induce negative perceptions about the subjects, and
‘guarantee’ might be a better expression when we consider that maternity is actually one of
women’s basic rights rather than a special privilege. Thus, the expression ‘maternity policies’
will be used in this text rather than ‘maternity protection policies.’
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maternity policies as will be discussed in this text is the broader
version, as is shown in Table 9-7.
Maternity policies for the working women remained more or less the
same for a long time ever since the Labor Standards Act was
established in 1953. It was only in 1987, and then in 2001, that some
notable changes were made in the policies. With the enactment of the
Equal Employment Act in 1987, the childcare leave system was
introduced for the first time, albeit for no pay. The revision in 2001
brought major advances to maternity policies by extending the length
of the maternity leave, and stipulating that the cost of the leave should
be partially borne by the society. Also, workers were now entitled to
payment during their childcare leaves. Institutions that originally
targeted all women were changed to address only the pregnant women
in an attempt to break away from the traditional perspective regarding
females as the weaker sex and to put more weight on maternity issues.
4.2.1 Institutions on maternal health and safety

Institutions addressing maternal health and safety have existed in
statutory forms ever since the Labor Standards Act was put into
effect in 1953. Along with minors, women were acknowledged as the
‘weak’ ones, and provisions were set for their protection in working
environments. Some examples of these protective provisions are
those prohibiting the use of women in harmful or dangerous tasks
(Article 63), in mining works (Article 70), for night or holiday shifts
(Article 68),8 and for excessive overtime work (Article 69).9 These
8

9

“Women and minors under the age of 18 cannot be subjected to labor between 20:00 hours
and 06:00 hours or to holiday shifts. However, exceptions can be made for cases in which
the employer has obtained the approval from the Minister of Labor and the consent of the
concerned worker.”
“The employer cannot subject women over the age of 18 to overtime work exceeding 2
hours/day, 6 hours/week, or 150 hours/year even if there is a collective agreement for such
an arrangement.”
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laws and institutions were intended to uphold the principles of the
ILO to protect maternity and to promote proper development of
minors. However, they were criticized by both labor and management
for lacking practical efficacy and overprotecting the female sex,
respectively.
Meanwhile, the ILO, following 1971, also stipulated in its
regulations that pregnant and nursing women must not be subjected
to certain types of labor, making it clear that such prohibitions are
meant to protect maternity, not hinder the employment of all women
in general (Ministry of Labor, 2001). As for work hours, individual
nations are in the process of lifting the restriction on night time work
since the conclusion of the Agreement on Abolition of
Discrimination Against Women. In light of these developments, there
were calls to reflect such trends in the Korean Labor Standards Act.
In 2001, the Act was revised to lift all restrictions on female
employment in harmful or dangerous workplaces, with the exception
of pregnant women. The control over mining work was also partially
relaxed. Restrictions on over time work now apply only to pregnant
women. Also, the consent from the concerned laborer alone suffices
for night time and holiday shifts in contrast to the past when the
approval from the Labor Minister was also required.
4.2.2 Maternity leaves and menstrual leaves

The provision on Menstrual Leave in the 1953 Labor Standards
Act stipulates that ‘the employer shall grant one day of paid menstrual
leave per month upon the request of the female worker.’ The
inclusion of the menstrual leave in the Act was partially the effect of
the Japanese Labor Standards Act (1947) that served as the basis for
the Korean version and partially out of the state’s consideration for
women working under poor labor conditions (Ministry of Labor,
2001). In the mid 1980s, the procedure that mandated the ‘request’
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from the worker became an issue, and the 1989 revision granted the
menstrual leave rights to all female workers, levying stronger penalties
on employers who denied the workers this right. However, the
management continued to demand the abolition of this particular
institution on the basis that additional costs incurred by such a system
is one of the factors that discourages them from hiring more female
workers (Korea Employers Federation, 1988, 1993, 1994). There were
demands to do away with the leave altogether or at least change it
into a non-paid leave so that it was more in line with the current
trend of treating women as men’s equals while strengthening
maternity protection. The debate on menstrual leaves persisted until
the year 2000 when the ‘3 Maternity Protection Laws’ were amended.
In this debate, the labor sector was against abolition, asserting that
menstrual leave was not only meant for maternity protection but was
also one of the means to make up for the relatively low wage levels of
female workers (Ministry of Labor, 2001).
The duration of maternity leave for working women was 60 days
(from 1953 until 2001) and the wages of the workers during the leave
was paid by the employer. The revision of the laws in 2001 extended
the length of the leave for the first time in 50 years to 90 days, and
the extra cost for the 30 additional days is to be borne by the state
(Ministry of Labor, 2001).
The improvement of the maternity leave faced serious obstacles
not only in determining the proper length of the leave but also in
deciding who was to pay for the cost of the leave. The idea of having
the society shoulder the cost along with the employer was first
actively discussed in 1995 by the Globalization Committee. One
option suggested at this time was to have the National Health
Insurance bear the expense. However, the Ministry of Health and
Welfare objected strongly, and the discussion managed to go no
further than to agree on a very general level that “the cost of
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maternity protection shall be borne by the society.” This issue of cost
surfaced once again during the Maternity Protection Law revision in
2000, but was settled by deciding that the cost of the additional 30
days be handed out from the national budget and the employment
insurance fund, thus leaving the employers’ burden of the first 60
days as an outstanding issue for future discussions.
4.2.3 Childcare support

Policies that support the reconciliation between work and family
life are those on childcare facilities and nursing time. The provision
on nursing time had existed since the first version of the Labor
Standards Act and is identical to the stipulation of the ‘Agreement on
the Employment of Women and Maternity Protection’established by
the ILO in 1919 to grant workers with new-borns two-30 minute
nursing breaks per day. However, nursing a child at the workplace is
quite impossible unless proper facilities are in place. Thus, unless
some practical changes are made, perhaps in the manner of adjusting
the beginning and ending hours of a mother’s workday, the provision
is nearly useless.
The installation of childcare facilities at workplaces were first
mentioned in the Equal Employment Act of 1987. Then, the Infant
Care Act enacted in 1991 mandated the installation of workplace
childcare facilities in all enterprises with 500 or more full-time female
employees, and the scope was further expanded in the 1995 revision
to workplaces with 300 or more female employees. Though such
facilities are very well received by working mothers, most companies
are resorting to using childcare allowances as a replacement, citing
reasons of practical difficulties in managing such facilities. When
considering the merits of workplace childcare facilities for workers
with young children, this issue deserves extensive further discussion.
In light of this fact, various studies are in process to investigate the
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efficacy and feasibility of childcare facilities co-managed by multiple
enterprises or on a regional basis.
4.2.4 Childcare leave

The childcare leave system was first introduced with the enactment
of the Equal Employment Act in 1987. At the time, the system was
an incomplete version as only women were entitled to the leave, and
those who did take the leave could not receive any wages during their
absence from work. The third revision in 1995 changed the
beneficiary to ‘the female worker or a male worker who can take her
place.’ However, the childcare leave system has yet to establish itself
as a policy that supports the childcare rights and responsibilities of
both genders rather than that of just the female employee. The 2001
revision of the Equal Employment Act addresses the issue of
childcare leave under the heading ‘Support for Reconciliation
between Work and Family Life’, and stipulates the prohibition of
dismissal during childcare leave and a complete reinstatement to one’s
former position upon return.
The society started shouldering some of the financial burden of
childcare leave in 1995 by providing a monthly subsidy of 80
thousand won and 120 thousand WON for large enterprises and
SMEs, respectively.10 The ‘3 Maternity Laws’ revised in 2001 directed
the payment of 200 thousand won per month from the employment
insurance funds for workers on childcare leave, and the amount was
recently adjusted to 300 thousand WON per month.
It is still too early to believe that the childcare leave system has put
down its roots firmly in Korean society. As of 2002, only 16.7%, or
3,763 of the female workers who went on maternity leave totaling
22,711, also took advantage of the childcare leave. The low wage level
10

As of 2003, the childcare subsidy for employers is 200 thousand won per month.
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during the leave period may be one reason for the low utilization rate,
but a more important reason would be the relatively low job security
of women that makes them hesitate to take the leave. If we take into
consideration that a significant portion of female workers in Korea
are irregular employees and are not even entitled to maternity leave,
the childcare leave rate of 16.7% could be even said exaggerated.
Raising the wage level or introducing a part-time childcare leave
system are some of the options being discussed to improve the
current childcare leave system. However, even women’s rights groups
do not have a consensus as to whether the childcare leave system
should have a high priority in policy improvements. The same applies
for the family-member nursing leave that was under consideration for
some time. It appears that the female workers’ needs are stronger for
the qualitative and quantitative improvement of childcare facilities
and childcare subsidies for low income families than for the childcare
leave or the family-member nursing leave.

5. Conclusion: Proposals for Utilization of the
Female Labor Resources
We have so far gone over some of the stylized facts of the female
labor market over the last 20 years with a special emphasis on the
1990s. Analyzing the structure, composition, and the overall
characteristics of the female labor market is an important prerequisite
for the development of future labor policies for women.
In summary, the gender bias of Korean society is still the biggest
obstacle to more active labor force participation by women.
Improvements in social awareness, complemented by active
economic participation by women over the last 20 years have
challenged the traditional gender discriminatory roles and
responsibilities of women. However, there is no refuting that
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household duties and childcare responsibilities still remain
predominantly on the women’s shoulders. As a result, female workers
continue to secede from the labor market when they feel overweighed
by the burden of those two duties in their late 20s or early 30s. While
it is definitely necessary to improve such a gender biased role
structure of our society over the long term, some immediate measures
are also in order. Women-friendly jobs must be increased, and there
should be more policies that can effectively support women as they
manage both work and family.
One thing is very clear. The female labor policies of this nation
should do much more than to simply correct gender discriminating
employment practices. The policies should actively induce the female
working age population into the labor market for the benefit of the
national economy as a whole. To this end, a few suggestions can be
made as follows.
First, the society should take on a bigger piece of the load in
dealing with the cost of maternity protection, and introduce some
concrete measures to reduce the childcare burden of female workers
so as to enable them to stay on in the labor market. More and better
childcare facilities and support for basic childcare needs would be an
example. However, it is important not to impose too heavy a burden
on employers in terms of maternity protection costs because there is
a risk that the approach would backfire and actually narrow the
chances for women to find jobs.
Second, much effort is in order to create more women-friendly
jobs and employment forms. Since married women tend to have
certain limitations in their working hours, work-hour systems that can
accommodate their needs must be more actively adopted by the users.
Some examples would be the flexible work-hour system, homeworking system, and part-time work. Another option would be to
create more jobs in the social and public service sectors such as
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culture, tourism, environment, health and safety, and social welfare.
These projects will not only provide more job opportunities for
women but also revitalize the economy as a whole.
Last but not least, the role division between men and women is in
need of dramatic improvement. Over the mid to long term, it is
necessary to see and think beyond the support for the working
woman herself or her double income families. The current
remuneration systems, taxation systems, and social security systems
take it for granted that men are the family’s breadwinner. Such
systems clearly suppose and encourage the gender-based role division
between men and women. To adapt to the fast-paced changes of the
family system and to securely brand women as independent economic
entities, it is high time the society begins discussing measures to
reorganize itself from a family-unit system into an individual-unit
system.

Chapter 10

LABOR DEMAND

Hur, Jai-Joon*

1. Labor Demand during 1987~2002
During the period of 1987~2002, the total number of employed
workers in Korea rose from 16.4 million to 22.2 million, increasing at an
average annual rate of 2.0%. In this chapter, we will be discussing the
characteristics of labor demand in terms of employment proportion by
industry, cyclical pattern of labor demand by age group, proportion of
employment by type, changes in the demand for skilled-labor, and
elasticity of labor demand with respect to wage and GDP.
1.1 A Gradual Deindustrialization
Table 10-1 shows the changes in employment status since 1985 by
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Table 10-1 Employment Distribution by Industry

(Thousands, %)
1985
1990
1995
2000
2001
2002
14,970 18,085 20,414 21,156 21,572 22,169
(100.0) (100.0) (100.0) (100.0) (100.0) (100.0)
Agriculture and Fishery
3,733
3,237
2,403
2,243
2,148
2,069
(24.9) (17.9) (11.8)
(10.6)
(10.0)
(9.3)
Mining & Manufacturing
3,659
4,990
4,844
4,311
4,285
4,259
(24.4) (27.6) (23.7)
(20.4)
(19.9)
(19.2)
Construction
911
1,346
1,913
1,582
1,585
1,746
(6.1)
(7.4)
(9.4)
(7.5)
(7.3)
(7.9)
Retail, Wholesale, Hotel
3,377
3,935
5,415
5,966
5,874
5,998
& Restaurant
(22.6) (21.8) (26.5)
(28.2)
(27.2)
(27.1)
Electricity, Gas, Water, &
1,305
1,938
1,875
2,074
2,141
2,157
Finance
(8.7) (10.7)
(9.2)
(9.8)
(9.9)
(9.7)
Personal, Business, and
1,984
2,638
3,965
4,979
5,540
5,940
Public Services
(13.3) (14.6) (19.4)
(23.5)
(25.7)
(26.8)
Source: Korea National Statistical Office, Economically Active Population Survey, Micro
data.
Note: Numbers in the parentheses denote proportions.
Whole Economy

industry. The employment of mining and manufacturing increased
steadily to peak in 1988 at 28.5% of total employment, effectively
driving the growth of jobs in the Korean labor market. As of yearend
2002, the percentage stands at a comparatively low 19.2%, having
declined in tune with the nation’s deindustrialization process.
1.2 The Relatively Sensitive Economic Dependency of
Labor Demand for the Youth and Elderly workers
When economic performance slows down, labor demand decreases,
and consequently employment rate goes down. In this process, the
labor demand for the youth (15~24 age group) and the elderly
workers (50 and above age group) are particularly sensitive to the
economic climate in Korea. This is because Korean businesses tend
to cut down recruitment during the first phase of economic
downturns and then lay off elderly group with a lag of two or three
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quarters. Thus, the young and old workers are relatively more affected
by economic cycles than prime-age workers. The reason that those
two groups feel the deterioration of the employment market more
acutely than is indicated by the general unemployment rate during
economic downturns is because they are usually the main victims of
the recession. This trend was particularly pronounced over the last 15
years. While the employment rates of these two groups rose
considerably during the economic boom in the late 1980s, the rate fell
by a significant margin during the recession period around Asian
financial crisis of 1997.
Table 10-2 Employment Rates by Age Groups

(Unit: %)
All Ages
15~24
25~29
30~49
50~54
55 and over

1985
54.3
32.0
59.8
72.4
68.2
38.7

1990
58.6
32.3
64.1
75.5
74.9
46.2

1995
60.7
34.6
67.0
76.4
74.3
47.9

2000
58.5
29.4
66.1
74.3
70.2
44.5

2001
59.0
30.1
66.7
74.5
70.3
44.6

2002
60.0
31.5
67.7
75.1
71.8
45.3

Source: Korea National Statistical Office, Economically Active Population Survey, Micro data.

Table 10-2 shows the employment rates by age groups since 1985.
The average growth rates of both the economically active population
and the employment were around 0.9% during the five years
following the economic crisis of 1997. However, the employment
rates of the 15~24 age group and the 55 and older population remain
lower than in the pre-crisis years.
1.3 From an Increase in Wage Workers to an Increase in
Non-regular Workers
Figure 10-1 shows the proportion of salaried employment, the
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Figure 10-1 Proportion of Different Employment Forms
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Source: Korea National Statistical Office, Economically Active Population Survey, Micro
data.

proportion of the sum of the self-employed and unpaid family
workers, and the proportion of the sum of the temporary and daily
workers in the total employed population.
The share of wage workers increased rapidly until 1991. The
unprecedented economic boom supported the continued growth of
the wage workers except during 1992~1993 and the slump in 1998.1
As large corporations diversified their businesses and increased
business investments with long term prospects, job opportunities
increased significantly year after year until the economy slow down in
1993, pulling up the proportion of the regular workers in the overall
economically active population. In contrast, the proportion of
temporary and daily employment has been increasing steadily since
1994 except in 2001, which indicates that labor demand patterns have
changed since the mid 1990s as enterprises started to favor flexible
human resource management.
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1.4 Increased Demand for Skilled Labor
One notable feature of the labor demand in the 1990s was a rising
demand for skilled labor. Table 10-3 depicts employment of
high-skilled workers and non-production workers since 1993.
The increased demand for skilled labor is also confirmed through
the changes in wage levels. Figure 10-2 represents the wage
differentials during 1990~2001 by educational attainment, skill levels,
and age groups. The wage graph uses hourly wages defined as regular
wages over regular working hours.
Table 10-3 Evolution of High-skilled Workers and Non-production Workers

(Thousands, %)

High-skilled Workers
Non-production Workers

1993
2,940
(16.3)
9,467

1995
3,344
(16.4)
10,414

2000
3,990
(18.9)
11,486

2001
4,626
(21.4)
12,953

2002
4,832
(21.8)
13,449

(52.3)

(51.0)

(54.3)

(60.0)

(60.7)

Source: Korea National Statistical Office, Economically Active Population Survey, Micro data.
Note: High-skilled workers are managers, professionals, and technicians.
Figure 10-2 Between-group Wage Differentials: Log of Hourly Real Wages
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An interesting observation can be made from [Figure 10-2]. The
premium on advanced level education decreased until 1998 but
picked up again starting in 1999. This trend (through 1998) is
consistent with the fact that the supply of highly-educated labor
increased steadily until 1998. What is interesting is that the premium
started rising again after 1998 even though supply of the highly
educated labor force continued to grow.
Figure 10-2 also shows the wage ratio between high-skilled and
low-skilled workers. As was the case of the education premium, the
wage ratio fell until 1998 and rose again after 1998. Though the
supply of high-skilled workers, represented by university graduates,
has continued to increase since the late 1980s, the relative wages of
high-skilled workers show a different inclination since the late1990s.
The wage gap between non-production and production workers,
and the differentials between young and prime age workers have been
widening since 1995. This trend forms a stark contrast with the
declining labor supply of youth. As the last cohort of the baby-boom
generation (those born in the first half of the 1970s) had already been
integrated into the working age population by 1990, the labor supply
of the youth population has continued to decrease throughout the
1990s. As was the case in wage differentials by educational attainment
and skill levels, the decreasing labor supply of the youth age group
seems contrasted with the rising trend of relative wages of prime age
workers. This pattern remains unchanged even if other factors that
affect wages are controlled (Choi, Kang-shik & Jin-ho Jeong, 2002).
In sum, we can conclude that the wage premium of highly
educated, high-skilled, and more experienced workers increased
during the mid to late 1990s, and consequently wage differentials
widened.
The changes in wage structures during the 1990s brought about
not only between-group wage differentials but also within-group wage
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differentials. Figure 10-3 (a), (b), and (c) are within-group wage
differentials of male workers during the 1990s expressed in terms of
the standard deviation of the logarithm of hourly wages. The graphs
show that within-group wage differentials increased considerably
within identical industry, educational attainment, occupation, and age
groups. The increase of the dispersion, compared to that of the mid
1990s, was particularly conspicuous in the high-skilled and highly
educated worker groups.
Figure 10-3 Between-group Wage Differentials: Standard Deviation of the
Logarithm of Hourly Wages of Men
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In light of those salient features above, we can conclude that the
demand for high-skilled workers, highly educated workers, and
experienced workers has continued to increase since the late 1990s,
effectively offsetting the steady growth of the labor supply. Moreover,
it appears that the demand for workers with high adaptability within
the high-skilled and highly educated groups must have grown
relatively more than for other workers.
1.5 Elasticity of Labor Demand with respect to Labor Cost
and GDP
There are a number of factors that influence a nation’s labor
demand. Of those, the most representative ones are labor costs and
the aggregate demand represented by GDP. Kim, Chi-Ho (1991)
estimated the wage elasticity of the labor demand on the basis of the
labor market model and came up with 0.27~0.29 for short term wage
elasticity while the long term wage elasticity was way above 1 at
1.18~1.81.
However, real labor cost and productivity are found to have
common trends in the long run (Hur, Jai-Joon, 2001). This implies
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that the long-term elasticity of labor cost with respect to productivity,
the former being defined as per-capita employee compensation and
the latter being defined as GDP over employment, is close to one.
Consequently the long term elasticity of labor demand with respect to
labor cost and GDP is respectively close to one.
As for the short term elasticity of labor demand, labor cost
elasticity appears to be 0.15, and aggregate demand elasticity 0.26.
This means that labor demand decreases by 0.15% for every 1%
growth in real labor cost, and that labor demand falls by 0.26% when
growth rate falls by 1% point. In the case of the year 2002, a 1%
increase (decrease) in real labor cost would translate into 33 thousand
less (more) jobs, and 1% point decrease (increase) in growth rate
would mean 58 thousand less (more) jobs.2 But this is an annual
effect in short term. Over the long term, a 1% growth in real labor
cost or 1% point drop in growth rate would translate into an
accumulated effect of 220 thousand less jobs.3
If we use the wage statistics of regular workers in establishments
with 10 or more employees surveyed by the Ministry of Labor in lieu
of per-capita employee compensation, the short term real wage
elasticity of labor demand is found to be around 0.1 which is far less
than 1.5. This is attributable to the fact that the labor wages of regular
workers have increased at a relatively higher rate than that of
non-regular workers since 1989 and, as a consequence, have
contributed to divergence between the labor cost of regular workers
in establishments with 10 or more employees and that of other
workers. There are three reasons why the wages (wage growth rates)
of workers at 10 or more employee businesses have been losing their
capability as a representative wage index for the overall economy
since 1989.
First, in the face of the rapidly changing business environment,
firms are willing to hire as a regular worker status and pay high wages
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for workers who have high adaptability. However, firms also try to
increase their labor flexibility by outsourcing the highly replaceable,
low-skilled workers. As a result, this latter group of workers is faced
with high competition in the non-regular workers’ market, which acts
as a serious limiting factor in their wage growth.
Second, the wage hikes achieved by the highly organized regular
workers by strong bargaining power and adequate legal protection left
little room in the labor cost budgets of enterprises to grant wage
increases for non-regular workers.
Third, the burden of labor cost was relatively heavier for regular
employees in larger firms because coverage of social insurance
(National Pension, National Health Insurance, Work Injury Insurance,
Employment Insurance, and Pay Guarantee Fund) was limited until
recently to regular workers in establishments with at least 10 or 30
employees.

2. Changes in the Labor Market and Labor Demand
As the movement of the labor demand is determined by changes in
the product and capital markets, a comprehensive view of the overall
economy is necessary to better understand the evolution of the labor
market and labor demand. In the following section, we examine how
the labor demand has been transformed and influenced by the
changing economy. To that end, we first briefly go over the
characteristics of the labor market prior to 1987 and then proceed to
investigate more recent changes and causal factors.
2.1 The 1st Turning Point
Since the First Economic Development Plan was launched in 1962,
the Korean economy continued on the path of stellar growth up until
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1997, expanding at an average annual rate of 8.3%. The growth was
marked not only by its rapid pace but also by various quantitative and
qualitative changes as Korea battled against more than ten economic
downturns. The labor market also saw its fair share of changes over
the last 40 years, during which there were about three notable turning
points.
The first of the trio was in the mid 1970s. According to Bai,
Moo-Ki (1982), the Korean labor market bid adieu to the Lewisian
world of unlimited labor supply era4 in the mid 1970s and market
forces began to exert influence. During the first phase of the
economic development from the 1960s to the mid 1970s, the labor
market was blessed with what seemed like an unlimited labor supply
as manpower continued to efflux from rural sectors to urban area in
endless streams. The economic powerhouses of this time were labor
intensive industries producing wigs, shoes, and veneer boards mainly
requiring simple, low-skilled labor. This type of labor was readily
supplied by vocational high schools and corporate training centers of
large enterprises. The demand for low-skilled labor and a good supply
of such labor were the characteristics of the primary labor market of
this period. Unemployment figures were around 4% but a significant
size of the underemployed labor force composed the secondary labor
market in the outskirts of the urban areas and existed as the potential
source for the primary labor market.
The labor market in the second half of the 1970s changed in close
correlation with evolution of the real economy. The transformation
of the economy to the heavy and chemical industry somewhat
reduced the growth elasticity of labor demand in the industrial sector,
but the increased demand for labor from the Middle East
construction sites and the construction boom within the nation
effectively offset the slow down of labor demand in industrial sectors
until the end of the 1970s. Rather, the shortage of construction labor
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actually led to steep wage hikes for construction workers. However,
the economy, and the labor market in turn, experienced a hard
landing in the 1980s due to the second oil shock. The unemployment
rate shot up to 5.2%. The excessive facility investment in the
large-scale equipment industries such as shipbuilding, heavy, and
chemical industries had to go through some restructuring during this
period. But the economy was able to regain its balance before any
irreversible damages were done on the labor market thanks to its high
wage flexibility and improved competitiveness in the international
market. The early years of the 1980s were when inflation dropped to
single digit figures for the first time in Korean economic history.
2.2 The 2nd Turning Point
The second turning point for the Korean labor market was in the
mid 1980s. Thanks to the decline in oil prices since 1986, the low
interest rates in international capital market, and the relative
depreciation of drop in Korean currency due to the high JPY that
boosted the competitiveness of Korea’s export goods, Korean
economy enjoyed flush times described as the ‘3-Low Prosperity.’
Taking advantage of the wave of trade liberalism sweeping across the
global market during this period, the Korean economy rode on the
back of its enhanced export competitiveness and pulled itself up
several notches. The labor market also experienced huge changes like
never before.
Employment figures in the manufacturing and service sectors were
the first to jump, pushing unemployment rates down to the 2% level
in 1988. The combination of slow commodity price index growth and
two-digit wage hikes significantly increased the purchasing power of
the working class. In 1988 and 1989, wage growth exceeded
productivity growth.
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This was also when overall employment conditions improved
enormously in the quantitative aspect and the mismatch between the
labor supply and demand among different sectors became an issue of
the labor market. Measures were discussed to attract idle resources
such as the elderly and women into the market, and even importing
labor from overseas was considered as a manpower policy option for
the first time.
During this period, the voice of the working class was made heard
in full force as political democratization gave vent to the oppressed
voice of workers. The industrialized countries had already gone
through the labor conflicts and labor mismatch problems in the
industrialization process of the 1950s and 1960s, but Korea came to
experience them in the late 1980s.
The liberalization of the financial market in the late 1980s not only
gave birth to a number of banks but changed the credit allocation in
the capital market. During the 1960s and 1970s, credit allocation was
effectively handled in the form of export financing (Hong, Won-Tack,
1998). But that was not the case during the Roh Tae-Woo
administration when the large enterprises, in need of large investment
resources to finance their market expansion and business
diversification, flocked to form collusions with the government. Thus,
the capital market did not have an efficient credit allocation
mechanism in the late 1980s and early 1990s as allocations were
indiscriminately made to the large corporations.
Since excess demand for capital had been a chronic condition of
the Korean capital market since the beginning of the Economic
Development Plan up until the 1997 financial crisis, credit access
almost always meant business growth. With long term growth
prospects, businesses developed massive investment plans and
regularly carried out large-scale recruitment to secure high quality
human resources regardless of the labor slack within the firm. Thus,
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the labor market had never been better for the youth population, and
the elderly groups also experienced unprecedented growth in
employment figures. The proportion of wage workers increased
rapidly until 1991, as did the ratio of regular workers among the wage
workers until 1993.
Thanks to the educational reform of 1981 that increased university
capacity by twofold, the supply of highly-educated workers increased
in large scale from the second half of the 1980s. In contrast, the
supply of production workers in manufacturing decreased, causing a
serious labor shortage and steep wage growth for manufacturing
workers. But the productivity gap and wage differentials among large
and small enterprises which have been widening throughout the
1980s widened even faster after 1988. The low competitiveness
(productivity) of SMEs led to low solvency (low wages) which in turn
led to loss of high quality manpower to larger corporations. This
pattern actually became a vicious cycle SMEs faced. Moreover, the
shortage of manufacturing workers in SMEs became quite extreme.
The inefficient credit allocation of the capital market that granted too
large a percentage of the available capital to the large enterprises is
suspected as an important contributing factor to this situation as
ample finance allowed these enterprises to monopolize investments
and qualified human resources.5
As such, the capital market and the product market induced
significant changes in the labor market during the late 1980s and the
early 1990s and caused acute labor supply and demand imbalances. In
the 1970s, the principal members of the primary and secondary labor
markets were the workers in industrial sectors and the temporary and
casual workers in the urban informal sectors. But after passing
through a period of transition in the early 1980s, the main players of
the primary and secondary labor markets in the late 1980s had
changed to the workers of the emerging industries and large
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enterprises, and the workers of the fading industries and small
businesses, respectively.
2.3 The 3rd Turning Point
The Korean labor market came across its third turning point in the
mid 1990s. The trade liberalization or globalization wave that swept
across the world since the 1980s intensified the competition in the
international market even further in the 1990s. Despite the
depreciation of KRW that started in 1990, the trade balance remained
in deficit (refer to Figure 10-4). In and around 1993, the purchasing
power of the working class which had been improving since the late
1980s boosted the domestic consumption and brought down the
dependency on import and export of the Korean economy to its
lowest level. Meanwhile, the 1990s was a period when external
pressure for the liberalization of not only trade but also the financial
market mounted like never before. The government started opening
up the capital market gradually as it started working for OECD
membership in earnest in 1995, but the liberalization became one of
the reasons for the devastating economic crisis that struck two years
down the road.
Figure 10-4 Changes in Exchange Rates and Trade Balance
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Starting around 1993, ICT started gaining a significant presence in the
market, and the pace gained momentum in 1997. Table 10-4 shows,
citing from Hur, Jai-Joon, Hwan-Joo Seo and Young-Soo Lee (2002),
the trends in ICT expenditures and investments of the 1990s
estimated from the Input-Output Tables from the Bank of Korea.
ICT Expenditure is defined as the sum of investments and
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Table 10-4 ICT Investment and ICT Expenditures

(Unit: Billion KRW, %)
1990 1991 1992 1993 1994 1995 1996 1997 1998
ICT
Investment
ICT
Investment/
GDP
ICT
Expenditure
ICT
Expenditure/
GDP

1999

3,969 4,355 4,626 5,455 7,286 9,515 10,624 12,743 13,054 18,364
2.22

2.01

1.88

1.97

2.25

2.52

2.54

2.81

2.94

3.80

6,943 8,045 9,077 11,345 14,872 20,166 23,120 27,131 29,322 41,248
3.88

3.72

3.69

4.09

4.60

5.34

5.52

5.99

6.60

8.54

Source: Hur, Jai-Joon, Hwan-Joo Seo and Young-Soo Lee (2002).

consumptions of both the private and public sectors on ICT products
and services as was defined by the OECD (2000). By the same
principle, ICT Investment is the sum of the investment made by the
private sector and the government on ICT products and services.
An examination of Table 10-4 shows that ICT growth in Korea
accelerated in 1993. The expenditure rates and investment rates for
ICT dropped in 1991, 1992, and 1993 but started picking up in 1993
to record 8.54% and 3.80%, respectively, in 1999. ICT expenditure
has been increasing steadily since 1997, and ICT investment rates
surged relatively significantly in 1995, 1997, and 1999. It is worth
mentioning that ICT investment grew even as the overall investment
rate was suffering a negative growth in 1998 because of the Asian
financial crisis.
Due to intensifying competition in the global market and innovative technological changes, significant changes occurred in terms of
work organization and employment security during this period.
In work organizations centered around regular workers, training to
multi-skilled workers and an increase in worker autonomy, or
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decentralization of decision-making were observed. As the need for
Figure 10-5 ICT Diffusion and Changes in the Labor Market
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Figure 10-6 Changes in Income Distribution Structure Expressed in Terms of
Gini Coefficients
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higher flexibility increased not only for the decision making process
but also for the organization to prepare against possible restructuring,
employment security started to waver. Besides low-skilled workers
and non-regular workers suffered relative decline in wages. As a result,
the overall income distribution situation deteriorated (Figure 10-5 and
Figure 10-6).
As digitalization proceeded in enterprises, workers in low hierarchy
were able to access ample information and knowledge. High-level
executives could also increase the scope and number of workers
under their direct control. Thus, the role of the middle-level managers
who used to function as the mediator between the low and high level
constituents contracted. The deployment of ICT networks in
enterprises gradually dismantled the traditional vertical hierarchy and
decreased the proportion of middle managers and general
administrative positions.
In the case of workers who are required to have high cognitive
skills, such as managers, professionals, and high-skilled or
experienced engineers, ICT can replace their functions only in limited
areas, and the demand for such workers actually increased. As such,
the progress of digitalization brought unsymmetrical changes in the
labor market. As a result, regular workers in positions requiring high
cognitive skills experienced an improvement in their autonomy and
job security whereas the low-skilled workers carrying out simple,
repetitive functions were threatened with loss of job security and
decrease in their wages.
The economic crisis at the end of 1997 served to extremely
intensify the uncertainties in job security and exacerbated the income
inequality. The crisis propelled the corporate labor management
paradigm, which had been trying to make do with its gradual pace of
change, into abrupt and profound changes. The resulting acceleration
destabilized job securities even further. During the ensuing phase of

390

Labor in Korea, 1987~2002

restructuring, workers with high adaptability saw an increase in
demand, but the low-skilled-worker-intensive units were mostly
handled through outsourcing or by using non-regular employees.
Whereas the annual average growth rate of the Korean economy
had been 8.3% during the 35 years preceding the financial crisis, the
average rate in the post-crisis years until 2002 was only 4.6%, showing
that the economic downfall had undermined the growth potential
itself.
The slowdown limited both corporate growth and job
opportunities and forced another qualitative transformation of the
labor market. As financial institutions introduced the concept of risk
management, firms had to pay attention to cash flow or liquidity to
survive through the restructuring wave. Firms became careful in
investment and investment rates decreased. Foreign direct investment
in the stock market was permitted full scale and the corporate
governance structures changed. Korean firms had to concentrate
more on maximizing their short term profits rather than investing in a
long-term perspective. As a result, employment adjustment became
an ongoing process, and wage inequality increased as firms’
compensation system and training system were adjusted in favor of
the high-skilled workers. Figure 10-7 is a diagram summarizing the
trends just described.
The Asian financial crisis was an important momentum for the
expansion of social security system. In the past, the welfare system
expanded gradually on the strength of the increased economic
prowess of the nation, but the emphasis shifted to the social safety
net aspect of the system following the crisis and brought some rapid
expansion there. The expansion was highly called for right after the
crisis to deal with the imminent turmoil caused by the high jobless
rates. However, the demand for expansion of social safety net still
remains even after the crisis-sparked confusion has somewhat
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subsided because the current labor demand structure continues to
aggravate the job security and income distribution.
Figure 10-7 Labor Market Changes Following the Economic Crisis
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Chapter 11

INTERNAL LABOR MARKET

Yee, Seung-Yeol*

1. Introduction: Background and Objective
The nationwide labor dispute that took place in 1987, or the ‘Great
Worker Struggle’ of 1987, was a watershed event that made researchers
realize the prevalent position of the wage workers. 1 During the
economic growth years of the 1970s, the industrial sector not only
siphoned off a massive amount of manpower from the agricultural
sector, but also a significant advance in the heavy and chemical
industries drove the wage workers to become the mainstream of the
labor market. One point about this era that has particularly interested
researchers is whether it can be said that the internal labor market came
* Research Fellow, Korea Labor Institute/ Ph.D. in Economics, Yonsei University,
Seoul, Korea / Main field of study and research: Labor Economics / Main research
papers and publications: “Korea: Wage Determination and Labour Turnover” in
Wage Differentials: An International Comparison (1998); An Analysis on the Return-to-work
of the Injured Workers in Korea (2002), etc.
1 According to the Economically Active Population Survey (Korea National Statistical
Office), the proportion of wage workers among the employed population started
surpassing that of the non-wage workers in 1984. And the proportion of wage
workers, with the daily workers excluded, peaked in 1987.
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into being in the heavy and chemical industries of Korea at this time.
Fifteen years later in 2003, no one would refute the fact that internal
labor markets do exist in Korea. However, the same point was strongly
doubted by some researchers back in the 1980s. For example, Kim
Hyung Kee (1988) reported that not only were there “no significant
wage differentials” between large enterprises and SMEs during the
1970s and the early 1980s, but “labor turnover between large enterprises
and SMEs or monopoly undertakings and non-monopoly counterparts
are quite active and the wage gap minimal, showing that there is basically
no size-level segmentation in the physical workers’ labor market.”2
According to Western standards, the internal labor market refers to
a system in which an enterprise recruits workers through a narrow port
of entry and provides the workers on-the-job training so that they can
acquire firm-specific human capital. The system encourages good
performance from its workers by promoting competent workers up
through a hierarchical structure. In other words, upper-level workers
are continuously recruited from the lower ranks within the company.
Such a structure is segmented from the external labor market, but the
competition within the structure enables it to function as a labor
market of its own. Thus, this structure is referred to as the internal
labor market.3
If an enterprise has an internal labor market, its labor turnover rate is
low, and wages tend to increase in proportion to the years of service
(tenure). Therefore, these two factors can be regarded as the typical
characteristics of the internal labor market. Such features are known to
be common in large Japanese corporations.
It is generally accepted that Korea has a seniority-based wage
structure that produces the upward sloping tenure-wage profile.
2
3

In addition, Song, Ho-Keun (1991), Uh, Soo-Bong (1992), and Lee, Ju-Ho (1992) all
deny the existence of the internal labor market, though their rationales vary.
Refer to Keum, Jae-Ho (2001) for details.
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However, the labor turnover rate is relatively high compared to that of
other OECD member nations, which contradicts the seniority-based
wage structure. The existence of the internal labor market in Korea is
sometimes refuted because of such inconsistency, and some scholars
give different definitions for the internal labor market of Korea in
order to defend its existence.4
In discussing the internal labor market, categorizing an enterprise as
either an internal market or an external market is the easy part.
However, when it comes to the entire labor market, developing the
exact guideline for the classification is definitely not easy. 5 The
difficulty is aggravated when quantitative data needs to be considered
as well. Therefore, accumulating micro-data and results for each
individual industry or enterprise would be a sound approach. A
number of studies are currently underway on the basis of such
methodology,6 and more should be done in the future.
However, this does not mean that looking at the entire labor market
as a whole or using quantitative data in verifying the existence of the
internal labor market is a meaningless task. Not only is it possible to
examine indirectly the development of the internal labor market
through such a macroscopic approach, but identifying the interaction
between the internal and external labor market is also an important task.
Against this backdrop, this chapter will follow the development of the
internal labor market during 1987~2002 with a special focus on the
large enterprises by examining the indices of labor turnover such as the
labor turnover rate, tenure, and wage profile. In other words, a
macroscopic analysis on the existence of the internal labor market will
be attempted.
4
5
6

Some prime examples would be Jung, Eehwan (1992) and Cho, Young-Chul (1993).
Ishikawa (2001: 201).
Some representative examples include Kim, Hyung Kee (1988), Lee, Wonduck (1990),
and Noh, Byung-Jik (2003).
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In 1997, exactly 10 years after the nationwide labor dispute in 1987,
the Asian financial crisis struck the nation in full force. Unemployment
figures gained unprecedented heights and drove the labor market into
shock. The internal labor market, hardly protected from the ripple
effects of the national crisis, underwent considerable changes such as
early retirement of the middle and prime-aged workers and increase in
the proportion of the irregular workforce.7 These changes are worth
following to see if they continue into the future.
Moreover, the recent issues regarding the treatment of irregular
workers seem to be closely related to the internal labor market
composed of regular and full-time workers. That is, there is an opinion
that enterprises are struggling under the burden of providing proper
treatment for regular and full-time workers and are subsequently
discriminating against the irregular workers. In this regard, the internal
labor market is still a disputed point.
Labor market flexibility has increased since the financial crisis, but
its further advance is continuously called by the business circle in
particular. This trend, together with the introduction of the annual
salary system, expansion of the midway hiring market, and changes in
the human resources management system, has the potential to
constrict the function of the internal labor market and give rise to an
occupational labor market in Korea. In light of these factors, discussing
the development of the internal labor market would be a meaningful
approach in reviewing the last 15 years of the Korean labor market and
in projecting its future development.
Last but not least, it is important which worker group will serve as
the subject of this discussion. It is important because the internal labor
market can take on a very different shape and color depending on
7

Of course, it was before 1997 that the proportion of irregular workers increased. The
financial crisis that began at the end of 1997 seems to have reinforced this trend.
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which group is being discussed. The majority of the enterprises that do
have an internal labor market tend to belong to the high wage sector,
and thus, internal labor markets are often equated with the primary
sector firm.8 In this chapter, the scope of the analysis will be limited to
male workers in large enterprises.9

2. Seniority-based Wage Structure and Benefits
One way the internal labor market can segment the worker from the
outside is through the seniority-based wage structure which pays high
wages for long-term employment. According to this particular
structure, the wage level of the worker increases in proportion to the
worker’s tenure in the company. Therefore, its tenure-wage profile
slopes upward.
There are various economic rationales that support the
seniority-based wage structure. Since a worker’s ability and
performance cannot be appraised adequately in the short-term, a
contingent contract can be made. This contract directs the wage level
to be lower than the actual productivity level of the worker until the
worker’s competency is verified. Once this is done, the worker is
compensated for the low wage level (paid in the first phase of the
employment) with wages that exceed one’s actual productivity.
Another explanation for the seniority-based wage structure is the
tournament theory that rewards a worker with high competency and
performance with a prize called promotion. The system can also be
8
9

Refer to Taubman and Wachter (1986).
This observation is based on the analysis carried out by Lee, Ju-Ho (1992) who
reported that the Korean labor market has a dual structure consisting of the high
wage sector and the low wage sector. The definition for large enterprises was either
businesses with 500 or more full-time employees or those with 1,000 or more
employees, depending on what the conditions allowed, but the differences in the
results were little.
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explained in terms of firm-specific human capital. Since firm-specific
human capital is of no use to firms other than the original, the company
and the worker invest in the capital together and also share the profits.
This relationship enables long-term employment, and the wage level of
the worker also increases with years of service.10
Considering the seniority-based wage structure of the internal labor
market, it is common practice to judge the development of the internal
labor market on the basis of whether or not the tenure-wage profile is
upward-sloping. As larger enterprises are more likely to have an
internal labor market, the wage differentials among firms of different
sizes can also serve as a supplementary index. In addition to wage levels,
differences in fringe benefits should also be examined since fringe
benefits are also devices that support the long-term employment
relationship. To this end, this section will examine development within
the internal labor market by inspecting the tenure-wage profile, as well
as differences in wages and fringe benefits among firms of different
sizes.11
2.1 Seniority-based Wage Structure
It has already been pointed out that the wage level within the internal
labor market tends to increase with the workers’ tenure. In order to
10
11

Refer to Lazear (1998) for details.
Some researchers point out that the seniority-based wage structure already existed
in Korea irrespective to the development of the internal labor market. For example,
Park, Fun-Koo and Se-Il Park (1984) reported, “In the case of Korea, the
hypothesis of ‘wage differentials = differences in the price of labor supply by
worker attribute = differences in the socio-habitual cost of living by worker
attribute’ has more validity than the neoclassical hypothesis of ‘wage differentials =
differences in labor productivity by worker attribute.’” Ono (1989) also made a
similar observation and stated that the wage structures of both Korea and Japan are
the types that guarantee the livelihood of workers. Cho, Woo-Hyun (1991) counters
this assertion by pointing out that the wages in Korea tend to be determined by
labor demand rather than the personal attributes of workers.
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validate this trend, the tenure-wage profile of male workers of the
20~54 age group in firms with 500 or more employees was obtained
for the years 1986, 1991, 1996, and 2001 using the raw data of
Occupational Wage Survey and Survey on Wage Structure.12 The results are
shown in Figure 11-1. This figure represents the relative wages of a
worker for each year of service beginning with tenure of 0 years.
Figure 11-1 shows the upward sloping tenure-wage profile which
indicates that the typical seniority-based wage structure exists in this
Figure 11-1 Tenure-Wage Profile of Firms with 500 or More Employees:
1986~2001
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12

The dependent variable is the hourly wage (natural logarithm) which is the sum of
the fixed wages and the monthly portion of the special pay divided by the regular
monthly working hours. The explanatory variables are years of education
(elementary school graduate or less = 6 years, middle school graduate = 9 years,
high school graduate = 12 years, junior college graduate = 14 years,
college/university graduate or more = 16 years), job tenure and the square of job
tenure, years of external experience (= age – years of education – job tenure – 6) and
the square of the years, marital status, occupation (high-level classification), and
industry (high-level classification).
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group. Another characteristic of the figure is the slight decline in the
slope following 1986.13 However, there is an even more pronounced
drop in the slope in 2001.
These observations were also made by Chung, Yi-Hwan and Cheon,
Byung-You (2001), and seem to be closely related to the introduction
of the annual salary system led by the large corporations in the mid
1990s, early retirement of employees with long-tenure, and the shock
of the economic crisis that began in late 1997.
A comparison of 1986 and 2001, in particular, reveals a distinctive
feature. The drop in the relative wages of workers with 10~20 years of
service is much more pronounced compared to other groups. This
implies that the middle and prime-aged workers who would have
normally enjoyed the high wage levels in return for their long tenures
suffered relatively more due to the economic crisis than other age
groups.
2.2 Wage Differentials by Firm Size
The internal labor market generally offers a long-term employment
relationship. Both the employer and the employee earn a type of rent
from the relationship and divide up the earnings between themselves.
Such a rent is regarded as wage premium, and a typical form of wage
premium would be the wage differential among firms of different
sizes. 14 Therefore, this differential should also be examined when
discussing the internal labor market.
13

Though it is not mentioned in this chapter, the slope of the tenure-wage profile of
the 1988 wage-regression estimation is considerably greater than that of 1986. This
seems to be the effect of the nationwide labor dispute staged in 1987. It is possible
that the slope of the tenure-wage profile decreased slightly in the 1990s as a rebound
reaction to this effect.
14 The wage differential by firm size can also be explained with efficiency wages.
Efficiency wages can serve as both a motivation for worker as well as an inhibitor of
separation, thus supporting a long-term employment relationship.
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Figure 11-2 shows the trend in wage differentials by firm size. Here,
the wage differential refers to the wage premium of workers in firms
with 100~499 employees and 500 or more employees over those with
less than 100 workers. According to the analysis, the wage premium of
large firms with 500 or more employees over those with less than 100
workers declined in the mid 1990s but picked up again in 2001. There is
a possibility that the trade union effect is in action here as it was not
taken into consideration. 15 Considering that trade unions tend to
suppress workers’ separation and promote long-term employment, it is
apparent that the wage premium seen in Figure 11-2 is a sort of rent
that supports the long-term employment relationship.
Figure 11-2 Wage Differentials by Firm Size: 1986~2001
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Source: Same as that of Figure 11-1.
15

The Occupational Wage Survey of 1986 does not indicate whether or not trade unions
exist in the firms surveyed. Thus, the trade union variable was excluded in analyzing
the wage premium trend. To consider this effect, the estimation was tried including
the trade union variable as the explanatory variable in 1991, 1996, and 2001. But this
result coincides with that of the analysis that did not take the trade union variable
into consideration.
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2.3 The Internal Labor Market and Fringe Benefits
The reason that fringe benefits for workers can be an indicator of
the internal labor market is because they serve as a motivation factor
that drives long-term employment relationships. In other words, fringe
benefits bear similarities to the efficiency wage. Especially in a nation
like Korea where employers are also expected to provide social security
for their workers, the quality and degree of the social security schemes
offered by the companies may vary significantly. Therefore, the wage
differential by firm size is not large enough to explain the attraction
effect of the internal labor market.
Therefore, the differences in labor cost by firm size were calculated
item by item using the data from the Survey on Labor Cost of Enterprise
(Ministry of Labor). Table 11-1 shows the ratio of labor cost per
worker in firms with 1,000-plus employees to firms with 30~99
employees. Since these numbers do not take into consideration the
personal attributes of each individual worker, the differentials may not
show the pure effect. However, they do provide a way of looking into
the difference in trends by firm size.
Table 11-1 Differences in Labor Cost per Worker by Firm Size: 1986~2001

(Unit: %)
Sum of All Costs Other Than Cash Wages
Total Labor Total Cash
Cost
Wages

Statutory Non-statutory
Retirement
Welfare
Welfare
Pay, etc.
Expense
Expense
113.0
67.4
163.6

1986

103.7

99.4

127.8

1991

120.8

125.3

107.7

84.3

75.2

160.0

1996

157.4

153.4

173.0

153.4

137.2

172.5

2001

178.1

164.9

214.4

233.0

180.7

202.3

Source: Ministry of Labor, Survey Report on Labor Cost of Enterprise, each annual issue.
Note: All figures in the table are the ratio of the amount in firms with 1,000 or more
employees to that in those with 30~99 employees.
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The results of the analysis show that the firm-size differences are
widening in all items. The differences are most significant in costs
other than cash wages, and it appears that the retirement pay and the
non-statutory welfare expense are the two main causes. Thus, it is
highly likely that the benefits provided to the workers contribute
towards lowering the separation rates in the internal labor market.

3. Labor Turnover and Long-Tenure
An internal labor market tends to have a narrow port of entry, a
promotion system, and seniority-based wage structures, which strongly
encourage workers to stay with the company. Thus, labor turnover rate
tends to be low, and the average tenure of workers is high. For such
reasons, labor turnover rate and average tenure are the two factors
most widely used to judge the degree of development of an internal
labor market. Our previous observations have already confirmed that
seniority-based wage structures are typical in large firms. But if the
structure does not lead to long-term employment relationship, it is
difficult not only to verify the existence of the internal labor market but
also to deny the speculation that the wage structure of Korea is meant
to guarantee the livelihood of workers. To this end, we will dedicate
this section to examining the outline of the internal labor market by
using a few indices of labor turnover and tenure in determining
whether long-term employment relationships do exist in Korea.
3.1 Accession and Separation
Accession and separation rates, the two indicators of labor turnover,
can be obtained from the Monthly Labor Survey.16 The separation rates in
16

Refer to Jeong, Jin-Ho (1999) for details on data and indices for labor turnover.
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Figure 11-3 Accession and Separation Rates of Male Workers: 1985~2002
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Source: Ministry of Labor, Report on Monthly Labor Survey, each annual issue.
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Figure 11-3 show a generally declining trend, except for a temporary
rise in the late 1980s caused by the ‘3-Low Prosperity.’17 The drop in
separation is particularly pronounced in large firms with 500 or more
employees where the slope of decline is quite steep all the way to 1989.
The slowdown of the separation rate during 1987~89 appears to be an
effect of the nationwide labor dispute of 1987. The rate started to pick
up gradually during 1990~92 only to turn down again soon after that.
Then the economic crisis of 1997 shocked the rate into another climb.
At this point, it is worth noting that the separation rate of male workers
employed in firms with 500 or more employees fell to the 1% level for
the first time in 1989 when it reached 1.80%, and it declined further to
0.98% in 2002. This implies that the separation trend had become
significantly subdued during the 1990s, and particularly so in the case
of large firms with 500 or more employees.
The accession rate showed a movement quite similar to that of the
separation rate except during the 1997 financial crisis which drove the
two rates into opposite directions. During this period, the separation
rates surged while the accession rates spiraled down. The accession
rates did pick up again with the ensuing economic recovery but started
falling again in 2001. Accession rates, too, have been at the 1% level
since the late 1980s. The two indices, the accession rate and the
separation rate, show that long-term employment relationships exist in
large firms, and thus help us guess the progress of the internal labor
market. However, the changes in both the accession rates and the
separation rates in and around 1998 indicate that the economic crisis
was a huge shock for the internal labor market.

17

Interestingly enough, there is a correlation with the increase of separation rates in
firms with less than 300 employees.
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3.2 Average Tenure
The steady decline in accession and separation rates, or labor
turnover rates in general, is demonstrated through an increase in the
average number of years workers stay with a company, which is also
referred to as tenure. Figure 11-4 shows that the average tenure of male
workers stagnated somewhat in the late 1980s but rose gradually during
the 1990s except for a transient drop in 1996. The increasing trend in
average tenure is the most evident in large firms with 500 or more
employees. Thus there is a significant difference between firms below
and above the 500-employee threshold in the average number of
service years. When considered in tandem with the accession and
separation rates we discussed earlier, average tenure is also a good
indicator of how advanced the internal labor market is in large
corporations.
Figure 11-4 Average Tenure of Male Workers: 1985~2001
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Source: Ministry of Labor, Report on Occupational Wage Survey; Survey Report on Wage
Structure, annual issues
Note: Firms with 5 or more employees have been included since 1999.
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The average tenure among Korean workers is reported to be shorter
than that of US counterparts where the labor turnover rates are high.
According to Jung, Eehwan (2002), the average tenure of Korean male
wage workers aged 30 and above in the non-agricultural industries is
6.40 years, 2.74 years shorter than the 9.14 years of the American
Table 11-2 Average Tenure and Ratio of Male Workers Aged 30 and Over
(Unit: Year, %)

Workers with Workers with Workers with
Average Less than 1 Less than 3 15 or more
Tenure
Year of
Years of
Years of
Service
Service
Service
Total

7.41

11.7

29.3

15.5

Firms with 5~99 Employees

5.20

17.8

42.6

7.9

5~9 Employees

4.87

17.3

41.9

5.5

10~29 Employees

4.90

19.1

46.3

6.8

30~99 Employees

6.23

16.6

39.2

10.4

Firms with 100~499 Employees

7.49

9.9

25.9

14.6

100~299 Employees

7.29

10.4

27.6

13.7

300~499 Employees

8.53

8.3

21.2

17.0

11.08

2.9

9.1

28.9

9.73

4.5

13.1

21.5

1,000~4,999 Employees

11.07

2.7

8.8

29.3

5,000~9,999 Employees

12.10

2.8

8.4

36.4

10,000 ≤ Employees
Economically Active Population
Survey

12.41

0.7

3.9

35.3

6.40

28.4

45.7

16.3

9.14

13.8

27.0

25.2

Firms with 500 or More
Employees
500~999 Employees

United States (CPS)

Source: Survey on Wage Structure, raw data (2001); Jung, Eehwan (2002).
Notes: 1) These figures are weighted averages of the raw data provided in Survey on
Wage Structure (2001)
2) Economically Active Population Survey: 2001; United States (CPS): 2000;
weighted averages
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Table 11-3 Workforce Composition of Firms with 500 or More Employees by
Age and Tenure: 1986~2001

(Unit: %)

Age
30~34

Age
35~39

Age
40~44

Age
45~49

Age
50~54

Total

1986
1991
1996
2001
1986
1991
1996
2001
1986
1991
1996
2001
1986
1991
1996
2001
1986
1991
1996
2001
1986
1991
1996
2001

<5
Years
39.07
40.90
33.92
28.54
22.69
19.64
16.11
11.98
18.73
17.99
12.52
8.95
15.86
18.88
9.44
9.42
14.76
21.93
10.41
11.52
27.46
27.72
20.44
16.25

5~9
Years
53.07
46.03
54.00
56.94
45.85
31.34
33.42
26.02
33.69
18.17
15.74
10.97
29.19
15.91
12.28
8.35
25.05
15.53
11.31
8.62
43.82
32.02
33.35
29.16

10~14
Years
6.92
12.03
10.71
13.31
26.62
42.63
38.09
50.81
29.66
36.24
26.03
28.84
24.71
24.54
17.95
12.74
21.21
18.48
14.53
10.21
18.78
25.92
22.52
26.38

15~19
Years
0.94
1.03
1.35
1.21
4.60
5.80
11.39
10.12
16.05
22.57
38.09
37.86
19.80
23.80
32.73
25.31
18.31
17.66
24.26
17.57
7.43
9.60
16.09
15.78

20~24
Years
0.00
0.01
0.01
0.00
0.24
0.58
0.98
1.06
1.75
4.83
6.73
12.85
9.07
14.61
21.88
38.51
13.69
17.18
20.88
30.50
2.02
3.82
5.46
10.11

≥ 25
Years
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.11
0.20
0.89
0.53
1.38
2.25
5.71
5.67
6.98
9.21
18.61
21.57
0.51
0.93
2.14
2.33

Source: Same as that of Figure 11-1.

workers (refer to Table 11-2).18 If we were to consider this figure alone,
then it is hard to say that the internal labor market exists in Korea.
Therefore, the raw data from Survey on Wage Structure (2001) was used
18

Jung, Eehwan (2002) used the raw data from the supplementary survey of
Economically Active Population Survey (2001) and the raw data from the Current
Population Survey of the US to make the comparison of average tenures.
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to find out the average tenure and the makeup of the workforce by firm
size. The results are shown in Table 11-2. According to the table, the
average tenure in firms with 500 or more employees stands higher than
that of the US with 11.08 years. The proportion of long-term
employees who have been with their companies for 15 years or more is
higher than in the United States except for firms with 500~999
employees. In particular, the proportion of 15-plus year employees
amounts to more than 35% in enterprises with 5,000-plus employees.
Meanwhile, workers with less than three consecutive years of service
accounted for a very small portion of the entire workforce in firms with
500 or more employees. Additionally, Table 11-3 shows that the
proportion of workers with 15-plus years among all male workers in
the 30~54 age group increased by 18.26% points from 9.96% in 1986
to 28.22% in 2001. These numbers indicate that male workers in large
firms have the tendency to stay put in their companies rather than
change jobs frequently.
3.3 Long-term Tenure
The fact that the labor turnover rate falls while average tenure
increases in large enterprises can be interpreted to mean that long-term
employment relationships are forming in the internal labor market of
Korea. Thus, an examination of the makeup of long-term employees
will reveal how advanced the internal labor market is. Table 11-3 shows
the composition of the long-term employees between the age of 30 and
54 in terms of tenure; less than 5 years, 5~9 years, 10~14 years, 15~19
years, 20~24 years, and 25 years or more.
A noteworthy thing that can be observed from Table 11-3 is the fact
that the proportion of workers with less than 10 consecutive years of
service is steadily decreasing for all age groups. This finding coincides
with the downward trend in the labor turnover rate discussed
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previously and shows that workers are more inclined to remain with
their current employer than before.
Long-term employees have the following two characteristics. First,
the proportion of employees with tenures of 25 years or more is
steadily increasing among workers in the 50~54 age group. This shows
that the workers have continued to work with the company since they
first came on board before their 30s. In this respect, their relationship
with the company is close to lifetime employment. The number of the
25 years-plus employees accounted for a mere 7% of the 50~54 age
group in 1986 but was close to 22% in 2001. It is also worth noting that
workers with 20~24 years of service are also showing a similar pattern.
Another characteristic of long-term employees is that the
proportion of workers with 20~24 consecutive years of service is also
increasing in the 45~49 age group. These long-term workers only
accounted for 9% in 1986 but the proportion ballooned to 39% by
2001. Unless there is a dramatic change in the human resources
management system of enterprises with 500 or more employees, the
employment of these workers would also resemble lifetime
employment. These two findings help us deduce that the internal labor
market has gone through quite a bit of development in the 1990s.
But further examination shows that the path taken by workers with a
tenure of 10~19 years was quite the opposite of the two groups
mentioned above. The number of workers with 10 or more years of
service increases among workers aged less than 44, but decreases in the
45-plus group. The drop in the proportion of workers with 15~19
consecutive years of service is especially pronounced. We need to bear
in mind that these are workers who established themselves in their
companies during the ‘3-Low Prosperity’ years of the mid 1980s. This
fact coincides with recent findings on employment security. These
studies report that employment security has begun to falter, a trend led
by the middle and prime-aged workers in large enterprises. According
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to Cheon, Byung-You (2001), the dismissal rate of workers with 10 or
more years of service is showing a relative increase in businesses with
500 or more workers.19 On the basis of this observation, we can deduce
that the impact of the 1997 crisis was particularly severe on middle and
prime-aged workers for whom the internal labor market used to
guarantee relatively high wage levels. As was discussed before, this
trend also seems to be related to the fact that the slope of the
tenure-wage profile began to level out for workers with 10 or more
years of service. Such facts signal that there are some significant
changes to come in the internal labor market.

4. Conclusion
In the mid 1980s, wage workers emerged as the mainstream of the
labor market after going through a considerable quantitative growth
during the nation’s fast-paced economic development. A landmark
event that marked this change was the nationwide labor dispute that
took place at the end of 1987 in which the wage workers in the heavy
and chemical industries played a major role. The struggle was also quite
meaningful for labor market studies as it sparked the discussion on the
development of internal labor markets in Korea. Fifteen years have
passed since then, and no one denies the existence of internal labor
markets at this point. But back in the 1980s, there were significant
doubts for a number of reasons. The labor turnover rate of Korea is
higher than that of other nations, and workers were shifting from small
businesses to larger enterprises. Also, external work experiences were
influencing wage levels.
The typical characteristics of the internal labor market are
19

According to Keum, Jae-Ho and Cho, Joonmo (2001), the four-year job retention
rate of the Korean labor market during 1995~99 was lower than the lowest rate of
the US during the 1980~90 period.
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seniority-based wage structure (wages increase with tenure) and the low
labor turnover rate. In this chapter, we went over the tenure-wage
profile of large firms with 500 or more employees over the 15 year
period of 1987~2002, as well as wage differentials and benefit gaps by
firm size. In addition, accession rates, separation rates, average tenure,
and the composition of workers by years of consecutive service were
also examined in order to draw an outline of the internal labor market.
The results of the analysis can be summarized as follows.
First, the tenure-wage profile is upward sloping, indicating the
presence of the seniority-based wage structure. Though the trend is
also found among SMEs, the high slopes imply that the internal labor
market is formed in and around the larger enterprises. Another
observation is that the wage burden affected long-term employees with
10 or more consecutive years of service and moderated the steepness
of the slope compared to the late 1980s. It relates to the fact that the
labor market took a hard hit from the Asian financial crisis that
occurred at the end of 1997.
Second, the wage differentials among firms of different sizes
somewhat decreased after the late 1980s only to start increasing again
recently. Moreover, the Survey Report on Labor Cost of Enterprise published
by the Ministry of Labor shows that benefits gaps among firms of
different sizes are also widening. Such gaps in wage levels as well as in
benefit plans contribute towards the long-term employment
relationship of large firms.
Third, the accession and separation rates in firms with 500 or more
employees have been declining steadily except for a brief break during
the economic crisis in 1997. Both accession and separation rates have
fallen to the 1% level in the late 1980s and have continued to decrease
even further since, proving that workers in firms with 500 or more
employees have a very low inclination to change jobs.
Fourth, the continued drop in accession and separation rates are
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translating into an increase in average tenure. Moreover, the
proportion of short-term employees has decreased throughout the
1990s while that of the long-term employees increased steadily. The
trend implies the development of the internal labor market. However,
the decrease in the percentage of long-term employees among middle
and prime-aged workers during the crisis years shows that this
population was particularly seriously affected by the employment
adjustment that followed the economic crisis. This finding also
coincides with the fact that the slope of the wage profile decreased in
this group.
In order to verify the exact time point the internal labor market
started developing in Korea, it is necessary to build up the results from
micro-analyses on individual businesses or industries. On the basis of
the quantitative data on the labor market as a whole, we can guess that
the internal labor market started emerging in large enterprises in the
late 1980s. With the formation of the internal labor market, workers
were guaranteed high wages as long as they stayed with the company,
and thus chose to remain with their firms rather than to change their
employers frequently. Employers were able to sustain the high wage
levels thanks to the ‘3-Low Prosperity’ of the mid 1980s. However, the
macroscopic shock of the Asian financial crisis in 1997 shook the very
foundation of the internal labor market. No longer able to support the
high wage levels of the workers, firms responded by encouraging early
retirement of the middle and prime-aged workers as well as
suppressing further wage increases.
The internal labor market could be understood as a system that
offers workers something close to lifetime employment and
encourages them to develop their capabilities to the highest possible
level and put all they have got into the company for the mutual benefit
of both themselves and the company. Such a system was favored and
supported by the large enterprises that saw significant growth in the
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1980s. Promoting loyalty for the company among workers and
improving employee retention rates to secure high labor productivity
were important requirements for these businesses.
Changes in external environments such as the 1997 economic crisis
and technological changes affected corporate productivity and started
threatening the system that guaranteed wage levels that exceeded actual
productivity levels. In order to deal with such a challenge, companies
started raising the proportion of irregular workers in their workforce,
adopted early retirement schemes for the middle and prime-aged
workers, and introduced changes in their HR systems such as the
annual salary system and group incentive plans.
However, it would be unwise to think that the internal labor market
would be phased out in Korea by the recent tide of changes in wage
structures, HR policies or recruiting practices taking place in large
enterprises. Even if the internal labor markets of these large enterprises
were to see a contraction in certain areas, they are still highly likely to
sustain themselves in the key sectors. However, we do need to bear in
mind that the advance of general-purpose technology accompanying
IT development would have an important effect on the future of the
internal labor market in Korea. It is because the introduction and
expansion of general-purpose technology that requires the
accumulation of general human capital can serve as a chance to do
away with the high reliance on the internal labor market for worker
retention and accumulation of skills.

Chapter 12

WAGES
Jeong, Jin-Ho ∗

1. Introduction
Generally, wage is an important variable for both workers and
employers in their economic decisions. It is because the wage level
determined by the labor market serves as the basis for both
households and businesses in making decisions related to the labor
supply and labor demand, respectively. However, despite the fact that
wages are basically determined by labor supply and labor demand,
wages continue to be a point of contention in industrial relations in
terms of wage level, wage differentials, wage structure (composition
and determination), and wage system. These elements are interrelated and are mutually influential over the demand, supply, and
other institutional arrangements of the labor market.
Needless to say, the government has been involved directly or
∗
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indirectly in the autonomous wage determination between labor and
management. However, the government has stopped making direct
recommendations for the appropriate level of wage increase since
1997. Instead, it assists the autonomous wage negotiation of the two
interest parties in indirect ways.
Recently, the government has been shifting the focus of its wage
policies from wage stabilization to indirect intervention. The relevant
parties are left to make their own decisions for improving the existing
wage system and the government lends a hand only in providing
necessary information. For instance, the government is inducing a
transition from the traditional seniority-based wage system to one
that is based on worker’s ability to work or performance.
The present study attempts to carry out a comprehensive analysis
of the key elements of wages such as the wage level, wage differentials,
wage structure, and the wage system during the period of 1985~2002.
To this end, the study is composed as follows. Section 2 discusses the
wage level and its changes and analyzes the relationship between wage
and the national economy, and its international competitiveness.
Section 3 examines the current wage differentials and the related
changes by using general indices of income inequality such as the
Gini coefficient. We also analyze net wage differentials controlled by
worker’s characteristics and establishment characteristics as well as
net wage differentials by employment types by estimating the human
capital earnings function. Section 4 covers the realities of the wage
structure and its changes along the line of wage composition and the
wage determination system. In section 5, we examine some wagerelated system such as the Minimum Wage System and Wage Claim
Guarantee System.
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2. Wage Level
Whether or not the wage level and its growth rates are appropriate
in relation to the national economy is a recurring issue between labor
and management. Up to 1996, the government dealt with the
situation by recommending the proper wage increase rates for each
year. However, starting from 1997, the government left the wage
negotiation up to the labor and management, and limited its role to
indirect assistance.
In the following section, we will outline wage bargaining, examine
the wage level and its changes over the period of 1985~2002, and
analyze the relationship between wages and the national economy as
well as its international competitiveness.
2.1 Wage Bargaining
Collective Bargaining in most enterprises is primarily conducted at
enterprise level in accordance with enterprise-based trade union
structure. There are a few exceptions such as the transportation
sector (e.g. taxi and bus) having regional-level bargaining practices
and the textile sector having sectoral -level bargaining practices.
According to the Trade Union and Labor Relations Adjustment
Act (TULRA) amended in 1977 stipulates that no collective
bargaining shall have a valid term exceeding two years, collective
bargaining is held every year in most unionized enterprises. In
practice, collective bargaining for a wage contract is conducted every
year while that for collective contracts determining other working
conditions except wage increases is conducted every two years.
Although the collective bargaining structure is basically
characterized as decentralized, the influence of national centers of
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trade unions on enterprise-level bargaining can not be underestimated.
The two national centers, i.e. the Federation of Korean Trade Unions
(FKTU) and the Korean Confederation of Trade Unions (KCTU),
suggest nationwide proposals for wage increases and other
contractual changes (e.g. the reduction of working hours - see
Appendix) at the beginning of each year. These proposals often serve
as an influential guideline to enterprise-level collective bargaining. In
response to these national union centers' proposals, the Korea
Employers Federation (KEF) offers its own bargaining guidelines to
enterprises.
Since the mid-1990s, the focus of trade unions' collective
bargaining agenda has shifted toward the trade union's right to
participate in management, social reforms, and labor law revision.
The importance of wage issues for ordinary workers has been
reduced in the face of industrial restructuring. Nevertheless, more
emphasis is being placed on the increase of minimum wage level in
the nationwide wage bargaining.
One thing worth noting is that the wage level has increased
through labor-management consultation in most non-unionized small
and medium-sized enterprises. In particular, minimum wage level and
its increasing rate are being considered more than any other factors
affecting wage increase in the low-paid sector and for non-regular
workers.
2.2 Wage Level and Its Changes
The annual wage increase rates during 1985~2002 were relatively
high with an average of 11.4%. However, a closer inspection of each
individual period reveals that the slowdown of economic growth over
the mid to long term has also stunted the growth of wages. Working
hours also decreased as a whole.
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Table 12-1 Growth Rate of Wages and Working Hours

(Unit: %)
Total
Wages

Regular Overtime Special
Wages
Wages
Wages

Working
Hours Regular Overtime
Work
Work

1985~2002
1985~1990
1990~1995
1995~2000
2000~2002

11.4
14.6
13.7
7.2
8.6

11.1
13.1
13.3
7.6
9.6

8.0
12.3
9.7
6.0
-1.6

14.5
23.0
17.1
6.2
9.2

-0.7
-1.5
-0.2
-0.1
-1.3

-0.4
-1.2
0.0
-0.1
0.0

-2.8
-3.0
-1.5
-0.3
-11.0

1996
1997
1998
1999
2000
2001
2002

11.9
7.0
-2.5
12.1
8.0
5.6
11.6

11.7
9.4
3.7
6.1
7.3
6.5
12.7

4.7
1.4
-15.0
30.1
13.7
0.3
-3.4

15.3
2.1
-17.0
28.3
8.1
5.0
13.5

-0.7
-1.3
-1.9
4.5
-0.9
-1.1
-1.5

-0.1
-0.7
-0.3
2.3
-1.5
0.3
-0.4

-5.4
-4.9
-14.1
23.4
3.2
-11.3
-10.6

Source: Ministry of Labor, Report on Monthly Labor Survey, each issue.
Note: Based on data from establishments with 10 or more regular employees.
Figure 12-1 Contribution of Different Wages to Total Wages Increase
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In 1998 in particular, when the labor market took a severe blow
from the Asian financial crisis, the average monthly total wages
decreased by 2.5% and working hours by 1.9%. These were led by the
decrease in the market-sensitive overtime wages (-15.0%), special
wages (-17.0%), and overtime working hours (-14.1%).
An examination of the total wages composition reveals that,
though there are slight differences by period, regular wages have the
biggest effect on wage increase, followed by special wages and
overtime wages. In 1999, right after the Asian financial crisis, the
contribution rate of special wages to the increase in total wages was
unusually high as the bonuses that were temporarily slashed during
the crisis were restored. But starting in 2000, the previous order of
regular wages, special wages, and overtime wages prevailed once again.
2.3 Wages and the National Economy
With regards to the wage level, disagreement between labor and
management on wage elasticity and the proper level of wage increase
rate are common. Wage elasticity is an index of how resilient wages
(real or nominal) are to economic changes (especially to
unemployment rates) and is also a measure of labor market flexibility.
Although analyses on wage elasticity may yield different results
depending on the analysis model or data employed, the wage increase
rate and economic growth rate more or less move in the same
direction over mid to long term.
Indeed, nominal wages tend to move in almost the same direction
as the nominal GDP, as is shown in Figure 12-2. Nominal GDP
growth rate is the sum of the real GDP growth rate and the GDP
deflator growth rate. This means that the growth rate of nominal
wages can be largely explained by the economic growth rate and the
price index growth rate in which labor productivity growth and
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unemployment rates are reflected. This shows that the wage change
rate is highly sensitive to the economic climate.
Next, let us examine how estranged the wage increase rate is from
labor productivity growth rate with regards to the appropriate wage
increase rate. Workers put emphasis on the cost of living and the
business on their ability to pay as the basis for their respective wage
increase demands and offers. But with regards to the national
economy rather than the interests of either side, the so-called
‘Productivity Wage System’ would be a more appropriate choice.
The main rationale for the Productivity Wage System is that costpush inflation does not occur when the wage increase rate coincides
with the labor productivity growth rate. Nor is income distribution
aggravated any further since wages increase only as much as the
workers have contributed. However, the Productivity Wage System is
Figure 12-2 Growth Rates of Nominal Wages and Nominal GDP
25.0
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15.0
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5.0
0.0
-5.0
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88 89
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Growth rate of nominal wages
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98 99
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Growth rate of nominal GDP

Sources: Ministry of Labor, Report on Monthly Labor Survey, each issue.
Bank of Korea, National Accounts, each issue.
Note: Based on data from all non-agricultural industries.
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Table 12-2 Growth Rates of Wages, Labor Productivity, and CPI

(Unit: %)
Nominal
Wages
1985~2002
1985~1990
1990~1995
1995~2000
2000~2002
1996
1997
1998
1999
2000
2001
2002

11.4
14.6
13.7
7.2
8.6
11.9
7.0
-2.5
12.1
8.0
5.6
11.6

Productivity
9.4
12.1
12.6
5.8
4.7
7.7
6.3
6.3
5.8
2.7
3.5
5.9

Real
Wages
6.1
8.8
7.1
3.1
5.0
6.6
2.5
-9.3
11.2
5.6
1.5
8.7

Nonagricultural
GDP

ProducNominal Real
tivity
4.6
13.3
8.2
5.6
18.5
11.6
4.5
17.0
8.6
4.5
6.8
5.6
2.4
7.9
5.6
4.2
10.9
7.2
3.7
8.6
5.9
1.3
-1.5
-6.1
8.6
8.5
11.4
4.9
8.0
10.3
1.2
6.3
3.9
3.7
9.6
7.3

Nonagricultural CPI
Worker
3.5
5.7
3.9
1.0
3.1
2.9
2.2
-7.3
2.6
5.1
2.7
3.5

5.0
5.4
6.2
4.0
3.4
4.9
4.4
7.5
0.8
2.3
4.1
2.7

Sources: Ministry of Labor, Report on Monthly Labor Survey, each issue.
Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each issue.
Bank of Korea, National Accounts, each issue.
Notes: 1) Nominal (real) labor productivity is calculated by dividing the nonagricultural nominal (real) GDP by the total number of workers employed
by the non-agricultural industries.
2) Real wages are calculated by dividing the nominal wages with the
consumer price index.

based on the premise that the present income distribution is
appropriate. Moreover, there is a risk of undermining the efficiency of
resource allocation if a single wage increase rate is uniformly enforced
to all sectors of the economy. Nevertheless, there is no denying that
the Productivity Wage System serves as a highly useful basis for the
wage bargaining of individual businesses.
A closer inspection of the relationship between wages and labor
productivity will reveal that, in the mid to long term, there is not
much disparity between wage increase and the labor productivity
growth rate measured in terms of nationwide productivity. A slight
difference may be observed over the short term, but it is not evident
over a longer period of time. If the upward bias possibility caused by
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employing the data of only the regular workers is taken into
consideration, the wage increase rate coincides almost completely
with labor productivity growth. This implies that the wage increase
rate does in fact coincide with labor productivity growth over the mid
to long term. In addition, a recent study reports that, though there are
some periods that the proper wage increase rate does not coincide
with the actual wage increase rate, the two values generally agree from
1970 onwards.
2.4 An International Comparison of Labor Competitiveness
As market integration gains momentum from globalization and
open-door policies, not only businesses and workers but also policy
makers are becoming more interested in how the locally
manufactured products are faring in the global market. In particular,
factors such as labor cost (mainly wages), labor productivity, and
currency rates against the U.S. dollar affect the cost of the goods
manufactured, and in turn, the price competitiveness of the products.
Price competitiveness is one of the most important determinants of
the overall competitiveness of a product. By using the unit labor cost,
the most frequently used indicator of price competitiveness, we will
analyze the changes in labor competitiveness of Korea’s
manufacturing sector, the nation’s main exporting industry.
Unit labor cost is defined as average variable cost (AVC), or the
labor cost needed to produce 1 unit of product. Since the price of a
product depends on its unit labor cost, a business with a lower unit
labor cost would be at a relative advantage over its competitors in
terms of price.
To be specific, the absolute level of unit labor cost can be
measured by dividing the nominal labor cost with real product output
or by dividing the per capita labor cost with real labor productivity.
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However, the labor cost needed in this calculation is often replaced
with wages because of poor data availability. More specifically, the
unit wage cost index is used. Unit labor cost may be calculated in the
local currency for use in the domestic market and in US dollars when
comparing the relative price competitiveness of a business (or nation)
on an international scale.
Therefore, international price competitiveness is determined by
factors such as nominal labor cost, real labor productivity, and the
KRW-USD exchange rate. The labor competitiveness of a particular
business (or nation) is considered to be relatively higher than that of
another business (or nation) when: i) the increase rate of labor cost
(or wages) is lower; ii) the real labor productivity growth rate is
higher; iii) the devaluation rate of the local currency is higher.
Though the results of an international comparison of unit labor
cost, or labor competitiveness, may vary depending on the analysis
period, we attempted to examine the relative changes in Korea’s labor
competitiveness through a mid to long term analysis of the unit labor
cost index of Korea’s manufacturing industry during 1985~2002. The
major findings are described below.
First, Korea tops the list for nominal wage growth during
1985~2002 with an annual average of 13.0%, followed by Taiwan
(7.3%), the United States (2.8%), and Japan (2.3%). This implies that
the relatively high growth rate of nominal wages in Korea actually
works towards reducing the relative price competitiveness of the
Korean products.
Second, when the labor productivity growth rates in the period of
1985~2002 are compared, Korea once again ranks first with an
annual average of 9.1%, followed by Taiwan (6.3%), Japan (3.5%),
and the United States (3.2%). Even when the comparison period is
broken down to shorter terms, the labor productivity growth rate of
Korea is still the highest, except for that of Taiwan during 2000~2002.
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This implies that the relatively high labor productivity growth rate
contributes to a higher relative price competitiveness of Korean-made
goods.
As can be seen above, the nation’s nominal wages and real labor
productivity growth rates are both relatively higher than those of
other countries compared. This means that relative changes in labor
productivity cannot be analyzed solely on the basis of only one
particular index that affects labor competitiveness such as the
nominal wage growth rate or the labor productivity growth rate.
Third, the exchange rate of the local currency against the dollar
also affects a product’s price competitiveness in the global market.
When comparing the devaluation rate of the Korean won to that of
other currencies during 1985~2002, Korea tops the list with an
annual average of 2.2%, followed by Taiwan (-1.0%) and Japan (3.7%). Comparison of data from each segment of the analysis period
also shows that the Korean won is second only to the Japanese yen in
the devaluation rate. This implies that the relatively high devaluation
rate of the won increases the relative price competitiveness of the
Korean-made products.
As such, unit labor cost in US dollars is not only affected by
nominal wages, labor productivity, and the devaluation of the local
currency, but the degree of its change can also be used to analyze a
nation’s relative labor competitiveness. In fact, Korea’s unit labor cost
during 1985~2002, in dollar terms, grew much slower than that of all
the nations compared, except the US. This implies that, at least
during 1985~2002, Korea’s labor competitiveness was higher than
that of other nations except the US.
When we analyze the competitiveness figures by specific time
periods, deterioration of labor competitiveness during 1985~1990
was by far the worst while the wage growth rate was quite high. On
the other hand, labor competitiveness had improved most
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Table 12-3 Growth Rates of Unit Labor Cost

(Unit: %)
Labor
Productivity

Korea

US

Japan

Taiwan

1985~2002
1985~1990
1990~1995
1995~2000
2000~2002
1985~2002
1985~1990
1990~1995
1995~2000
2000~2002
1985~2002
1985~1990
1990~1995
1995~2000
2000~2002
1985~2002
1985~1990
1990~1995
1995~2000
2000~2002

8.8
8.2
9.7
11.0
3.1
3.4
2.4
3.3
4.5
3.4
3.6
4.3
3.3
4.1
1.8
6.3
7.9
5.3
5.5
6.5

Nominal Wages

Unit Labor
Cost

KRWUSD
Exchange
Local
Local
US$
US$
Rate
Currency
Currency
14.9
19.6
16.5
10.5
11.2
3.0
2.8
2.9
2.8
3.9
2.6
4.0
3.9
1.5
-0.9
7.0
12.1
8.1
3.3
1.1

12.5
24.6
14.5
2.4
5.8
3.0
2.8
2.9
2.8
3.9
6.6
14.9
13.3
-1.3
-8.1
7.9
21.2
8.5
0.0
-3.8

5.6
10.5
6.2
-0.4
7.8
-0.4
0.3
-0.4
-1.6
0.5
-1.0
-0.3
0.6
-2.5
-2.6
0.7
3.9
2.7
-2.1
-5.1

3.4
15.2
4.3
-7.8
2.5
-0.4
0.3
-0.4
-1.6
0.5
2.9
10.2
9.7
-5.2
-9.6
1.5
12.4
3.0
-5.3
-9.7

2.2
-4.0
1.7
8.0
5.1
0.0
0.0
0.0
0.0
0.0
-3.7
-9.5
-8.3
2.8
7.8
-0.8
-7.5
-0.3
3.4
5.1

Source: Bureau of Labor Statistics, U.S., International Comparisons of Manufacturing
Productivity and Unit Labor Cost Trend, each issue.
Note: The KRW-USD Exchange Rate column shows the average growth rate.
Positive (+) values translate to devaluation of the local currency.

significantly during 1995~2000 when wage growth was very slow and
the devaluation rates were very high. But during 2000~2002, labor
productivity growth slumped significantly and the wage growth rate
rose again, causing the nation’s labor competitiveness to dive once
more. The decline could have pulled down the competitiveness
figures to a new low had it not been for the devaluation of the
Korean won. This implies that labor-management cooperation for
wage stabilization and productivity growth is crucial.
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2.5 Wage Determination for Civil Servants
It is said that the competitiveness of the government is essential
for national prosperity in an era of unlimited competition. The
government competitiveness is determined by the competitiveness
and quality that every civil servant has. One of the devices that could
make talented people volunteer for public service and motivate civil
servants to work harder would be to readjust the civil servants pay to
a realistic level.
Recently, the Korean government established a five-year (20002004) plan for the improvement of the civil servants’ wage level,
which was set up by the president's commitment to raise civil
servants' wage to a realistic level according to external factors. The
main goals for this plan are to balance the civil servants wage level
with that of employees in the private sector and to reorganize the pay
structure rationally.
The Civil Service Commission (CSC) is commissioned to evaluate
pay disparity between civil servants and private sectors’ workers each
year. The wage disparity could be estimated by looking at the ratio
of the overall average civil servants’ wage level to the overall average
employees' wage level in the private sector. Wage disparity between
the two sectors seems to be decreasing gradually, with the ratio
having increased from 88.4 in 2000 to 95.5 in 2003. This implies that
the plan for the improvement of the civil servants’ wage level has
been effective.

3. Wage Differentials
Generally, a reasonable amount of wage differential is beneficial for
the society on a whole as it promotes the efficient allocation of labor
and also serves as a source of motivation for workers.
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However, an excessive difference not only leads to stratification of
the worker group but also deprives the workers of their motivation.
In order to resolve such detrimental differences, the government did
not leave income distribution solely up to the free market, but is
working to realize both efficiency and fairness by mobilizing
proactive measures such as education and equal employment
opportunities, as well as reactive measures such as taxation and social
security.
In the following section, we will discuss wage differentials and the
related changes that occurred during 1985~2002. To this end, we will
first examine the general measures of income inequality such as the
Gini coefficient, and estimate net wage differentials by human capital
earning function.
3.1 Trends in Earnings Inequality
The Gini Coefficient and the percentile ratio are the two most
common measures of earnings inequality. In terms of these two
indices, Figure 12-3 and Table 12-4 show that mid-1990 was a turning
point for earnings distribution.
The Gini Coefficient fell continuously during the period of
1985~1994. But after hitting the bottom in 1994 with 0.271, the
Coefficient has been climbing steadily. Considering that the wage of
the head of the family is the main source of household income that
determines income distribution among households, the earnings
inequality among workers is directly reflected in the income
distribution among households.
The income distribution among Korean households is worsening,
as is the case in other OECD nations. In addition to economic and
institutional factors, demographic changes such as aging and the
increase of nuclear families are also highly accountable for this trend.
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Figure 12-3 Trends in Earnings Inequality (Gini Coefficient)
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Source: Ministry of Labor, Survey on Wage Structure, each issue.
Note: Based on monthly average of total wages in non-agricultural private
businesses with 10 of more regular workers aged 15~64.
Table 12-4 Trends in Earnings Inequality

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Gini Coefficient
0.341
0.334
0.329
0.320
0.306
0.300
0.295
0.280
0.281
0.271
0.272
0.280
0.276
0.281
0.285
0.298
0.298
0.301

P90/P50
2.28
2.25
2.25
2.21
2.12
2.08
2.05
1.91
1.90
1.84
1.87
1.92
1.87
1.90
1.90
1.95
1.99
2.02

P50/P10
2.01
1.96
1.90
1.90
1.90
1.90
1.90
1.91
1.98
1.97
1.96
1.96
1.98
2.01
2.02
2.08
2.04
2.08

P90/P10
4.59
4.42
4.28
4.21
4.03
3.95
3.90
3.65
3.77
3.63
3.67
3.76
3.71
3.82
3.85
4.06
4.07
4.20

The same trend can be seen in the case of percentile ratio. For
instance, both P90/P50 and P90/P10, or the ratio of high income
workers to middle income workers and the ratio of high income
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workers to low income workers, respectively, were both at their
lowest in 1994. Only P50/P10, or the ratio of middle-income workers
to low income workers, bottomed in the late 1980s to early 1990s.
Active trade union’s activities during that period are suspected to be
the reason.
3.2 Changes in Net Wage Differentials
Wage levels are largely determined by human resource attributes of
individual workers as well as the characteristics of businesses. The
resulting wage differentials can be categorized into “total wage
differentials” and “net wage differentials” for which various factors
affecting wage levels are controlled. Though the total wage
differential is the index commonly used, the role of the net wage
differential is just as important.
In this section we will set up a wage function needed to analyze the
net wage differential after controlling human resource attributes of
individual workers and the characteristics of businesses. The
dependent variable is the log hourly wage, and the hourly wage is
divided the monthly sum of regular wages and special wages by
monthly regular working hours. The independent variables are gender,
educational attainment, tenure (its square term included), age (its
square included), establishment size, trade unions, business location,
industry, and worker’s occupation. The key findings are as follows
(see Table 12-5).
First, wage differentials by gender were quite constant until 1994,
but started narrowing in 1995. The suspected reasons are the changes
in human resource management beginning in the mid-1990s and the
1995 revision of the Equal Employment Act. As of 2002, the wages
differential by gender was estimated at around 20%.
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Table 12-5 Changes in Net Wage Differentials
Middle
Junior University
30~
100~ 300~ Over 500
Tenure
Age
Con- Gen- School
College Graduates Tenure
99 Em- 299 Em- 499 Em- EmAge
stant der Graduates
Squared
Squared
Graduates or Higher
ployees ployees ployees ployees
or Lower

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

5.685
5.937
6.162
6.305
6.512
6.683
6.563
6.737
6.940
6.983
7.131
7.113
6.831
6.959
6.818
6.948

0.344
0.343
0.334
0.335
0.333
0.331
0.342
0.334
0.310
0.296
0.287
0.275
0.249
0.243
0.185
0.204

-0.047
-0.059
-0.063
-0.071
-0.075
-0.065
-0.059
-0.060
-0.068
-0.089
-0.084
-0.086
-0.116
-0.113
-0.123
-0.142

0.103
0.081
0.064
0.039
0.032
0.022
0.025
0.019
0.036
0.023
0.023
0.031
0.021
0.036
0.037
0.033

0.408
0.355
0.325
0.295
0.255
0.231
0.207
0.196
0.212
0.206
0.197
0.200
0.209
0.220
0.244
0.269

0.069
0.073
0.067
0.067
0.065
0.060
0.064
0.062
0.064
0.064
0.060
0.059
0.050
0.063
0.061
0.062

-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001
-0.001

0.045
0.041
0.040
0.042
0.043
0.045
0.042
0.040
0.037
0.041
0.037
0.036
0.047
0.048
0.052
0.058

-0.001
-0.001
0.000
-0.001
-0.001
-0.001
0.000
0.000
0.000
0.000
0.000
0.000
-0.001
-0.001
-0.001
-0.001

0.041
0.043
0.038
0.023
0.011
0.004
-0.010
-0.014
-0.026
-0.001
-0.008
-0.009
0.032
0.029
0.038
0.052

0.077
0.082
0.108
0.065
0.063
0.023
0.015
-0.004
0.004
0.013
0.016
0.014
0.064
0.098
0.088
0.089

0.110
0.097
0.132
0.122
0.118
0.034
0.042
0.016
0.064
0.087
0.072
0.082
0.099
0.202
0.136
0.135

0.168
0.199
0.246
0.213
0.211
0.131
0.102
0.110
0.125
0.175
0.192
0.189
0.229
0.225
0.243
0.195

R2

0.726
0.712
0.680
0.682
0.678
0.681
0.657
0.643
0.656
0.632
0.628
0.636
0.601
0.613
0.622
0.603

Source: Ministry of Labor, Survey on Wage Structure, each issue.
Notes: 1) Based on data from non-agricultural private businesses with 10 or more
regular employees between 15~64 years of age.
2) The analysis results by industry, occupation, and region were omitted due
to limitation in space.

Second, wage differentials by educational attainment show a
significant variance among the different levels, as can be seen in
Figure 12-4. The wage differentials by educational attainment were
decreasing until 1994 but have been widening since then. As of 2002,
the wage differential between university graduates or higher and high
school graduates is estimated at around 27%. Meanwhile, the relative
wage differential between junior college graduates and high school
graduates contracted rapidly from 1987 to the early 1990s but has
been fluctuating since then. The wage differential between junior
college graduates and high school graduates as of 2002 is estimated at
only around 3%.
Third, the effects of age and tenure on wages were examined by
using 35-year-old workers with 5 years of service as the standard.
Except for 1999, the wage effect of tenure remained steady, but the
wage effect of age increased slightly. This seems to be due to the
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Figure 12-4 Trends in Net Wage Differentials by Educational Attainment
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Note and Source: Identical to that of Table 12-5.

changes in corporate HR management policies, which now place
more emphasis on experience and career than on tenure.
Fourth, wage differentials by business size increased before turning
downwards, but started increasing again. For example, the relative
wage differentials between businesses with 500 or more employees
and businesses with 10~29 employees widened until 1989, contracted
through 1993, and have been expanding again since then. As of 2002,
the relative wage differentials of businesses with the number of
employees ranging 30~99, 100~299, 300~499, and 500 and over in
relation to businesses with 10~29 employees are approximately 5%,
9%, 14%, and 19%, respectively. Overall, changes in wage
differentials by business size are similar to that of the relative wage
effect of trade unions.
Finally, the gradual decrease of R2 in the wage function implies that
the wage determining factors are changing. In other words, the
traditional wage determining system is slowly being replaced by the
performance or merit based systems.
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3.3 Wage Differentials by Employment Type
Due to constraints in data availability, the scope of the wage
differentials discussed so far are limited to non-agricultural businesses
with 10 or more regular workers. Therefore, it is not suitable to use
‘Survey on Wage Structure’ in order to analyze wage differentials by
employment types. In the following section, we will analyze the wage
differentials by employment types using the August 2000 issue of
‘Labor Force Supplementary Survey’ from the National Statistical
Office. This supplementary survey includes all paid-workers in its
scope. The key findings are as follows:
As mentioned above, wage differentials can be analyzed in terms of
total wage differentials and net wage differentials. Net wage
differentials are measured with factors such as human resource
attributes and job characteristics under control whereas total wage
differentials are measured without controlling the above factors. In
terms of total wage differentials, the wages of non-regular (temporary
and daily) male and female workers were 42.9% and 36.7%,
respectively, lower than that of their regular counterparts. In terms of
net wage differentials, the differences were 20.2~30.6% for men and
19.4~23.8% for women. In other words, when factors such as
working hours, human resource attributes, and job characteristics are
under control, the wage levels of temporary and daily workers are
19.8~27.2% lower than that of regular workers, meaning that the
non-regular workers are receiving 72.8~80.2% of what the regular
workers are being paid for the same job.

4. Wage Structure
Wage structure is generally classified into the wage composition
system and the wage determining system. The wage composition
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system defines the make up of the wages paid to individual workers.
Meanwhile, the wage determining system answers the question, “what
are the factors that determine wages?” These two systems are closely
interrelated. In this section, we will discuss the realities of the wage
structure and its changes.
4.1 Wage composition system
The Labor Standards Act classifies wages into ‘average wages’ and
‘normal wages’. ‘Average wages’ serve as the basis for calculating
retirement allowances, and ‘normal wages’ as the basis for calculating
overtime wages. Meanwhile, wage-related statistical analyses
categorize wages into regular wages (basic wages, normal allowances,
and other allowances), overtime wages, and special wages (regular and
irregular bonuses).
In particular, ‘normal wages’, or the sum of basic wages and
normal allowances, is not only used as the basis for calculating
overtime wages but also coincides almost completely with the wages
included in the calculation for minimum wages. ‘Average wages’, or
the sum of regular wages, overtime wages, and special wages, are the
basis for calculating retirement allowances.
During 1985~2002, overtime wages and special wages responded
quite flexibly to economic changes, but the proportion of overtime
wages in relation to total wages (average wages) decreased while that
of special wages increased. And it is interesting to note that regular
wages have changed by a smaller margin than other wages and are
quite resistant to reduction. For example, when the shockwaves from
the Asian financial crisis shook the entire economy in 1998, special
wages and overtime wages suffered by 17.0% and 15.0%, respectively,
but regular wages actually increased by 3.7%.
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Table 12-6 Wage Composition System: 2002

(Unit: %)
Regular
Wages

Overtime
Special
Basic
Normal
Other
Wages
Wages
Wages Allowances Allowances
1~4
91.3
80.0
6.9
4.5
1.9
4.2
5~9
87.7
74.8
7.8
5.1
2.0
7.3
10~29
81.9
65.5
9.9
6.4
4.3
11.7
30~99
77.6
60.6
9.5
7.5
7.4
14.9
100~299
70.3
55.1
8.2
7.0
9.7
22.6
300~499
67.5
52.7
7.5
7.3
9.6
25.1
Over 500
62.0
47.9
6.8
7.3
10.3
30.7
Total
76.4
61.6
8.2
6.6
6.5
17.1
Source: Ministry of Labor, Survey on Wage Structure; Survey on Working Conditions in
Small Establishment, 2002.

The wage composition system as of 2002 is shown in Table 12-6.
The figures show that the level and ratio of special wages are
positively correlated to business size, and that special wages was one
of the key sources of wage differentials by business size. The wage
differentials of basic wages, the baseline wage for calculating other
wages and allowances were relatively small compared to that of the
other wages.
The figures in Table 12-7 show that the larger the business size, the
more special wages, or bonuses, are paid. The difference in the bonus
payment rate by business size is more evident for irregular bonuses
than in regular bonuses. The table also shows that the amount of the
regular bonus is largely determined by basic wages while the amount
of the irregular bonus is determined by other measures. Compared to
the irregular bonus (special wages other than the regular bonus of
variable amount and frequency paid on a one-time or irregular basis
depending on corporate performance at the discretion of the
employer), the regular bonus (fixed special wages for which the terms
and conditions of payment, amount, and payment periods are
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Table 12-7 Payment Rates and Criteria for Special Wages: 2001

(Unit: %)
Annual
Annual
Annual
Payment
Payment
Payment
Based on
Based on
Based on
Rate of
Rate of
Rate of
Basic
Basic
Basic
Total
Regular
Irregular
Wages
Wages
Wages
Bonuses
Bonuses
Bonuses
1~4
100.1
19.6
5~9
179.6
39.9
24.3
8.4
204.0
43.4
10~29
267.7
46.5
35.3
11.1
303.0
50.0
30~99
358.0
58.1
42.5
16.4
400.5
60.7
100~299
470.0
56.6
55.1
16.3
525.1
59.1
300~499
533.5
50.0
81.2
25.8
614.7
52.6
Over 500
652.0
46.7
119.8
22.7
771.8
52.8
Over 5
387.3
50.1
55.1
15.5
442.4
53.6
Total
376.7
47.1
Source: Ministry of Labor, Survey on Wage Structure, Survey on Working Conditions in
Small Establishment, 2002.

specified in the labor contract, employment protocol, or collective
agreement and are paid to all employees on a regular basis), like the
regular wages, tends to be more resistant to downward adjustments.
Due to such complexity in wage composition, there are calls to
rationalize the structure by using the concept of the so-called
‘standard wages’. The basis of this argument is that the ill-defined
concept and rigidity of the dual baseline structure (normal wages and
average wages) result in inefficient wage management and
unnecessary conflict between labor and management. The advocates
of this opinion propose the use of ‘standard wages’ as the unified
wage concept.
The definition of ‘standard wages’ is the sum of the regular hourly,
daily, weekly, monthly, or yearly wages or contract wages to be paid in
return for a prescribed amount of work or fixed labor and the annual
regular bonus stipulated in the collective agreement or employment
regulation divided by the hour, day, week, or month. Standard wages
offer various institutional benefits such as efficient wage management
and improved wage stability. However, it is far from easy to reconcile
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the conflict of interests between labor and management that may
arise in the course of its implementation. Therefore, a precise analysis
of the current situation and an earnest and open-minded discussion
between labor and management must precede the adoption of a new
wage concept.
4.2 Wage Determining System
The wage determining system can be simply classified into
seniority-based system, job-based system, and merit-based system
depending on the factors used to determine the wage level. However,
most of the current wage determining systems employ one or more
of these systems in combination or in a parallel fashion. The
seniority-based system is based on age and years of consecutive
service, while the job-based system considers the relative value of
each job. The merit-based system is based on the demonstrated
capability (or performance) of the worker. As each of these systems
has its merits and demerits, it would be wiser to adopt a strategy of
‘selection and combination’ than to apply one system uniformly to all
the employees.
The grade-step system, the most widely used wage determining
system at the moment, cannot be considered simply as a senioritybased system. Rather, it is a combination system with a job-based
entry wage and seniority-based annual increments. The so-called
“annual pay system” that is gaining popularity recently can be defined
as a system by which wages are determined yearly by evaluating the
capability, performance, and contribution of each individual worker.
Therefore, the annual salary system can be considered a job and
performance-based wage determining system with a term of one year.
As of January 2003, 37.5% of businesses with 100 or more
employees adopted the annual pay system and 27.5% the gain-sharing
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Table 12-8 Businesses with Annual Pay System and Gain-sharing System

(Unit: %)
1996.11 1997.10 1999. 1 2000. 1 2001. 1 2002. 1 2003. 1
Businesses with
Annual Pay
System

1.6

3.6

15.1

23.0

27.1

32.3

37.5

Businesses with
Gain-sharing
System

5.7

7.0

16.0

20.6

21.8

23.4

27.5

Workers on
Annual Pay
System

1.3

2.0

8.0

13.0

15.4

18.2

-

Source: Ministry of Labor, Survey on the Annual Pay System and the Gain-Sharing System ;
Survey on Wage Structure, each issue.
Notes: 1) Based on data from businesses with 100 or more employees.
2) Percentage of workers on Annual Pay System – June data of each year.

system. A closer look at the time-dependent expansion pattern of
such a merit-based pay system shows that the merit-based wage
system spread dramatically right after the Asian financial crisis. As of
June 2002, the number of workers paid according to the annual pay
system accounted for 18.2% of the total, which is significantly higher
than the 1.3% of June 1996.
But as of January 2003, it appears that the most common type of
annual pay system adopted is the combination type, and the share of
the American-style merit pay is a relatively low 13.2%. In the
combination system, performance-based increments are applied to
the base annual wages by using the basic wages as the basis.
Performance based annual wages are awarded on an individual basis
in a non-cumulative fashion. As for the American-style merit pay, the
same individual increment is applied to the entire annual wages of a
worker without differentiating between the base and performance
based wages.
The recent proliferation of the merit-based wage system such as
the annual pay system is attributable to the structural changes in the
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labor market. When adopting and implementing the annual salary
system, labor and management have to maximize the new system’s
benefit and prevent unnecessary contention between labor and
management.

5. Legal Protection Regarding Wage
The government wage policies since 1997 have been focused on
alleviation of wage differentials, improvement of the wage structure,
and rationalization of the wage system. In this section, we will
examine the Minimum Wage System and the Wage Claim Guarantee
System and other retirement related schemes.
5.1 Minimum Wage System
On 31 Dec. 1986, the government established the Minimum Wage
Act and enacted it on 1 Jan, 1988. The Minimum Wage System is a
means by which the government protects the low-wage workers by
intervening in the wage determination process between labor and
management. The government sets a minimum wage level and
prohibits businesses from exploiting labor at wages below the
specified level.
In principle, all establishments under the effect of the Labor
Standards Act are required to observe the Minimum Wage Act. When
first enacted in 1988, the scope of the Act was limited to
manufacturing businesses with 10 or more employees so as to
minimize the initial shock of a new legal provision. Since then, the
scope of the Act expanded gradually both in terms of business size
and industry to encompass all businesses as of 24 November 2000.
The Minimum Wage Act applies to all employees who are
categorized as workers in accordance to the Labor Standards Act.
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However, workers whose length of employment is less than six
months or who are under the age of 18 are entitled to only 90% of
the minimum wage. Also, workers with very limited working
capability due to being mentally or physically challenged, workers
who are in training or working on a trial basis, or those who received
vocational training provided by the employer in accordance to the
Vocational Training Act, and workers who are engaged in surveillance
or intermittent work, may not receive protection under the Minimum
Wage Act, if the employer has obtained prior approval from the
Minister of Labor.
In order to determine violations of the Minimum Wage Act, one
needs to calculate the sum of only the wages that make up the
Table 12-9 Major Indicators Related to Minimum Wage System
Scope (Law)
Period

88. 1~88.12
89. 1~89.12
90. 1~90.12
91. 1~91.12
92. 1~92.12
93. 1~93.12
94. 1~94. 8
94. 9~95. 8
95. 9~96. 8
96. 9~97. 8
97. 9~98. 8
98. 9~99. 8
99. 9~00. 8
00. 9~01. 8
01. 9~02. 8
02. 9~03. 8

Size of
Establishment
(No. of
Employees)

Industry

≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥ 10
≥5
≥1
≥1
≥1

Manufacturing
Manu/Mining/Const.*
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries
All industries

Minimum Wage Level

Growth Rate or Related
Indicators

Minimum
Monthly
Wages Minimum Regular Total
Hourly
Equivalent
/Regular Wages Wages Wages
Wages
Amount
Wages

475.0
600.0
690.0
820.0
925.0
1,005.0
1,085.0
1,170.0
1,275.0
1,400.0
1,485.0
1,525.0
1,600.0
1,865.0
2,100.0
2,275.0

114,000
141,000
155,940
185,320
209,050
227,130
245,210
264,420
288,150
316,400
335,610
344,650
361,600
421,490
474,600
514,150

36.1
37.6
35.1
35.5
35.0
33.9
35.4
34.8
34.2
33.2
32.8
32.5
35.2
37.3
35.8

23.7
10.6
18.8
12.8
8.6
8.0
7.8
9.0
9.8
6.1
2.7
4.9
16.6
12.6
8.3

14.2
18.6
18.4
17.6
14.3
12.3
11.4
10.9
11.7
9.4
3.7
6.1
7.3
6.5
12.7

15.5
21.1
18.8
17.5
15.2
12.2
12.7
11.2
11.9
7.0
-2.5
12.1
8.0
5.6
11.6

Sources: Ministry of Labor, Report on Monthly Labor Survey, each issue.
Minimum Wage Committee, Annual Reports on Minimum Wage, each issue.
Note: * Regular wages and Total Wages are based on data from businesses with 10
or more regular workers. Annual averages were used.
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minimum wage and convert the sum to an hourly wage so that it can
be compared to the official minimum wage. The composition of the
wages included in the minimum wage is quite similar in concept to
that of the ‘normal wages’.
Though disagreement between labor and management on the
appropriate level of minimum wage has been common lately, there is
nothing to prove that the minimum wage level has decreased over time
or that it is significantly low compared to other nations. A close
examination of the minimum wage level discloses a few important points.
First, when compared to the regular wages which are slightly more
comprehensive than the ‘normal wages’ of the minimum wage, the
relative level of the minimum wage remains quite constant within the
range of 32.5~37.6% (see Table 12-9). This consistency is attributable
to the fact that the growth rate of the minimum wage between
1989~2002 was 10.7%, quite similar to the 10.7% growth rate of
regular wages and 10.8% growth rate of total wages. This implies that
the relative level of minimum wage has not decreased over time.
Second, we must be careful when comparing minimum wage level
with that of other countries since factors such as the composition of
the minimum wage (i.e. whether regular bonus should be included or
not), the definition of wages in each country, and the scope of wagerelated statistical surveys may vary by nation. Nevertheless, the level
of minimum wage in Korea in relation to median total wages or per
capita national income is not significantly low compared to other
nations (see Table 12-10).
In the future, it would be necessary to consider plans to provide
minimum wage protection (full or partial) to workers currently
outside its boundary (i.e. trainees, workers under surveillance and
monitoring, challenged, workers trained by the employer, etc.), and to
concomitantly offer in-work benefits to the working poor who may
be protected by the Act but have no other source of income.
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Table 12-10 International Comparison of Minimum Wage Level: 2002
Minimum Wages
(Per Hour)
Local
Currency
Australia
France
Netherlands
Belgium
New Zealand
Ireland
U.K.
Korea
Greece
Canada
Portugal
Spain
Japan
U.S.

US$

10.79

5.860

6.83
7.11
6.71
8.00
6.35
4.20

6.457
6.720
6.344
3.700
6.003
6.295

2275.00

1.818

2.79
6.90
2.01
2.55
664.00
5.15

2.641
4.731
1.898
2.412
5.296
5.150

Relative Level of
Minimum Wages

Relative Level of
Minimum Wages
KRW-USD
Relative to
Exchange Rate
Relative to the
GNI
Per Capita
Median Total Wages
US $
GNI
58.4
54.9
61.7
19,740
1.8406
(LFS)
(ES)
62.1
61.0
22,010
1.0578
47.5
58.3
23,960
1.0578
56.8
(1999)
56.7
23,250
1.0578
52.9
56.1
13,710
2.1622
50.6
52.3
23,870
1.0578
44.7
51.8
25,250
0.6672
42.9
35.5
49.7
9,930
1251.0900
(LFS)
(ES)
38.5
47.1
11,660
1.0578
41.9
44.1
22,300
1.4585
40.0
36.4
10,840
1.0578
29.6
34.8
14,430
1.0578
32.3
32.8
33,550
125.3880
33.9
30.5
35,060
1.0000

Source: U.K., The National Minimum Wage- 4th Report of the Low Pay Commission, 2003.
Notes: 1) LFS and ES refer to surveys on households and enterprises, respectively.
2) The figures in Korea are estimated using Survey on Wage Structure, Survey on
Working Conditions in Small Establishment, and Labor Force Supplementary
Survey 2002.

5.2 Wage Claim Guarantee System
The purpose of this Act is to contribute to the stabilization of
workers’ livelihood by seeking measures which guarantee the payment
of wages, etc. for the workers who retired with their wages, etc.
unpaid because the company is not able to continue its business, or
its management is unstable due to fluctuations of the economy and
changes in industrial structure, etc.
As mentioned above, retirement allowance is one of deferred
payment, which should be considered a corporate liability to be paid
later. However, if a firm went into bankruptcy and total liabilities
exceeded total assets, then we should set a rule in advance on the
priority to be paid-off among total liabilities. (1) Unpaid wages of the
final 3 months, (2) retirement allowance of the final 3 years, and (3)
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industrial accident compensation should be paid-off in preference to
any other liabilities, even to the claims secured by pledges or
mortgages as to the total property of the employer. And, the excess
claims of wage over (1)-(3) would be paid-off in preference to taxes,
public levies, or other claims except for certain claims secured by
pledges or mortgages as to the total property of the employer.
Before 24 Dec. 1997, the total amount of retirement allowance had
been guaranteed to be paid-off in preference to any other liabilities,
even to the claims secured by pledges or mortgages as to the total
property of the employer. But it was adjusted by Constitutional Court,
to be not coincident with constitution. So, it was amended on 24 Dec.
1997. The Constitutional Court judged that guaranteeing total
retirement allowance to be paid-off would make the financial
institutions incapable of estimating the asset value of the pledges or
mortgages, because they can not calculate the future value of total
retirement allowances which should be counted and excluded first
from the price value of the pledges or mortgages.
However, the revision of law to guarantee partial, not full,
reimbursement of retirement allowance tends to affect union's
behavior in the process of corporate restructuring. Unions are
inclined to be more moderate in resisting against restructuring plans
of the firm. If unions went too far in resisting against M&A of the
firm, and the firm finally went into bankruptcy, then the union
members would get just a small part of the retirement allowances, as
well as losing their jobs. It definitely would be worse than early
retirement or lay-offs.
5.3 Retirement Allowance System
Every employee has a legal right to get a ‘retirement allowance’
when he or she leaves the firm. The level of retirement allowance is
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determined by collective agreement or work rule, and its minimum
level is guaranteed by the Labor Standards Act. Every employee
working more than 1 year has a right to receive a lump-sum, cash
retirement allowance, based on the average monthly wage for the past
three months (so called ‘final average wage’) times length of the years
of service.
The retirement allowance is a kind of deferred payment, not a
bonus. Deferred payment is defined as any promise to pay a particular
employee some amount at a future date, contingent upon the
employee's performance of current (not future) duties. The deferred
payment is a corporate liability because the promise to pay is an
enforceable agreement between employer and employee as long as
the contingency upon which the payment is based is current work
effort and not future work effort.
Also, retirement allowance is different from usual ‘severance
allowance’, because retirement allowance should be paid in all cases at
the termination of the employment contract, voluntary resignation or
involuntary lay-off. It is rather similar to corporate pension, being the
true deferred payment, with the exception that it should be paid
immediately in cash.
In Korea, most large unionized and public enterprises tend to have
a progressive formula determining retirement allowances, in the sense
that the formula computing retirement allowance is favorable to
certain employees.
One thing to note is, so called, ‘interim clearance of retirement
allowance’. An employer may pay, on the employee's request, his or
her retirement allowance in advance, by adjusting the balances of
remunerations before retirement. In this case, the number of years of
continuous employment (the length of service) for the computation
of retirement allowances shall be counted anew from the moment the
latest adjustment of balances (latest interim clearance) has been made.
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Both the employer and employee should agree on this. That is,
‘interim clearance of retirement allowance’ should be made at the
request of an employee, but the employer has no legal obligation to
make it. Employees may request it when there is an urgent need for a
sizable sum of money, and employers must gain from the fact that the
number of years of continuous employment should be recounted
after interim clearance, because it would reduce the sum of the
employee's retirement allowance later.
5.4 Emerging of Corporate Pension
Currently, the introduction of Corporate Pension is an emerging
issue in Korea. As mentioned above, workers may suffer large losses
in retirement allowance in the event of bankruptcy. Since the
obligation of firms to reserve the funds for retirement allowances is
hard to fulfill, it would be more meaningful to switch from retirement
allowance to corporate pension, because corporate pension plans
managed by financial institutions would be safer.
There are two types of corporate pension plans. One is the
‘defined benefit’ plan under which pension benefits are determined by
a formula depending on the employee's final salary and/or length of
service, in the same way as the current retirement allowance. On the
other hand, the ‘defined contribution’ plan is the formula whereby
pension benefits are determined by the cumulative value of a ‘savings
account’ under the employee's name. Unions prefer the ‘defined
benefit’ type as they wish to avoid risk.

APPENDIX: New Working Hours System
Recently, the amendment draft of the Labor Standards Act
governing working hours in Korea was passed by the National

Wages (Jeong, Jin-Ho)

445

Assembly on 29 Aug. 2003. The outlines of the amendment
concerning the so-called 5-day workweek are as follows:
(1) The 40 hour workweek will be applied by stages according to
type and scale of business from July 2004 to 2011.
(2) The leave system will be improved and adjusted in accordance
with international standards.
- The Monthly Leave is to be abrogated and the paid
Menstruation Leave is to be replaced with unpaid
Menstruation Leave.
- The Annual Leave will be adjusted to 15~25 days (addition of
one day per 2 years).
(3) Actual hours worked are to be reduced by expanding the
number of leave days actually used.
- A new plan to encourage workers to use their leave days will
be established.
- Grounds for introducing the compensational leave system will
be provided.
(4) Schemes to utilize working hours effectively will be adopted, in
order to improve working methods and prevent setbacks in
industrial production.
- Unit periods of flexible work hours are to be extended to 3
months.
- For 3 years, the ceiling of overtime work will be temporarily
extended to 16 hours, and the premium rate for the first four
hours will be adjusted to 25%.
(5) Measures will be taken to prevent deterioration of workers’
living standards due to the revision of the Act.
- The present wage levels and normal hourly wages will be
maintained.

Chapter 13

WORKING HOURS

Kim, Sung-teak*

1. Introduction
As the phrase ‘the history of the labor movement is a history of
working hour reductions’ implies, a decline in the number of working
hours while the income level is sustained can be a comprehensive
indicator for better quality of life of the worker both with the family
and within the local community, even though a number of factors
such as wage increases, job security, and better working environments
are involved in the process of improving working conditions for
workers. In Europe, a downward adjustment of working hours is
sometimes used as a tool for human resources management in dealing
with rising unemployment figures and low wage increases in the face
of slow economic growth. Against this backdrop, it would be
interesting to examine how working hours, the indicator of a worker’s
quality of life, have changed over the years in the Korean labor
market, and what its current features are.
Long work days had once been both the virtue of a good worker
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and the growth engine of our economy. But the recent proposals for
the reduction in statutory working hours to 40 hours a week and the
five-day work week plan stirred up heated debates within the nation.
Korea’s GDP still has a lot of catching up to do before it can join the
ranks of the developed nations. Is this really the right time to discuss
working hour reductions? If so, then how big should the reduction be,
and what would the effects of such a measure be?
In order to shed some light on these questions, we will analyze the
changes that occurred in working hours since the 1980’s and as well
as what its current status is as of 2002. We will also examine the
significance of working hours in the Korean labor market and the
development of working hour reforms by discussing the related
legal and institutional changes as well as the expected benefits and
detriments of working hour reductions.

2. The Trends and the Current State of Working
Hours
Korea has the longest working hours compared to other
industrialized countries. In the case of all workers including
self-employed persons, Korea’s annual working hours exceed that of
Australia and New Zealand or the European countries such as the
United Kingdom, West Germany, France and Sweden by
approximately 1,000 hours, and are longer than that of the United
States or Japan by 600~700 hours. When taking into account only
employees, Korean working hours exceed that of the European
nations by 900 hours and that of the United States and Japan by
500~600 hours.
It is true that working hours in Korea have been decreasing steadily
since the 1980’s. However, the pace is far behind that of major
OECD nations (see Table 13-1). Meanwhile, the rate of decrease in
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working hours in most OECD member nations had either slowed or
reached a steady state in the 1990’s with the exception of Japan. Japan
saw a substantial drop in its working hours following the 1990’s
thanks to active policy measures and revisions of laws carried out by
the government between 1983 and 1999. As for Korea, working
hours peaked in the 1980’s and have been declining gradually since.
Table 13-1 International Comparison of Total Annual Working Hours
•Total Employment

(Unit: Hours)

1973 1979 1983 1990 1995 1996 1997 1998 1999 2000 2001
Australia

1,904 1,852 1,869 1,876 1,867 1,866 1,860 1,864 1,855 1,837

Canada
Czech
Republic
Finland

1,867 1,836 1,783 1,790 1,780 1,787 1,777 1,779 1,785 1,801

France

1,904 1,806 1,712 1,657 1,614 1,608 1,605 1,604 1,596 1,590 1,532

2,064 2,066 2,067 2,075 2,088 2,092 2,000
1,837 1,787 1,728 1,730 1,737 1,730 1,727 1,726 1,730 1,691

Germany

1,616 1,557 1,545 1,546 1,554 1,556 1,482 1,467

W. Germany 1,868 1,745 1,705 1,593 1,534 1,523 1,524 1,531 1,535 1,461 1,446
Iceland
Italy
Japan

1,832 1,860 1,839 1,817 1,873 1,885 1,847
1,722 1,699 1,674 1,635 1,636 1,640 1,648 1,625 1,622 1,606
2,201 2,126 2,095 2,031 1,884 1,892 1,864 1,842 1,810 1,821

Korea

2,734 2,514 2,484 2,467 2,436 2,390 2,497 2,474 2,447

Mexico

1,833 1,901 1,927 1,878 1,921 1,888 1,863

New Zealand
Norway
Spain
Sweden

1,820 1,843 1,838 1,823 1,825 1,842 1,817 1,817
1,514 1,485 1,432 1,414 1,407 1,399 1,399 1,395 1,376 1,364
2,022 1,912 1,824 1,814 1,810 1,812 1,833 1,827 1,814 1,816
1,557 1,516 1,518 1,546 1,613 1,623 1,625 1,628 1,634 1,625 1,603

Switzerland
1,636 1,585 1,579 1,579 1,597 1,568
United
1,929 1,815 1,713 1,767 1,740 1,738 1,736 1,731 1,720 1,708 1,711
Kingdom
United States 1,924 1,905 1,882 1,943 1,952 1,951 1,966 1,955 1,976 1,835 1,821

Table 13-1 Continued
• Dependent Employment

1973 1979 1983 1990 1995 1996 1997 1998 1999 2000 2001
Canada

1,814 1,803 1,763 1,774 1,773 1,781 1,777 1,767 1,780 1,797

Working Hours(Kim, Sung-teak)

449

Czech
Republic
Finland
France

1,666 1,672 1,690 1,687 1,672 1,673 1,638 1,616
1,771 1,669 1,570 1,543 1,510 1,502 1,502 1,500 1,499

Germany

1,555 1,485 1,469 1,467 1,475 1,478 1,400 1,384

1,987 1,987 1,989 1,995 2,014 2,018 1,922

W. Germany 1,804 1,657 1,644 1,519 1,457 1,442 1,441 1,450 1,454 1,377 1,361
Hungary
Iceland

1,829 1,710 1,765 1,777 1,786 1,788 1,795 1,795 1,766
1,776 1,799 1,790 1,762 1,810 1,820 1,779

Italy

1,626 1,599 1,579 1,577 1,577 1,575 1,554 1,557 1,543

Japan

2,064 1,910 1,919 1,891 1,871 1,840 1,853 1,836

Mexico
1,933 2,006 1,978 1,942 1,976 1,935 1,915
Netherlands 1,724 1,591 1,530 1,433 1,384 1,374 1,365 1,340 1,343
Spain
1,936 1,837 1,762 1,749 1,747 1,748 1,765 1,761 1,753 1,757
United
1,750 1,652 1,704 1,698 1,699 1,701 1,703 1,696 1,684
Kingdom
United
1,896 1,884 1,866 1,936 1,953 1,949 1,966 1,957 1,974 1,818 1,805
States
Source: OECD, OECD Employment Outlook, each issue.

The drop was the most noticeable in 1989 when the statutory
working hours were brought down from 48 hours per week to 44
hours, after which the pace slowed down again to its previous rate.
During the Asian financial crisis, 1998 was marked by an abnormal
slash in working hours due to the drop in facility operation rates. The
total annual working hours rose momentarily in 1999 but started
sliding again at a slow but steady rate which is still maintained to date.
This trend is valid for both normal working hours and overtime work
hours. Normal working hours hit the ceiling in the early 1980’s and
started declining whereas overtime working hours peaked in the mid
1980’s (see Table 13-2 and Figure 13-1).
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Table 13-2 Working Hour Trends in Korea: Enterprises with 10 or More
Employees

(Unit: Hours)
Total Working
Normal
Overtime
Total Working
Hours
Working Hours Working Hours
Hours
(Monthly)
(Monthly)
(Monthly)
(Annual)
1980
226.5
195.3
31.2
2718.0
1985
225.5
192.7
32.8
2706.0
1986
227.8
193.4
34.4
2733.6
1987
225.4
191.5
33.9
2704.8
1988
221.8
190.6
31.2
2661.6
1989
213.7
185.2
28.5
2564.4
1990
209.5
181.4
28.1
2514.0
1991
208.2
181.3
26.9
2498.4
1992
206.5
180.5
26.1
2478.0
1993
206.4
181.3
25.1
2476.8
1994
205.9
180.8
25.0
2470.8
1995
207.0
181.0
26.0
2484.0
1996
205.6
180.9
24.6
2467.2
1997
203.0
179.6
23.4
2436.0
1998
199.2
179.1
20.1
2390.4
1999
208.1
183.3
24.8
2497.2
2000
206.2
180.5
25.6
2474.4
2001
203.9
181.1
22.7
2446.8
2002
200.8
180.4
20.3
2409.6
Source: Ministry of Labor, Report on Monthly Labor Survey, each issue.

Figure 13-1 Working Hour Trends in Korea: Enterprises with 10 or
More Employees
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The rate at which the total working hours are decreasing is rather
slow. The comparison of annual data shows that working hours
decreased by 2 or more hours per week between 1987~1990 when
the statutory working hours were adjusted from 48 hours to 44 hours
per week, in 1998 as facility utilization rates dropped due to the
financial crisis, and in 2001 and 2002 when the discussions for
another revision of the legal working hours to 40 hours per week
began in earnest. These findings offer us many points to consider.
There are various reasons as to why Korea’s working hours are
lengthy compared to other OECD nations. Some examples would be
the Asian labor culture that credits workers who put in long hours of
work, the rigidity of the labor market that favors overtime work to
hiring more hands, and the workers’ inclination towards higher wages
than leisure. But basically, the fact that most Saturdays are workdays
in Korea, and that unused paid leaves which result in more
allowances for workers are the two biggest reasons.
In addition to frequent overtime work, there is a gap between the
normal working hours in Korea and that of other OECD nations
where weekly working hours are 40 hours or less.1 Moreover, average
working hours in the OECD nations are decreasing as more and
more workers make use of the flexible working-hours arrangements
(flexible working hour system and discretionary working hour) or get
part-time jobs. In contrast, flexible work-hours arrangements are rare
in Korea and part-time employment also accounts for a much smaller
portion of the labor market, thus contributing significantly towards
the gap in working hours.2
1
2

Nations including France, Germany, Denmark, Norway, Portugal.
According to fact-finding surveys on working hours, the proportion of businesses
using the flexible working hour system or the discretionary working hour system is
still only about 10% as of 2002 though the numbers are increasing. This indicates
that the legal framework governing the work hour systems is too rigid and that
enterprises are not putting much effort into efficient management of working hours.
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The shift system is also acknowledged as one of the reasons for
such long working hours. According to the Report on Wage Structure
Survey published in 1999, overtime working hours in 1998 without the
shift system was about 13 hours per month. But the number goes up
to 42 hours for the two-shift system and to 37 hours for the
three-shift system. Apparently, overtime work hours increase under
the shift systems, and more excessively for the two-shift system than
for the three-shift version. According to the Working Hour System
Survey conducted by the Ministry of Labor in 1999, 40.5% of all
workers were working under the shift system in 1998. These figures
are quite similar to the results of the Survey Report on Wage Structure of
1999 which reports that 1,115 out of 3,125 enterprises, or 35.7%,
were using the shift system as of 1998. These figures are relatively
higher than in other developed nations. The OECD report (1998)
shows that the average of 11 European nations was about 8.1% while
the number is a bit higher for the United States at 17.8% (1991). The
problem lies in the fact that while shift systems are most common in
the service industries in Europe, Korean shift systems are still very
prevalent in the manufacturing, transportation, and communication
industries. Moreover, the two-shift system is the most widely used
system, resulting in excessive overtime labor. In the manufacturing
industry, in particular, about 30% of the companies using the shift
system employ the two-crew-two-shift system. This particular type of
shift is one of the best showcases of the detrimental effects of long
working hours as it seriously affects the life cycle of the workers and
increases the risk of industrial accidents.
Another reason working hours are longer in companies with the
shift system is because shift workers also tend to do more overtime
work than their non-shift counterparts. This is not directly due to the
number of hours allocated to each shift but to the extra hours that are
added on to the normal shift hours. When the work load increases,
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companies prefer to have their employees do overtime work than to
hire more workers. 3 Therefore, it is necessary to change the
two-crew-two-shift system and the three-crew-three-shift system to
the three-crew-two-shift system and the four-crew-three-shift system,
respectively, in order to stop the shift system from contributing to
long working hours. Hiring more workers to deal with increasing
work-load is also necessary.
As was mentioned previously, the total annual working hours is
closely related to the number of holidays and the number of leaves
taken by workers. A reduction of the statutory working hours to 40
hours a week is not only a reduction of working hours but also an
increase in the number of holidays if considered in tandem with the
five-day work week plan. Thus, it can serve as the basis for
demanding an adjustment of the holiday · vacation system in order to
prevent a sudden change in work volume and wages.
The holidayㆍvacation system in Korea is characterized by more
public holidays compared to other nations and much less
non-working Saturdays. The number of leaves or vacation days
granted to workers is higher than in other countries, but the actual
rate of utilization is very low. According to the Working Hour System
Survey of 1999, the average number of holidays (weekly holidays and
the agreed holidays) and leaves (monthly and annual paid leaves)
granted by businesses in 1998 was 92 days. The 92 days consisted of
an average of 70 holidays, 12.1 days of annual paid leave, and 9.9 days
of monthly paid leave.
The holidays consist of 52.8 days of weekly holiday, 12 public
holidays, 1 day each for labor union anniversary and company
anniversary, and 4.2 days of summer vacation and miscellaneous
3

The difficulties involved in hiring new workers in manufacturing industries force
businesses to make such decisions.
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holidays. Korea has 17 public holidays, but since a few of them
inevitably fall on the weekly holiday each year, only 12 or 13 days can
be included in the calculation. Therefore, despite the higher number
of public holidays, Korean workers definitely do not enjoy more
holidays than their counterparts in other nations such as Japan where
a holiday overlapping with a weekly holiday is compensated by a
non-working Monday. The number of paid leaves including monthly
and annual paid leaves may differ for each individual worker
depending on his or her consecutive years of service. The number of
leaves is higher than in Japan and Singapore and lower than that of
the United States or the European nations if the years of service are
short. A worker who worked in a company for two or more years and
was granted 12 days of annual leave would have leaves comparable to
workers in the United Kingdom or Germany. Annual leaves of 18
days or more would put the worker on a par with French laborers.
However, there are significant differences in vacation and leave
practices between Korea and these other nations. In Europe and the
United States, it is relatively easy to take one’s granted leaves and
even go on long-term vacations exceeding two weeks. In the case of
Japan, workers who worked for six consecutive months will be given
10 days of annual leave and after 6.5 years, 20 days. In comparison,
Koreans are at a considerable disadvantage as far as the quantity and
quality of vacations are concerned. In sum, Korean workers are
granted the least number of holidays and vacation days among all
compared nations except for Singapore. If the comparison is made in
terms of the actual number of holidays used by the workers, the
Korean holiday and vacation system is by far the worst. This is largely
because of the six-day workweek system that permits Korean workers
52 less weekly holidays than in the West and the premium on the paid
leaves that makes workers refrain from using up their permitted days
(see Table 13-3).
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Table 13-3 International Comparison of Annual Holidays·Leaves/Vacations

(Unit: Days)
Korea
Weekly Holidays 52
Public Holidays 17
Monthly Leaves 12
10~20+
Annual Leaves

Japan
104
15
10~20

U.K. Germany France Taiwan
78
104
104
104
22
11
9~12
8
7~30
30
24
24

U.S.
Singapore
104
52
10
11
1~7
7~14
(Collective
Agreement)

Total

91~101+ 129~139

136 137~140

145 107~130

121~163

70~77

Source: Ministry of Labor, Materials on the Improvement of the Working Hour System,
2002.
Note: Labor Day (May Day) is included in the public holidays.

In Korea, the number of annual and monthly leaves granted to
each worker varies according to the number of consecutive years that
the worker has been working for the company. But the utilization rate
of these leaves averages only 25~40%, showing that paid leaves have
more or less become a fixed contribution towards wages. Since all
unused annual, monthly, and menstrual leaves are compensated in the
form of allowances, the utilization rates are quite low. There are even
some workers who do not take the leaves at all, the proportion
increasing in the order of monthly leaves, menstrual leaves, and
annual leaves. It is entirely possible that workers find the public
holidays enough for their breaks and do not feel the need to use their
leaves. However, the utilization rates for paid leaves are lower in the
smaller enterprises and in industries where the shift system is more
common, indicating that workers in these sectors put priority on
wages rather than on vacations.
For a more detailed analysis, working hour trends by industry and
size of the enterprise were examined, producing the following
observations.
The total working hours has declined in industries of all sizes for
some years. In 1998, the drop was relatively more pronounced as the
monthly average fell from 203 hours to 199.2 hours. However, the
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number of hours made a rapid recovery to 208.1 hours in 1999. The
Asian financial crisis was obviously a huge shock for the labor market
that jolted the working hours back to the 1990 level. But from 2000
onwards, the monthly average started climbing down at a rate of
about 2~3 hours each year and went back to the pre-crisis level by
2001. As of 2002, the numbers are still falling. As was mentioned
before, the revision of the Labor Standards Act or discussions on the
topic of reducing legal working hours seems to expedite the shrinking
of total working hours, but otherwise, the speed of contraction is
quite modest.
An analysis of total working hours of enterprises by business size
shows that mid-sized companies with 100~299 employees have
consistently topped the list since the 1980’s. The trend is still more or
less the same as of 2002, and the monthly working hours of these
enterprises average 209 hours, beating businesses of other sizes by
7~14 hours. In the 1980’s, enterprises with 29 or less employees
recorded the least number of working hours. However, the gap
narrowed over time and in 2001, the total working hour differences
between these enterprises and their bigger counterparts with 500 or
more employees were no longer significant. In other words, the
working hours of small-sized enterprises with 10~29 employees are
not higher than that of larger companies, contrary to common belief
that assumes longer working hours and worse working conditions in
smaller businesses.4 The survey for businesses with five or more
employees began for the first time in 2002. According to the survey,
the average monthly working hours, normal working hours, and
overtime hours of these businesses were 193.3 hours, 187.7 hours,
4

The exact status of smaller enterprises with less than 10 employees is not clear as they
are not included in the scope of working-hour statistic surveys. They may not differ
much from businesses with 10~29 employees, or they may be more susceptible to
long working hours as they lie in the periphery of proper work-hour management.
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and 5.6 hours, respectively. The ‘long normal working hours, short
overtime hours’ characteristic of these enterprises is consistent with
that of the 10~29-employee businesses as was shown in the Monthly
Labor Survey. As smaller businesses are mostly concentrated in the
service industries and are usually special industry-type businesses,
these trends are also consistent with the results of the fact-finding
research.
According to the time-series analysis, the businesses that showed
the most significant decline in total working hours are large
enterprises with 500 or more employees, shedding an impressive 36
hours from a monthly average of 231 hours in 1980 to 195.2 hours in
2002 (see Table 13-4). This is attributable to the fact that, in addition to
Table 13-4 Monthly Average of Total Working Hours by Business Size:
Enterprises with 10 or More Employees

(Unit: Hours)

All Sizes
1980
1985
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

226.5
225.5
225.4
221.8
213.7
209.3
208.2
206.6
206.4
205.8
207.0
205.5
203.0
199.2
208.1
206.1
203.8

2002

200.8

10~29
30~99
100~299
300~499
Employees Employees Employees Employees
215.6
219.2
230.2
228.4
211.3
221.5
231.0
229.3
212.8
223.0
230.0
228.8
210.9
220.6
224.7
223.8
205.1
224.0
216.6
216.8
201.2
208.1
212.4
213.2
204.0
207.9
209.3
213.3
202.1
205.8
207.9
211.6
202.0
204.6
209.0
208.8
200.3
204.7
209.0
207.8
200.7
206.2
211.2
207.8
198.4
206.6
211.8
208.5
197.3
204.4
208.9
205.7
196.6
202.0
203.4
199.6
202.3
209.9
216.9
210.8
200.8
207.6
214.3
208.1
200.0
205.1
212.7
202.2
197.0

202.4

209.3

201.5

Source: Ministry of Labor, Report on Monthly Labor Survey, each issue.

500 or
More
231.1
228.8
227.7
224.0
214.7
211.0
208.6
207.2
208.8
208.7
210.0
204.8
201.2
194.4
204.9
202.4
199.3
195.2
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the natural decline in working hours, large enterprises tend to
adopt institutional changes such as reduction in statutory working
hours faster than their smaller counterparts. Moreover, these
enterprises also put in more efforts to improve working conditions
through measures like taking Saturday off every other week.
Normal working hours appear to be decreasing in all business sizes,
but the rates of change vary significantly between groups and show
trends that are not quite consistent with that of total working hours.
The rapid drop of normal working hours in medium-sized enterprises
with 299 or less employees as statutory working hours fell between
1989 and 1991 is especially notable.5 An institutional pressure applied
in the form of lower legal working hours was a very effective means
Table 13-5 Monthly Average of Normal Working Hours by Business Size:
Enterprises with 10 or More Employees

(Unit: Hours)

10~29
30~99
100~299 300~499
500 or More
Employees Employees Employees Employees
1980
195.3
199.4
195.1
194.2
192.0
195.6
1985
192.7
195.2
193.5
192.9
191.4
191.6
1987
191.5
194.2
193.6
191.9
192.1
188.6
1988
190.6
194.0
192.7
191.3
189.2
187.6
1989
185.2
189.2
198.5
186.7
185.0
181.1
1990
181.2
184.9
183.4
183.3
181.5
177.4
1991
181.3
187.2
184.3
181.4
179.9
175.6
1992
180.5
185.8
182.8
180.1
179.9
175.8
1993
181.3
187.4
181.2
181.3
179.1
177.7
1994
180.8
185.5
181.8
179.8
179.3
177.2
1995
181.0
185.8
181.5
180.0
179.0
177.2
1996
180.9
185.8
182.2
181.5
179.2
174.7
1997
179.6
184.6
180.6
180.2
177.3
173.6
1998
179.1
184.5
180.3
179.3
176.8
172.0
1999
183.3
186.5
185.2
184.6
182.3
176.7
2000
180.5
184.1
182.4
180.8
178.8
173.4
2001
181.1
185.8
183.0
181.6
176.7
172.1
2002
180.4
186.2
183.2
179.5
176.4
168.7
Source: Ministry of Labor, Report on Monthly Labor Survey, each issue
All Sizes

5

In particular, enterprises with 30~99 employees saw a remarkable drop of 15
hours in their monthly working hours during 1989~90.
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of bringing prompt and practical changes in the working hours of
SME employees. Generally, smaller businesses tend to have longer
normal working hours than larger companies. As of 2002, large
enterprises with 500 or more employees post a monthly average of
168.7 normal working hours, and are quite close to realizing the
40-hour workweek. Large businesses with 300 or more employees
and medium sized corporations with 100~299 workers also show a
big difference in normal working hours, indicating that the 300
employee level is a threshold for working conditions among
businesses (see Table 13-5).
Overtime work hours were also the longest in medium-sized
enterprises with 100~299 employees, followed by large-scale
enterprises with 500 or more workers. Overtime work hours tended
to be lower in smaller companies, apparently because the proportion
of service businesses exceeds that of manufacturing companies. At
any rate, most companies, with the exception of small enterprises
with less than 29 employees, post an average of more than 20
overtime working hours per month. In particular, that of medium
sized companies with 100~299 employees approaches 31 hours per
month as of 2001, having increased since the financial crisis instead
of going down (see Table 13-6).
In short, small businesses with less than 30 employees have long
normal working hours and shorter overtime hours. In contrast, those
with 500 or more workers have short normal hours and long
overtime hours. This is because the majority of the larger companies
belong to the manufacturing sector where overtime work is fairly
common whereas many of the smaller companies are in the special
industry sectors to which statutory working hour limitations may not
apply. The interesting finding is that overtime work hours are the
longest in medium companies with 100~299 employees. Thus, it
appears that the long normal work hours exceeding the statutory limit
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Table 13-6 Monthly Average of Overtime Working Hours by Business Size:
Enterprises with 10 or More Employees

(Unit: Hours)
10~29
30~99
100~299 300~499
500 or More
Employees Employees Employees Employees
1980
31.2
16.2
24.1
36.0
36.4
35.5
1985
32.8
16.1
28.0
38.1
37.9
37.2
1987
33.9
18.6
29.4
38.1
36.7
39.1
1988
31.2
16.9
27.9
33.4
34.6
36.4
1989
28.5
15.9
25.5
29.9
31.8
33.6
1990
28.1
16.3
24.7
29.1
31.7
33.6
1991
26.9
16.8
23.6
27.9
33.4
33.0
1992
26.1
16.3
23.0
27.8
31.7
31.4
1993
25.1
14.6
23.4
27.7
29.7
31.1
1994
25.0
14.8
22.9
29.2
28.5
31.5
1995
26.0
14.9
24.7
31.2
28.8
32.8
1996
24.6
12.6
24.4
30.3
29.3
30.1
1997
23.4
12.7
23.8
28.7
28.4
27.6
1998
20.1
12.1
21.7
24.1
22.8
22.4
1999
24.8
15.8
24.7
32.3
28.5
28.2
2000
25.6
16.7
25.2
33.5
29.3
29.0
2001
22.7
14.2
22.1
31.1
25.5
27.2
2002
20.3
10.7
19.2
29.8
25.0
26.4
Source: Ministry of Labor, Report on Monthly Labor Survey, each issue
All Sizes

is a problem in companies with 30 or less employees while excessive
overtime hours are the cause of extensive working hours in the bigger
companies, especially those with 100~299 employees or 500 and
over.
An inspection of working hour trends by industry shows that, as of
2002, transportation · storage and communication, electricity · gas
and water (utilities), and manufacturing industries have long average
hours (over 200 hours per month) in terms of total working hours.
But the average total working hours of all industries also appears to
exceed 200 hours per month, tallying up to an average of 2,400 hours
per year. In the case of the manufacturing industry, working hours
decreased by an ever so slow pace in the 1990’s. The monthly average
of total working hours was 214 hours in 1991, but has only fallen as
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far as 207.2 hours as of 2002. The slow pace is also evident in other
industries such as transportation · storage and communication,
electricity · gas and water (utilities), finance · insurance, and real
estate · business services. Therefore, it is apparent that the
time-dependent contraction of working hours does not occur
adequately in some industries.
Normal working hours are the longest in the finance · insurance
and real estate · business service industries, followed by construction,
retail · wholesale trade and restaurants and hotels, and social and
private services. These are mostly industries that have special industry
types that are less affected by the constraints of the statutory working
hour requirements for normal working hours. In the case of finance ·
insurance, and real estate · business service industries, security guards
and real estate businesses post very long working hours. In the social
and private service industry, transportation and delivery
industry-types have extremely long normal working hours. In terms
of overtime work hours, the manufacturing sector beats the rest of
the industries, followed by electricity · gas and water (utilities), and
mining. Therefore, it can be seen that the long normal working hours
are the cause of long hours of work in the service sector while the
extensive overtime hours are the culprit in the manufacturing and the
electricity · gas and water (utilities) industries (see Tables 13-7, 13-8,
and 13-9).
According to Korea Labor Institute (2000) a comparison of
working hours in all occupations shows that the hours are the longest
for manufacturing jobs. To be more specific, the operators working
the manufacturing equipment worked longer than the skilled
workers/technicians and the working hours of low-skilled workers
were the longest. But in terms of normal working hours, that of the
manufacturing laborers appears to be below average, posting less
hours than their counterparts in managerial, administrative, clerical,
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Table 13-7 Monthly Average of Total Working Hours by Industry: Enterprises
with 10 or More Employees

(Unit: Hours)

1980
1985
1987
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

All
Industries

Mining

226.5
225.5
225.4
213.7
209.5
208.2
206.6
206.4
213.8
207.0
205.5
203.0
199.2
208.1
206.1
203.8
200.8

183.8
179.7
170.6
164.6
157.4
171.4
171.4
176.8
181.6
190.4
190.3
190.8
190.0
192.6
193.5
190.2
195.1

Finance·
TransporRetail ·
Insurance·
tation ·
Utilities
Social and
ManufacConstruc- Wholesale,
Real Estate
(Electricity,
Storage and
Private
turing
tion
Restaurants,
and
gas, water)
Communic
Services
Hotels
Business
ations
Services

233.6
233.4
234.7
220.0
216.2
214.0
211.6
212.2
211.7
213.7
210.0
207.6
200.0
217.2
214.2
209.7
207.2

213.4
217.2
217.2
209.2
207.5
210.9
213.5
208.7
207.3
212.4
216.0
213.5
212.6
211.4
209.5
213.3
207.0

220.9
212.6
209.0
202.3
198.8
198.1
199.8
202.2
199.0
198.8
195.4
193.3
192.4
195.7
192.8
192.6
190.6

220.7
217.0
214.8
208.3
206.4
207.6
206.4
202.0
202.2
200.9
197.7
194.9
194.0
198.8
195.3
195.6
193.2

222.4
230.8
225.1
218.4
211.8
211.7
209.6
205.0
204.1
207.0
214.0
210.0
207.3
217.0
214.7
213.3
208.0

197.9
198.7
196.9
193.2
189.2
191.9
192.8
198.0
199.5
197.9
200.5
199.5
200.7
197.6
197.0
196.3
195.8

205.7
202.5
200.2
195.4
23.1
23.5
194.4
194.1
191.9
192.8
193.2
192.2
192.1
196.3
197.1
195.2
189.4

Source: Ministry of Labor, Report on Monthly Labor Survey, each issue
Table 13-8 Monthly Average of Normal Working Hours by Industry:
Enterprises with 10 or More Employees

(Unit: Hours)
TransporFinance·
tation ·
Retail ·
Utilities
Insurance· Social and
All
Manufac-t
Construc- Wholesale, Storage
(Electricity,
Private
Mining
Real Estate
Industries
uring
tion Restaurants,
and
gas, water)
and Business Services
Hotels Communic
Services
ations

1980
1985
1987
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

195.3
192.7
191.5
185.2
181.4
181.3
180.5
181.3
188.8
181.0
180.9
179.6
179.1
183.3
180.5
181.1
180.4

165.8
163.5
156.1
148.5
143.3
153.1
151.3
155.2
159.1
163.4
169.9
169.2
169.4
170.1
168.6
165.6
169.6

197.9
194.9
193.1
185.7
181.8
180.5
179.3
180.8
180.5
180.6
179.5
178.3
176.2
182.0
179.0
177.9
176.6

184.8
185.7
184.7
178.6
182.6
181.1
183.4
183.0
180.6
181.7
181.9
183.0
183.8
185.4
181.7
182.5
180.8

197.7
197.7
193.6
189.4
186.7
187.0
187.3
186.9
188.0
187.8
186.9
185.2
185.6
186.8
183.3
185.6
183.7

205.4
200.2
199.0
191.9
189.1
188.5
187.1
185.7
186.2
185.5
185.5
183.7
184.8
187.6
184.9
184.6
183.2

181.5
182.6
187.3
183.0
177.4
177.4
175.8
175.1
173.6
174.2
181.6
179.5
178.7
185.3
182.8
182.0
178.7

Source: Ministry of Labor, Report on Monthly Labor Survey, each issue

192.0
190.4
189.0
185.6
182.8
183.8
183.5
182.5
182.0
181.5
179.3
177.7
178.3
180.8
178.3
184.4
188.4

194.8
193.4
191.5
187.5
14.3
13.9
184.8
184.1
181.7
182.2
183.2
182.3
184.0
185.1
182.7
183.2
180.6
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Table 13-9 Monthly Average of Overtime Working Hours by Industry:
Enterprises with 10 or More Employees

(Unit: Hours)
TransporFinance·
Retail ·
Utilities
tation ·
Insurance· Social and
All
Manufac-t
Construc- Wholesale,
(Electricity,
Private
Mining
Storage and Real Estate
Industries
uring
tion Restaurants,
gas, water)
Communica and Business Services
Hotels
tions
Services

1980
1985
1987
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

31.2
32.8
33.9
28.5
28.1
26.9
26.1
25.1
25.0
26.0
24.6
23.4
20.1
24.8
25.6
22.7
20.3

18.0
16.2
14.5
16.1
14.1
18.3
20.1
21.6
22.5
27.0
20.4
21.6
20.6
22.5
24.9
24.6
25.5

35.7
38.5
41.6
34.3
34.4
33.5
32.3
31.4
31.2
33.1
30.5
29.3
23.8
35.2
35.2
31.8
30.6

28.6
31.5
32.5
30.6
24.9
29.8
30.1
25.7
26.7
30.7
34.1
30.5
28.8
26.0
27.8
30.8
26.1

23.2
14.9
15.4
12.9
12.1
11.1
12.5
15.3
11.0
11.0
8.5
8.1
6.8
8.9
9.5
7.0
6.8

15.3
16.8
15.8
16.4
17.3
19.1
19.3
16.3
16.0
15.4
12.2
11.2
9.2
11.2
10.4
11.0
9.9

40.9
48.2
37.8
35.4
34.4
34.3
33.8
29.9
30.5
32.8
32.4
30.5
28.6
31.7
31.9
31.3
29.3

5.9
8.3
7.9
7.6
6.4
8.1
9.3
15.5
17.5
16.4
21.2
21.8
22.4
16.8
18.7
11.9
7.3

10.9
9.1
8.7
7.9
8.8
9.6
9.6
10.0
10.2
10.6
10.0
9.9
8.1
11.2
14.4
12.0
8.8

Source: Ministry of Labor,『Report on Monthly Labor Survey』, each issue.

and service positions. Once again, this shows that overtime hours are
attributable for the long working hours of manufacturing workers.
These overtime hours appear to have increased steadily during the
crisis years in the late 1990’s.

3. Changes in the Working-Hour Legislations
The concept of statutory working hours was first addressed in
Korea in the Labor Standards Act established in May 10, 1953.
Though this first Labor Standards Act specifies 8 hours of work per
day or 48 hours per week as the standard working hours, there was
some leeway for extended working hours as the weekly hours could
be extended up to 60 hours with the consent of the concerned parties.
Work hours could also be extended with a special permission from
the Ministry of Social Affairs. The legal working hour limit for
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harmful or dangerous jobs were 6 hours a day or 36 hours a week.
Minors were permitted to work 7 hours a day or 42 hours per week.6
When this version of the Labor Standards Act was revised in 1980,
no changes were made to the standard working hours. However, the
provisions on overtime working hours were amended, and the
flexible working hour system running on four-week shifts was
permitted. In other words, the revised Act stipulated that standard
working hours equaled 8 hours a day or 48 hours a week, and that a
maximum of 12 overtime hours were permitted with the consent of
the concerned parties.
And, once again with the consent of the workers, the employer can
flexibly manage the working hours (exceeding 8 hours a day or 48
hours a week on certain designated days or weeks) in 4-week shifts so
long as the 4-week average does not result in more than 48 hours of
work per week.7
On March 29, 1989, the standard weekly working hours were
reduced from 48 hours to 44 hours. A supplementary provision
stipulated a grace period of until September 30, 1991 for certain
industry-types specified by the Minister of Labor and until September
30, 1990 for the rest of the enterprises with less than 300 employees
during which the legal working hours would be adjusted to 46 hours.8
Thus, all businesses other than those specified otherwise were
subjected to the 46-hour-provision as of October 1, 1990 and larger
enterprises with 300 or more employees and the finance and
insurance industries to the 44-hour provision. And starting October
1991, the 44-hour workweek plan was applied to all businesses.
Even in the all-out revision of the Labor Standards Act in 1997,
the working hour provisions for the standard hours remained intact.
6
7
8

Article 42, 43, and 55 of the Labor Standards Act established in 1953.
Article 42 of the Labor Standards Act, 1980 revision
Supplementary Provision 3, Article 42 of the Labor Standards Act, 1989 revision
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Instead, additional stipulations that permitted a more flexible
management of working hours were inserted along with some
provisions on recess. For instance, working hours, excluding recess,
could not exceed 44 hours a week. The order of the wording was
changed to put the weekly statutory hours before the daily limit so
that the stipulation read ‘44 hours a week or 8 hours a day.’ This way,
the 8 hours could function as the ceiling for the daily working hours.9
Also, the use of the biweekly flexible work-hour arrangement or the
monthly flexible work-hour arrangements were permitted (with a
signed agreement with the labor representative for the latter
arrangement) along with the flex-time system and the discretionary
work-hour system.10 11
,

9

Article 49 of the 1997 revision of the Labor Standards Act; Lim, Chong-Yul, Labor
Laws, 1999, p. 378
10 Article 50, 51, 56 of the Labor Standards Act, 1997 revision
11 The 1997 revision of the Labor Standards Act includes various other contents as
follows in addition to those mentioned above. With respect to an employee who
is engaged in harmful or dangerous work, the working hours should not be in
excess of six hours per day or thirty-four hours per week (Article 46, Industrial
Safety and Health Act). If the parties concerned reach agreement, working hours
may be extended up to twelve hours per week, and under special circumstances,
an employer may extend working hours with the approval of the Minister of
Labor and consent of workers (Article 52, Labor Standards Act). An employer
shall allow a recess period of more than 30 minutes for every 4 working hours and
more than 1 hour for every 8 working hours during the working hours (Article 53,
Labor Standards Act). An employer shall allow a worker more than one-day
holiday with pay per week on average (Article 54, Labor Standards Act). An
employer shall pay additional remuneration of more than fifty percentage points
of normal remuneration for extended work (Article 55, Labor Standards Act). If it
is difficult to compute working hours because a worker carries out his duty in
whole or in part outside the workplace in order to do business or for other
reasons, it shall be deemed that the worker concerned was working during
contractual working hours. (Article 56, Labor Standards Act). An employer shall
allow one day’s leave with pay per month (Article 57, Labor Standards Act). An
employer who runs a business which falls into the category of special businesses,
if the employer has agreed in writing with the representative of workers, may have
workers work in excess of twelve hours per week or pay change recess hours
(Article 58, Labor Standards Act). An employer shall grant 10 day’s leave with pay
to those who have offered work without an absence throughout a year and 9 days’
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In 2003, the 40-hour workweek plan was adopted at long last after
much difficulty. The statutory working hours were reduced from 44
hours a week to 40 hours (Clause 1, Article 49), and the working
hours of minors were revised from 7 hours a day, 42 hours a week to
7 hours a day, 40 hours a week (Article 67).
Various additional measures were instituted to mitigate the increase
in labor costs incurred by the new revision. Employers were no
longer responsible for compensating the workers for their unused
vacation days or leaves if the worker had chosen not to take the days
off despite encouragement from the management (Clause 2, Article
59). The term of flexible work-hour arrangements was extended from
one to three months, while the working hour limit was reduced from
56 hours per week to 52 hours (Clause 2, Article 50). A flexible
compensatory system was instituted so that overtime work can be
compensated in the form of vacations instead of wages (Clause 2,
Article 55).
In order to prevent a sudden decrease in the number of working
days, menstrual leaves were changed from paid leaves to unpaid
leaves (Article 71). The annual and monthly paid leave system was
also modified. Before the revision, a worker was entitled to a total of
22 leave days a year, consisting of 12 monthly paid leave days and 10
annual paid leave days (if the worker had no unexcused absence in
leave with pay to those who have registered more than 90 percent attendance
during one year. An employer shall offer a worker who is employed more than
two consecutive years one day’s paid leave for each year of consecutive
employment years. However, if the total number of leaves exceeds twenty days,
normal wages may be paid for the number of days in excess of twenty days, in
place of paid leave (Article 59, Labor Standards Act). An employer may have
workers take a paid leave on a particular working day in substitution for the
monthly paid leave or the annual paid leave if the employer and the representative
of workers have reached agreement in writing (Article 60, Labor Standards Act).
The provisions on working hours, recess, and holidays shall not be applied to
workers who work in certain businesses or areas including agriculture (Article 61,
Labor Standards Act).
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the previous year). This plan was revised to grant only 15 days of paid
leave for those who had an attendance of over 80% in the previous
year. And in contrast to the past when one more annual paid leave
day was granted for each consecutive year of service, a worker now
needs to work two consecutive years to add a paid leave day (with the
exception of the first leave which will be granted following the first
year of service). Before, if the total number of earned leave days
totaled over 32 days a year, workers could be compensated for the
additional days with regular wages. The revision changed this upper
limit to 25 days. The revision also directs employers to grant one paid
leave for each month of work without an absence for workers with
less than one year of service (Article 57 and Clause 1, 2 of Article 59).
This revision of the Labor Standards Act was accompanied by a
number of supplementary provisions intended to prevent the sudden
loss of competitiveness in corporations because of the amendment.
For a temporary term of three years after introducing 40-hour work
week, the upper limit on weekly working hours was partially lifted to
permit 16 hours of overtime work instead of 12, and the premium on
the first 4 hours of overtime work was adjusted from 50% to 25%.
The implementation dates were set in phases to mitigate the impact
of the revision. The public sector, finance and insurance industry, and
businesses with 1,000 or more employees were given a grace period
of until July 2004, while businesses with 300 or more employees were
given until July 2005. The implementation dates for enterprises with
100 or more employees, 50 or more, and 20 or more are July 2006,
July 2007, and July 2008, respectively. The date for smaller businesses
with less than 20 workers is to be determined by a Presidential decree
before 2011. But as there were risks that these measures would result
in wage cuts for workers, the supplementary provisions specified that
the wage level and ordinary wages of workers should not be reduced
as a result of the revised measures. Moreover, the provisions called
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for an update of existing collective agreements and employment
guidelines so that they effectively reflect the overall changes of the
Labor Standards Act.

4. The Reduction of the Statutory Working Hours to
40 Hours per Week
As of 2003, the biggest issue concerning working hours is whether
or not they should be reduced to 40 hours a week. Though the matter
has been a long standing agenda of the Korea Tripartite Commission
and the National Assembly, the debate is still ongoing.
The history of the proposal for the 40-hour plan and its
background are far from simple. In 1997, the Asian financial crisis
struck Korea in full force, pulling the rug from under the national
economy and resulting in mass layoffs. The idea of reducing the
working hours was brought up during this time as a means of
‘work-sharing’ to overcome the problems of mass unemployment and
faltering job security. The Tripartite Commission, entrusted with high
responsibilities regarding labor policies, established the Working
Hour Committee in 1998 and the Special Committee on Working
Hour Reduction in 2000 to enable labor, management, and the
government to get together and discuss the high-level guidelines as
and details for the work-hour adjustment. Such efforts bore fruit as
the tripartite representatives reached an agreement on October 2000
to reduce the statutory working hours to 40 hours a week. They also
agreed to improve the holiday · vacation and leave plans to match
international standards in order to provide better working conditions
and quality of life for Korean workers (refer to the appendix).
However, labor and management continued to clash over the details
of the implementation plan. Agendas that seemed to be nearing a
conclusion would fall through at the last moment as interest groups
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resisted. With such confrontations occurring repetitively, the
Tripartite Commission broke off the negotiations for working hour
adjustment in July 2002. The government proceeded to develop a
proposal for a Labor Standards Act revision based on the discussions
carried out to that point. The proposal passed through the Regulatory
Reform Committee and the Cabinet Council and was submitted to
the National Assembly on October 2002. But the conflict between
labor and management kept on, and the Assembly delayed the
decision whether to pass the proposal.
Amidst such development, the 40-hour workweek plan was quite
naturally associated with the five-day workweek plan by the general
public. In 2002, some companies started to adopt the plan as an
agenda for their collective wage negotiation. In July 2002, the
Ministry of Government Administration and Home Affairs started
implementing the five-day workweek scheme once a month to the
civil servants on a trial basis, and the education sector also announced
its plans to adopt the scheme. As for the private sector, the Korean
Federation of Financial Labor Unions and the banking industry
embraced the plan by modifying their vacation and leave systems and
reaching an agreement with the management on the preservation of
wage levels. The securities companies soon followed suit. In 2003, the
five-day workweek scheme was included in the agenda for collective
bargaining in larger enterprises. In July, the National Metal Workers
Union managed to win the plan in their collective bargaining without
any sacrifice of their wages or working conditions. As the five-day
workweek plan spread in such a manner, the business circles became
concerned that the development may be against their interests.
Deciding that the government proposal was a better alternative to
what was going on at the moment, they changed their stance and
started calling for the proposal to be passed promptly by the
Assembly. In response to the mounting pressure, the Assembly set
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out to consider the bill. The labor side was also jolted into action as
the Korea Confederation of Trade Unions (KCTU), which had so far
refrained from participation in the tripartite discussions, collaborated
with the Federation of Korea Trade Unions (FKTU) to draw up the
labor proposal. In the midst of all this, Hyundai Motors succeeded in
adopting the five-day plan through a collective agreement without any
changes in working conditions. In light of the situation, labor and
management sat down together in August 2003 at the Environment
and Labor Committee of the National Assembly for another round of
negotiation, but failed to reach an agreement because neither side was
willing to back down. On August 21, 2003, the bill for the Labor
Standards Act revision with the 40-hour workweek plan was passed
by the Environment and Labor Committee, and through the plenary
session on August 29 (a minority bill reflecting the demands of the
labor sector was also submitted but the original bill was passed with
minimal changes).

5. The Effects of the Working Hour Reduction
Changes in working hours have both positive and negative effects
that do not coincide with the business cycle. The economic climate at
the time the new institution is introduced (the phase of the business
cycle), corporate human resources management systems including
wages and working hours, the manner of implementation, and the
response of labor and management are some of the factors that
influence the impact of the negative and positive effects.
If working hours are reduced while preserving the wage level, the
negative effects would include the increased burden of wages and
labor costs for businesses which may undermine the price
competitiveness of their products. Also, rising commodity prices,
increasing labor demands in small and medium-sized enterprises, and
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more industrial conflicts are also some of the expected negative
Table 13-10 The Effects of the Working Hour Reduction
Positive Effects

Negative Effects
- Reduction in the number of actual - Rise in wages and labor costs (which
working hours
in turn leads to rising commodity
Short-term - More job opportunities created by
prices and undermine price
(Direct)
businesses in need of additional
competitiveness of businesses)
labor
- Labor-management conflicts in the
initial stages of implementation
- Workers get to spend more time - Increase in irregular employment
with family and for leisure (better - Increase in labor intensity leads to
more stress for workers
quality of life)
- Increase in labor productivity
(changes in labor management,
more capital goods)
- Decrease in employment as
- Five-day workweek encourages
manpower is replaced by capital
more spending by workers and
goods
stimulates domestic demand
- Industries that require low labor costs
(recreational activities and
move out to other sites (to nations
industries are boosted)
Long-term
that offer cheap labor and less
- Pressure for restructuring
demands for sophisticated working
expedites industrial restructuring
conditions)
(More capital goods investment,
search for competitiveness
enablers other than cheap labor)

effects. On the other hand, the reduction in working hours can create
more job opportunities, stimulate domestic demand as workers have
more chances to spend, and also promote the development of the
culture, game and sports industries that can benefit from the increase
in recreational activities. Productivity growth, faster industrial
restructuring, and better quality of life for workers are also some of
the expected benefits (see Table 13-10).
Negative effects such as wage hikes and increased labor costs are
immediately apparent and are monetary losses. Therefore, they tend
to be more pronounced than the positive effects that take time to
show up and are not easily justifiable in numbers.
The degree of increase in wages and labor costs depends on the
method used to preserve the wage levels, as well as on how well the
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productivity growth would offset the increase in costs. The fallouts of
the working hour reduction such as reduced price competitiveness
and rise in price index are also some of the related factors. If a
company’s workforce is mostly comprised of clerical and
administrative workers, the productivity growth would be more than
enough to offset the 4 less hours of work caused by the Saturday
taken off. The same would apply for professionals whose
remunerations are mostly project or performance-based and for
workers who rarely have overtime work. However, things are slightly
different for the manufacturing enterprises whose production volume
is directly proportional to the number of hours put in, businesses that
do not have much room for productivity growth, and companies that
are very short on labor and are highly dependent on overtime work to
meet their production demands. For such businesses, working hour
cuts without wage level adjustments equals to wage hikes and would
translate directly into increased labor costs, loss of competitiveness,
and increase in commodity prices. As to how the varying degrees of
wage increases in different industries and businesses would affect the
overall economy is a hot topic of debate.
Job creation effects are also a point of contention. International
case studies show that the impact of working hour reduction on job
creation differs from country to country. Studies report that job
opportunities are affected by the unique economic condition of the
nation (such as the phase of the economic cycle, work sharing,
whether or not productivity growth is possible). Productivity growth
and job creation are mutually contradictory concepts. If a company
cuts its working hours and realizes a 100% productivity growth from
its existing workforce, the company has no reason to hire more hands.
As these workers are paid the same wages as before, there is no wage
increase, and the company sees no changes in employment while the
productivity level is maintained. But if there is no more room for
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productivity growth while the production demand is raised by
economic growth, then the business should employ more workers
even if it means an increase in costs because the investment can bring
in greater profits.
Therefore, we can see that the three effects of working hour
reduction – the labor cost hikes, productivity growth, and job
creation – are intertwined and offset the negative and positive effects
of one another. Thus, policy developers should carefully consider
what their ultimate objective is in order to design the institutions that
can maximize the intended effects. At the same time, businesses
should do an objective analysis of its present condition to decide
whether or not it is necessary to convert to a human resource
management schemes that manage its wages and working hours.
The most sensitive issue would be the small and medium-sized
enterprises (SMEs). SMEs in Korea are experiencing various
difficulties in the course of industrial restructuring. Most of them
have difficulties securing manpower because SMEs are not the
workplace of choice for new job seekers. As a result, these enterprises
are highly dependent on overtime work to meet their production
demands and the use of foreign workers to make up for the labor
shortage. Working hour reduction would increase the burden of
overtime wages on these already pressed companies and may make it
altogether impossible for them to stay afloat. Of course, the reduction
is not the cause of labor shortages in SMEs. The problem lies in the
fact that the reduction definitely exacerbates the situation for these
enterprises.
Another issue that deserves our attention is the reason SMEs are
experiencing so many hardships during industrial restructuring. No
industry experts would answer yes to the question whether SMEs
would be able to fare better and not have labor shortages if not for
the work-hour reduction. The problems faced by SMEs are not just
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limited to the labor issues. They have difficulties raising funds in a
financial market that favors larger enterprises, and are also plagued by
inefficient logistics and distribution. Their subcontracting contracts
with large corporations are far from fair, and the payments they
receive for their goods and services are usually promissory bills that
aggravate their cash flow. The lack of R&D capabilities and marketing
know-how is also a problem just as serious as the labor shortage.
Moreover, market environments are rapidly evolving, threatening the
very survival of SMEs that are not able to address these problems
adequately. In light of the situation, it is important to take a phased
approach in implementing the reduced work hours to the SME sector
so as not to add salt to the wound. Also, measures that supplement or
support the implementation are in need. But these measures would
prove fruitless unless the labor shortage issue, caused by the new
labor market entrants shirking SME employment, is effectively
resolved.
Working hour reductions without downward adjustment in income,
and the introduction of the five-day workweek, in particular, are
expected to have macroeconomic effects on the national economy by
boosting spending and stimulating domestic consumption. There is
no concrete number yet to show the weight and dimensions of the
impact, but most people agree that the leisure and recreation industry
including entertainment and tourism would be one of the first
beneficiaries of the new scheme.12 But no one is certain whether this
equates an improvement of leisure life for all Koreans. It is because
the leisure and recreation infrastructure of Korea is quite poor and
requires the individual users to bear most of the cost. The
introduction of the five-day workweek in such environment would
12

Refer to LG Economic Research Institute (2001), Korea Tourism Research
Institute (2001), Samsung Economic Research Institute (2000)
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further widen the gap in recreational life between the low and high
income brackets, and some show concern that the discrepancy may
even grow into a social issue. Therefore, it is paramount that the
public sector bear the responsibility of building the necessary
infrastructure that will enable the nation’s citizens to enjoy their spare
time at low cost.
The easily overlooked, but most important positive effect of
working hour reduction is the increase of spare time. More spare time
can translate to better quality of life. But since its value cannot be
quantified, its importance is often underestimated when being
compared to the negative effects that are explicitly demonstrated in
hard numbers. If the spare time can be used wisely along with the
improvement of necessary infrastructure, it will result in more
investments in human capital and the advancement of the society as
community activities increase. Workers will also be able to spend
more time with their families and thus contribute to the development
of family-unit culture. These are just some of the priceless benefits of
additional spare time. Though the value of such effects cannot be
judged on a monetary basis, we need to bear in mind that they can
certainly contribute towards the advancement of our society.
As has been discussed so far, both positive and negative effects
accompany the reduction in working hours. The impact of the
40-hour plan is more far reaching than the previous adjustments
because it is linked with the five-day workweek scheme that can
dramatically change the lifestyle of workers.
In short, businesses see an increase in labor costs if work hours are
reduced. The positive effect of the reduction that can offset the
increased cost is productivity growth. But productivity growth can be
realized only if both the businesses and workers put in the necessary
efforts whereas labor cost increase simply comes along with the
institutional changes. Therefore, the ‘potential’ productivity growth is
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not enough to persuade businesses to embrace the new plan with
open arms. SMEs relying on overtime work or already troubled by
labor supply issues are especially worried that their labor shortage
would be aggravated even further by the new scheme because the
relatively late enactment date for SMEs can lead to a premature efflux
of workers as working conditions improve first in other sectors.
Therefore, policy measures and supports that can suppress the
anticipated adverse effects of the working-hour reduction plan must
be devised in time for the implementation.

Appendix : The Basic Agreement on Working Hour
Reduction (Korea Tripartite Commission,
October 23, 2000) – Full Text
As the new century dawns, Korea faces the challenge of establishing
a new order in all aspects including the economy, society, and culture.
In the case of working hours, an average Korean worker puts in
nearly 2,500 hours of work each year. There is a national consensus
that the working hours need to be reduced and the related systems
for wages, holidays, and vacations be improved to grant better quality
of life for workers and to enhance national competitiveness in order
to better meet the challenges of the 21st century.
Against this backdrop, Korea Tripartite Commission launched the
‘Special Committee for Working Hour Reduction’ on May 17, 2000 to
adapt to the changes in labor environments and to build the
framework for cooperative industrial relations. To this end, the
committee worked on the necessary preparations for reducing the
working hours and improving the related systems for wages, holidays,
and vacations.
On the basis of the October 21, 2000 agreement reached by the
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Special Committee, the Tripartite Commission agreed to improve ‘the
working hours and the related systems for wages, holidays, and
vacations’ to grant better quality of life for Korean citizens, and to
bring up corporate competitiveness to a level appropriate for the new
era.
Our basic objective in improving ‘the working hours and the
related systems for wages, holidays, and vacations’ is to reduce the
number of work-hours to less than 2,000 hours a year as soon as
possible, with considerations made for the industry and the size of
businesses.
To this end, we will work for a prompt revision of the Labor
Standards Act to reduce the statutory working hours to 40 hours a
week, and to successfully introduce the five-day workweek plan into
the Korean economy. Additionally, the holidays and vacation · leave
system will be improved and modified to the level of international
standards and the number of holidays and vacation · leaves that are
actually taken by workers shall be increased.
Moreover, we shall develop measures to assist labor-management
cooperation in ensuring maximum benefits of the new work-hour
scheme and the improved holidays and vacation · leave system so
that their implementation does not undermine the income level of
workers or cause problems in industrial production.
Through such institutional reforms, we will also promote changes
in the mindsets and practices so that Korea can break away from the
old, volume-oriented management paradigm and take the initiative to
transform itself into a more productive and stronger regime.
The reduction of working hours is an important issue that has
far-reaching effects on the lifestyle of our citizens. Thus, we are fully
aware that it needs to be accompanied by improvements in the
practices and institutions in various corners of our society.
Educational systems should also be adjusted accordingly, and
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numerous other measures are in order to establish a sound and
healthy recreational culture and to provide the citizens with a wider
array of choices through which they can improve themselves.
We agree on the following with the belief that the present reform
on working hours will serve as the cornerstone for better workfare
and stronger competitiveness of our industries.
= Following =
1. By improving ‘the working hours and the related systems for
wages, holidays, and vacations’, reduce the number of working hours
from the current level of 2,497 hours a year to less than 2,000 hours
in the shortest time possible.
1. Carry out the work-hour improvement so that it is a win-win
reform for both workers and employers. The reform should provide
workers with better quality of life and enhance their initiatives. It
should also provide better opportunities for employment, education,
and training for workers and allow employers to achieve better
corporate competitiveness through improved productivity.
1. As the work-hour improvement would have far-reaching effects
on the lives of the citizens, it should be pursued on the basis of
national consensus and conform to international standards so as to
improve the citizens’ quality of life.
1. The government shall submit the revision proposal for the
Labor Standards Act within the year to reduce the working hours to
40 hours a week so as to enable the five-day workweek scheme to
settle into the Korean society as soon as possible.
1. Develop measures to reduce the working hours and to increase
work productivity. Voluntary reduction of overtime and holiday
working hours of enterprises should be encouraged and efficient time
management plans developed.
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1. The government shall consider various measures to expedite the
reduction of working hours, as well as to create a social environment
favorable for the five-day workweek scheme through measures such
as the five-day school week plan, more educational opportunities, and
building a better leisure · recreational infrastructure.
1. Work to improve national awareness and practices so as to
maximize the benefit of the working hour reduction.

Chapter 14

UNEMPLOYMENT STRUCTURE AND
UNEMPLOYMENT SCHEMES
Jeong, Insoo∗

1. Introduction
The unemployment structure of Korea can be divided into three
phases: the pre-Asian financial crisis years, mid-crisis years, and
post-crisis years. There had been little demand for unemployment
schemes during the pre-crisis years as the labor market was enjoying
full employment thanks to the flourishing national economy. Thus,
the unemployment schemes developed and implemented during the
crisis years could be regarded as the first of its kind in Korea’s
modern history. The post-crisis unemployment schemes were focused
on specific groups having difficulties entering the labor market such
as the youth. The schemes were also involved in establishing mid to
* Vice President, Korea Labor Institute/ Ph.D. in Economics, State University of
New York at Binghamton, U.S.A/ Main field of study and research:
unemployment schemes, labor market/ Main research papers and publications:
Changes in the Internal Labor Market of Enterprises (2002); A Study on the Regional Labor Market
(2002), etc.
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long-term countermeasures such as the streamlining of the labor
market infrastructure.
Thus, it seems rational to examine the changes that took place in
the Korean unemployment structure and measures before, during,
and after the Asian financial crisis. In particular, this chapter will pay
special attention to the unemployment structure and schemes of the
crisis years. As for the post-crisis years, youth unemployment and
related measures will be discussed in detail as they are the key areas of
interest of the period.
Section 2 will outline the unemployment structure by year and Section
3 will cover changes in the unemployment structure and schemes during
the crisis years. Finally, in Section 4, we will discuss youth unemployment
which characterizes the post-crisis unemployment structure, and the
measures that were devised to resolve the issue.

2. An Overview of the Unemployment Structure by
Year (1987~2002)
2.1 Changes in Unemployment Rates
The unemployment trend of Korea between 1987 and 2002 is
shown in Figure 14-1. During the pre-crisis years between 1987 and
1997, unemployment rates were at a very low level of 2.0~3.1%, and
the average unemployment rate and the average economic growth
rate, as shown in Table 14-1, were 2.51% and 7.79%, respectively. In
short, unemployment was hardly an issue during these years.
However, in 1998, after one month following the financial crisis,
the unemployment rate peaked at 7.0%. Though the rate dropped
slightly to 6.3% in 1999 and 4.1% in 2000, unemployment was
definitely recording heights unseen in the pre-crisis years. Economic
growth rate in 1998 was -6.7%.
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Figure 14-1 Unemployment Rates and Economic Growth Rates
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Table 14-1 Average Unemployment Rates and Economic Growth Rates Prior
to the Asian Financial Crisis

Unemployment Rates
Economic Growth Rates

1987~97
2.51
7.79

1998~2000
5.80
4.50

2001~2002
3.45
4.70

Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Note: The arithmetic means of the unemployment and economic growth rates of
each term (the same applies for the following tables).

Though it made an impressive recovery to 10.35% in 1999 and
9.3% in 2000, the performance was more of a rebound to the massive
drop in 1998 than actual growth. Moreover, the average unemployment
rate was 5.8%, hovering at an unprecedented level despite the
recovery in economic growth rates.
Neither the average unemployment rate nor the economic growth
rate managed to return to its pre-crisis level during 2001~2002,
posting 3.45% and 4.70%, respectively.
A comprehensive examination of the unemployment numbers
reveals that the unemployment structure of Korea can be largely
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divided into the three phases of the pre-crisis years, mid-crisis years,
and post-crisis years.
2.2 Changes in Unemployment Structures by Age Group,
Sex, and Educational Attainment
In examining the unemployment structure, it is necessary to pay
special attention to the changes occurring in the pre- and post-crisis
years by age group. The youth group (15~29 years), in particular, is
worth noticing. In most age groups, unemployment rates declined
after hitting the ceiling in 1998. However, even with the continuous
contraction, the youth unemployment rates during 2001~2002 were
still at an alarming level of 7.1%. Though it is true that the youth
unemployment rates were twice the total unemployment rate even
before the financial crisis, the problem lies in the fact that the high
unemployment rate was not the only problem plaguing this age group.
As will be discussed in Section 4, youth unemployment is a much
bigger problem for the age group than we suspect. Due to the lack of
decent jobs and the market’s preference for experienced workers, the
amount of time needed in successfully finding a job has increased
significantly for the young job seekers.
The structural change in unemployment rate by sex, before and
after the crisis, is not that significant. The unemployment rate of the
female workers before the crisis was 1.9% and only 1% point lower
than the 2.9% of men. The 1~2% point difference held steady
throughout the crisis years. During 2001~2002 after the crisis, the
difference was 1.1% point as women posted 2.8% and men 3.9%. But
if we consider that unemployment has increased since the crisis, the
1% point difference, though the number itself may still the same as
before the crisis, implies that women’s unemployment has increased
over the pre-crisis years. This trend also seems to be correlated with
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the rise in women’s labor participation.
After the crisis, changes in unemployment structure can also be
explained in terms of educational attainment. Before the crisis,
university graduates had the most difficulty landing jobs (3.7%).
However, high school graduates topped the list as the most
unfortunate both during and after the crisis. Unemployment rates
among the different educational level groups is also yet to recover the
pre-crisis level of 1987~97.
Table 14-2 Changes in the Unemployment Structure by Age Group

1987~97
1998
1999
Total
2.5
7.0
6.3
15~29 Years
5.5
12.2
10.9
30~39 Years
1.6
5.7
5.3
40~49 Years
1.3
5.6
5.2
50~59 Years
1.0
5.3
5.1
60 Years and Older
0.4
2.4
2.3
Source: Korea National Statistical Office, Annual Report on
Population Survey, each annual issue.

2000
2001~2002
4.1
3.5
7.6
7.1
3.4
2.9
3.3
2.4
2.9
2.2
1.3
1.1
the Economically Active

Table 14-3 Changes in the Unemployment Structure by Sex

1987~97
1998
1999
2000
2001~2002
Total
2.5
7.0
6.3
4.1
3.5
Men
2.9
7.8
7.2
4.7
3.9
Women
1.9
5.7
5.1
3.3
2.8
Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Table 14-4 Changes in the Unemployment Structure by Educational Attainment

1987~97
2.5

1998
7.0

1999
6.3

2000
4.1

2001~2002
3.5

0.8

4.2

3.8

2.4

1.8

Middle School Graduates

2.0

7.9

6.9

4.4

3.3

High School Graduates

3.3

8.3

7.6

4.8

3.9

University Graduates and
Above

3.7

4.9

4.5

3.1

3.0

Total
Elementary School
Graduates or Lower

Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
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3. Unemployment Structure and Unemployment
Schemes During the Crisis
3.1 Foreword
Since 1980, Korea had witnessed an annual average economic
growth of 7.9% for 17 years. The financial crisis of the late 1997,
however, reduced the growth rate to a record low -5.8% in 1998. This
led to a rapid increase in the unemployment rate from the 3.2%
annual average rate prior to the crisis to 6.8% in 1998. Following the
peak at 8.4% in the first quarter of 1999, the unemployment has
declined to 3.5% in the second quarter of 2001 and further to 2.9% in
the second quarter of 2002.1
Therefore, if we take the seasonal effect of the first quarter of 2001
into consideration, the mass-unemployment period brought on by the
economic crisis were the three years of 1998-2000. The crisis caused
dramatic changes in our society. The revision of the labor law made
dismissal of employees quite easy. This led to a change in the concept
of employment. People began to realize that being employed
throughout life by changing jobs is more important than maintaining
life-time employment at one workplace. Economic restructuring and
massive unemployment caused by the foreign exchange crisis brought
about economic recession, forcing the government to implement the
unemployment scheme for the first time in its history.
The unemployment schemes that have been implemented in Korea
have the characteristics of active labor market policy. They placed
more emphasis on the conditions that help the unemployed return to
1

A total of 3 years from 1998 to 2000 shall be considered as the period affected by the
financial crisis judged by the unemployment rate and the economic growth rate.
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work, rather than simple implementation of relief measures.
The study aims to examine the basic framework of unemployment
schemes and evaluate their major achievements in order to provide
policy recommendations for the future.
Figure 14-2 Trends in Unemployment during the Financial Crisis
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3.2 The Basic Framework of the Unemployment Schemes
3.2.1 Basic direction

The basic direction of the unemployment schemes that have been
implemented thus far can be summarized as the following:
First, the rapid and consistent restructuring in the fields of finance,
business, public and labor have helped to enhance the competitiveness
of enterprises and created conditions for job creation.
Second, the education and training system was improved to meet
the needs of the information and knowledge-based society and thus
to enhance the employability of people. For the involuntarily
unemployed who lost jobs due to the economic restructuring, various
education and training programs were implemented to help them
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return to work. These programs aimed at enhancing the nation’s
competitiveness as well as reducing unemployment.
Third, the coverage of a social safety net for the unemployed was
expanded. This expansion based on the development of Employment
Insurance (EI) and *the social security system contributed to
stabilizing the lives of the unemployed and reduced social instability.
On the one hand, the expansion of the social safety net was sought
through the top-down approach by developing the EI system. On the
other, the coverage of public assistance was expanded for the low
income unemployed through the bottom-up approach, to reduce the
number of people who are not protected by the social safety net.
Fourth, efforts were made to enhance the efficiency of
unemployment schemes by constantly checking and assessing the
performance of unemployment measures, and by promoting
participation of social groups.
Unemployment measures were designed according to the type of
the unemployed. The unemployed were divided into two groups:
those who recently became unemployed and the long-term
unemployed. For those newly unemployed due to few employment
Figure 14-3 The Basic Framework of the Unemployment Measures
Unemployment Scheme
Active Measures

Measures that Help and
Protect the Unemployed

Vocational Training &
Livelihoods Protection
Job Maintenance Support
Job Creation
Job Placement Services
for the Unemployed
- government-supported internship
program
- support for employment adjustment
- vocational training for the re-employment
ofbenefits
the unemployed
unemployment
- human resources development
program
small
and medium
sizedhouseholder
enterprises
- support for jon creation
- training
foratthe
unemployed
- femaleloan programs
for the unemployed
- forest cultivating
- mutual aid program for construction
workers program - expansion of job security offices
- guarantee for wages
establishment
of DB related- to
public sectors
- support for child care center- at
work
establishment
of centers for working women
social welfare
- provision of information on- jobs
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Figure 14-4 Unemployment Measures by Type of Unemployment
New

Previously
employed

Those who newly became
unemployed due to the difficulties in
finding jobs

-Vocational training at universities and colleges
-Vocational training by internship program at large
companies

Middle-aged or elderly unemployed
due to the close down of business or
bankruptcy who used to be
self-employed

-Loans for business establishment
-Assistance for those returning to the farm
-Self-supporting assistance for small businesses

Those who used to work at
companies but became unemployed
due to bankruptcy, close down of the
business or dismissal
The unemployed who used to work
as regular workers at establishments
with 5 workers or more

Those eligible for
unemployment benefits

Those ineligible for
unemployment benefits

The unemployed who used to work as
regular workers at establishments that are
not covered by the employment insurance

Those unemployed who used to work
as temporary, hourly and daily
workers

-Expansion of the
unemployment benefits
-Training for the
reemployment of the
unemployed
-Public works prog
rams
-Loans for livelihoods
protection
-Vocational training

-Preparation for expansion of
Employment Insurance(EI)
-Public works programs
-Loans for livelihoods protection
-Vocational training

The unemployed who
are able to earn their
livings

The low-income
unemployed

Homeless

-Public works programs
-Loans for livelihoods
protection
-Preparation for the
expansion of EI for
temporary and hourly
workers
-Assistance regarding
livelihoods, education and
health care
-Public work programs
-Provision of
accomodations and foods
without charge
-Care center for the
homeless

opportunities, various training programs were implemented by
universities, colleges, and large companies. For the unemployed
whose business had been closed down or bankrupted or who used to
be self-employed and are in the second half of their working life,
measures such as loans for business establishment, financial
assistance for those who are returning to the farm, and
self-supporting assistance for small businesses were implemented. For
the unemployed who used to work in regular jobs at establishments
with 5 workers or more and are eligible for unemployment benefits,
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the coverage of benefits were expanded and training programs that
aim to help them return to work were implemented. For those who
are ineligible for unemployment benefits, opportunities to participate
in public works programs, loans for livelihoods protection and job
training programs were provided. For regular workers at establishments
with less than 5 workers, the coverage of EI was expanded gradually,
with supportive measures being provided through public works
programs, loans for livelihoods protection and vocational training
programs. For the unemployed who used to work as temporary,
hourly or daily workers and are able to earn their livings, public works
programs, loans for livelihoods protection and vocational training
programs were implemented. Moreover, the coverage of EI was
expanded to cover temporary and hourly workers. For the
low-income unemployed, assistance was provided regarding
livelihoods, education and health care. Public works programs and
vocational retraining programs were also implemented for them. For
the homeless whose number has increased dramatically due to the
recent foreign exchange crisis, protective measures were provided by
relevant facilities.
3.3 Main Achievements of the Unemployment Scheme
With an annual budget of 5,332.1 billion won, the unemployment
scheme benefited 4,302 thousand people in 1998. 438 thousand
benefited from public work programs, 781 thousand from the job
maintenance support, 386 thousand from the vocational training, 441
thousand from unemployment benefits, and 109 thousand from loans
for the unemployed.
As the number of the unemployed continued to rise in 1999,
the government implemented a much more comprehensive
unemployment scheme. The government spent a budget of 7,453.6
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billion won in the year, with a special focus on job creation and
maintenance, enhancement of employability, expansion of the social
safety net, and expansion of the delivery system of the unemployment
scheme. 5,740 thousand persons have benefited from the scheme
including: 1,525 thousand from the public works program, 667
thousand from the job maintenance support, 399 thousand from
vocational training, 463 thousand from unemployment benefits and
99 thousand from the loans for the unemployed.
In 2000, several improvements were made. New measures include:
continuous implementation of measures designed to create
short-term as well as long-term jobs, establishment of education and
training systems that meet the needs of the knowledge-based society,
improvements in the delivery system of unemployment schemes,
expansion of the coverage of EI, early settlement of a national basic
livelihood security system, and more active implementation of
unemployment measures. In particular, a special focus has been on
active labor market policies such as measures to enhance the
employability of workers through job skills development. In addition,
unemployment measures were designed according to the type of the
unemployed: the temporary workers, young workers and the
long-term unemployed. Characteristics of the different unemployed
groups were taken into account in designing the measures. A
substantial decline in unemployment in 2000 can be attributable to
economic recovery and the successful implementation of
unemployment schemes. With the budget of 5,023.7 billion won, the
unemployment scheme has benefited about 3,280 thousand
unemployed persons. In particular, 340 thousand benefited from job
maintenance support, 740 thousand from the creation of short-term
jobs, 195 thousand from vocational training and 2,000 thousand from
the loans for livelihoods protection.
In 2001, a budget of 2,906 billion won was allocated for a
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comprehensive unemployment scheme aimed at keeping the
unemployment rate at the 3% level. In an effort to create jobs,
supportive measures were provided to IT·BT industries and SOC
investment was increased. In addition, 200 thousand unemployed
persons participated in vocational training programs which were
aimed to meet both the demands of the labor market and individual
needs of the unemployed. Moreover, the expansion of the labor
market infrastructures to stabilize employment and improvements in
vocational counseling services helped to improve job placement
services.
Table 14-5 Main Achievements of the Unemployment Schemes

(Unit: 100 Million KRW, Thousand persons)
1999

1998
Classification
Total
Job maintenance
support

Budget

Provision of
10,444
short-term jobs
Vocational
training and job
9,011
placement services
·Vocational
training for the 8,351
unemployed
·Job placement
services

Spen- BenefiSpen- BenefiSpen- BenefiBenefiBudget
Budget
Budget
ding ciaries
ding ciaries
ding ciaries
ciaries

56,672 53,321
1,224

660

4.302 92,400 74,536 5,744 59,220 45,176 3,284 30,866
781 4,832

1,016

339

3,665

1,076

9,252

438 26,218 23,272 1,525 11,000 12,680

742

6,750

549

7,765

386 6,868

6,260

399

4,305

3,731

195

4,797

224

7,151

386 5,935

5,563

399

3,509

3,090

195

4,007

224

796

641

614

-

933

2,028

697

667

-

3,663

2,258

1,125

Livelihood
protection for the 35,993 35,179
unemployed
·Unemployment
8,500 8,050
benefits
·Loans for the
7,500 7,153
unemployed
·Livelihood
13,791 13,791
protection

·Temporary
livelihood
protection
·Others

2001

2000

-

790

2,697 54,482 42,976 3,153 40,252 27,749 2,008 13,468
441 15,012

9,362

109 11,382

6,078

463 10,109

337

3,511

250

8,737

279

796

10

3,559

31

1,160 14,531 14,531 1,175 17,090 15,943

893

-

-

-

-

99

5,092

2,558 2,558

599 8,616 8,741

893 6,046 5,601

652

3,644 3,627

388 4,941 4,264

523 1,915 1,898

203

Source: Ministry of Labor.

-

1,172

27
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3.4 Evaluation
3.4.1 General evaluation

After the foreign exchange crisis, the crisis of mass unemployment,
which resulted in 1,780 thousand unemployed persons and an
unemployment rate of 8.6%, was overcome due to the active
implementation of unemployment schemes.
In the third quarter of 2001, the unemployment rate and the
number of unemployed persons dropped to 3.4% and 730 thousands,
respectively. The scheme can be evaluated as a success, given that it
was the first unemployment scheme implemented in the nation's
history. Factors underlying the success include: active policy measures
to help the unemployed get back to work; an emphasis on job
creation; the extension of recipients of unemployment benefits
despite the short history of employment insurance which was
introduced in 1995.
However, several issues worth noting include: First, a rise in the
number of non-standard workers2 such as temporary and daily
workers, and the widening gap between regular and non-standard
workers in terms of employment security and pay level; Second, the
deterioration of the structure of youth labor market; 3 Third, the
underdeveloped public job safety net. With respect to the
employment insurance, small number of beneficiaries and low benefit
level, compared to other OECD countries, called for particular
attention; Fourth, the lack of funds, the small number of beneficiaries
and the low benefit level raise the question of whether the Law on
National Basic Livelihood Security could play the intended role of
enhancing social security and productive welfare; Fifth, the
deterioration of the income distribution system. It should be noted
2
3

Problems of the labor market will be discussed later in detail.
Problems of the labor market will be discussed later in detail.
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that the income of the lower-paid 20% decreased by 8%, while the
average income of higher-paid 20% has been increased.
3.4.2 Evaluation of korea’s unemployment budget as compared
with that of developed countries

Comparing Korea’s unemployment budget during the nations’
foreign exchange crisis (1998~2000) with that of developed countries,
the ratio of unemployment budget relative to GDP in 1999, when the
budget reached its peak, ranks somewhat in the middle among
advanced countries (see Table 14-6).
In 1998, the ratio was 0.64% in Korea, more than quadrupling
from the 0.15% in 1997, the year preceding the financial crisis. Even
then, the figure was still lower than the ratio in Germany (3.54%),
France (3.18%), the U.K. (1.18% ), and Japan (0.74%), but higher
than that of the US (0.42%). In 1999, the rate in Korea was 0.88%.
Compared with Germany (3.42%), France (3.11%), the U.K. (0.98%),
Japan (0.75%), and the US (0.42%), this figure is similar with that of
the U.K., and is at the median level of OECD countries. The rate
dropped to 0.55% in 2000 as a direct result of the decline in rate.
Meanwhile, concerning the proportion of active and passive
measures unemployment budget, Korea has a considerably higher
rate of active budget than advanced countries, with 78% in 1999 and
84% in 2000. 4
In addition, the ratio of the unemployment budget is standardized by
the unemployment (see Table 14-7), stood at 9.41% in 1998, 13.97% in
1999, and 13.41% in 2000, which is higher than that of the U.S., but
lower compared to Germany, France, Britain, and Japan. This shows that
4

The classification of budget for active measures and passive measures is done
according to the classification guideline developed by Martin John P. (OECD,
1998). Active labor market policy measures include public employment services,
labor market training, youth measures and employment subsidy. Passive measures
include unemployment related social benefits and early retirement benefits.
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the ranking remains the same regardless of whether the ratio was
standardized by the unemployment rate or not as in Table 14-6.
Comparing the budget for active measures in Korea with those of
developed countries (see Table 14-8), one can find that 60~70% of
the total budget is allocated to measures for the disabled.
Table 14-6 Ratio of Unemployment Budget to GDP in Developed Countries

(Unit: %)
Classification
Unemployment Rate
Unemployment
Budget/GDP
1997
Active
Passive
For reference: GDP
Unemployment Rates
Unemployment
Budget/GDP
1998
Active
Passive
For reference: GDP
Unemployment Rates
Unemployment
Budget/GDP
1999
Active
Passive
For reference: GDP
Unemployment Rates
Unemployment
Budget/GDP
2000
Active
Passive
For Reference: GDP

Korea

U.K.2)

2.6

7.0

France Germany
12.3

9.9

Japan
3.5

U.S.
4.9

0.15

1.19

3.19

3.76

0.52

0.42

(87)
(13)

(31)
(69)

(42)
(46)

(66)
(67)

(17)
(83)

(40)
(60)

453,267

794

8,225

3,667 507,552

8,636

6.8

6.3

11.8

9.3

4.1

4.5

0.64

1.18

3.18

3.54

0.74

0.42

(72)
(28)
443,367
6.3

(33)
(68)
787
6.1

(42)
(46)
8,207
11.2

(36)
(45)
(64)
(55)
3,784 519,936
8.6
4.7

(40)
(60)
8,666
4.2

0.88

0.98

3.11

3.42

.75

0.42

(78)
(22)

(35)
(65)

(42)
(59)

(38)
(62)

(33)
(67)

(40)
(60)

483,778

832

8,536

3,877 514,639

9,153

4.1

5.5

9.5

8.1

4.7

4.0

0.55

0.94

3.12

3.13

0.82

0.38

(84)
(16)

(39)
(61)

(44)
(56)

(39)
(60)

(34)
(66)

(39)
(61)

518,302

871

8,819

3,976 514,227

9,824

Source: OECD, OECD Employment Outlook, June 2000, pp.223-230; June 2001, pp.
230-241
Notes: 1) The values in the parentheses are the proportions of active and passive
budgets.
2) The U.K. data is from 1996.
3) GDP in billion national currency, at current prices.
4) The average active budget of the developed countries was 39% of the
total unemployment budget in 1999 and 40% in 2000.
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Table 14-7 Ratio of Unemployment Budget to GDP, Standardized by the
Unemployment Rate

(Unit: %)
Korea

U.K.

Germany

France

U.S.

Japan

Average*

1997

16.62

17.00

37.98

25.93

8.57

14.86

16.62

1998

9.41

18.73

38.06

26.95

9.33

18.05

20.09

1999

13.97

16.07

39.77

27.77

10.0

15.96

20.59

2000

13.41

17.10

38.64

32.84

9.50

17.45

21.49

Source: OECD, OECD Employment Outlook, June 2001.
Note: The Standardized Index of Unemployment Rate refers to the percentage rate
of the unemployment budget/GDP standardized by the unemployment rate.
To be precise, (Unemployment Budget/GDP)×100/(Unemployment Rate/
100) = (Unemployment Budget/GDP)×100/(Unemployed/Economically
Active Population)
* Average of the 5 nations excluding Korea
Table 14-8 Comparison of Budget for Respective Items of Active Measures:
2000

(Unit: %)
Korea
- Public Employment
Services
- Labor Market Training
- Youth Measures
Unemployed and
disadvantaged youth
Support for training
- Subsidized Employment
- Measures for the Disabled
Total Active Budget

U.K.

Germany France

U.S.

Japan Average*

8.7

35.1

18.7

12.5

26.7

39.3

26.46

19.6
2.2

13.5
40.5

27.6
6.5

20.6
30.1

26.7
20.0

10.7
-

19.82
24.28

2.2

10.8

5.7

15.4

20.0

-

12.98

67.4
2.2

29.7
2.7
5.4

0.8
25.2
22.0

14.0
30.1
6.6

6.7
20.0

46.4
3.6

14.83
22.22
11.52

100.0

100.0

100.0

100.0

100.0

100.0

Source: OECD, OECD Employment Outlook, June 2001.
Note: * Average of the 5 nations excluding Korea

The reason why the employment subsidy in Korea is particularly
higher is because the public works budget is included in the
employment subsidy, whereas it is not in other developed countries,
of where public works are led by the state government. If the public
works budget is excluded, the proportion would go down to 40% and
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be roughly the same as those of advanced nations.
Even excluding the public works budget, the budget allocated to
job placement services, measure for the youth, investment in the
public job security network, career counseling and employment
support for youth are lower than in developed countries.
3.4.3 Evaluation of the specific measures of the unemployment
scheme
(1) Job creation

The deregulation in financial and monetary policies, industrial
policies such as SOC investment, early purchasing of products made by
small and medium sized enterprises have helped reduce unemployment.
However, several problems worth noting include: the overlap of similar
programs and inappropriate support for certain enterprises. With
respect to supportive measures provided to small and sized enterprises
and venture capitals, without a clear distinction between the two. And
regarding the measures designed to support the establishment of
small-scale traders, the focus has been on what can be generally
regarded as 'hardware', such as the construction of buildings and
facilities. As a result, measures provided in software dimension, such as
the provision of information and consulting, were rather limited.
(2) Job maintenance support

With respect to the supportive measures for job maintenance,
eligibility conditions were relaxed and the benefit level was raised to
reflect changes in the labor market. Faced with the threat of soaring
unemployment, new measures were designed and implemented to
meet urgent policy needs. Measures for employment adjustment,
measures to prevent unemployment and measures to increase job
opportunities all helped to stabilize employment. However, the
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outcome of the job maintenance support, in particular, loans for the
reduction in working hours, fell short of expectation. This was partly
due to the reduced demand and complicated application process.
(3) Public works

Public works programs helped to reduce unemployment. One of
the underlying factors was the increased flexibility in deciding the
amount of labor input. Because most of the participants in the public
works programs were the elderly, women and workers with low
educational attainment, the provision of short-term works has helped
to protect their livelihoods. In particular, the public works programs
in the fields of information industry and forestry have proven to be
effective. However, the relatively short preparation period for the
program has raised several problems such as ineffective management,
low productivity, and the movement of workers from small and
medium sized enterprises and rural areas to public work programs.
(4) Vocational training

Vocational training programs contributed to protecting the
livelihoods of the unemployed by providing training programs to
200～400 thousand unemployed persons. Those unemployed used
them as an opportunity to enhance the employability. Furthermore,
the provision of training allowance was also useful in protecting the
livelihoods of those unemployed. However, despite the increase in
the number of vocational training programs, the underdeveloped
system for counseling and selecting applicants, the lack of a system
for assessing training institutions, and the incompatibility with
industrial demands resulted in the low employment rate and a large
number of dropouts (20～30% of the participants).5
5

Considering that the employment rates of the unemployed vocational trainees are
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Table 14-9 Employment Rate of Vocational Trainees

(Unit: %)
1998
1999
2000
2001
Employment Rate of
19.8
30.6
35.5
35.4
Vocational Trainees
Sources: Yoo, Wansik et al., Unemployment Schemes between 1998 and 2000, KLI,
Internal data, Ministry of Labor (August 2002)
Note: Year-on-year growth rates.

(5) Delivery system for the unemployment scheme

The expansion of infrastructures for employment security, the
opening and strengthening of employment security information
networks, the establishment of DB related to unemployment schemes
have all contributed to enhancing the effectiveness of unemployment
schemes. There has been substantial increase in the number of Public
Employment Services (PES) since the financial crisis. It also helped to
reduce unemployment by delivering unemployment measures such as
job placement services, vocational counseling, unemployment benefits,
and vocational training. However, it should be noted that the quality of
services has remained roughly unchanged despite the rapid increase in
the number of public employment offices. In addition, unsystematic
links between improvement services, employment insurance, and job
skills development prevented them from functioning as a
comprehensive employment-related information center.
(6) Expansion of the social safety net

In October 1998, the Employment Insurance (EI) expanded its
coverage to all firms with at least one employee. The Unemployment
Insurance (EI) also expanded its benefit coverage in April 1999. By
raising the number of insured employees and extending the duration
not that high even in the developed nations, it might not be appropriate to devalue
the Korean vocational training programs for the unemployed on the basis of the
trainees’ employment rate.
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for benefits, unemployment benefits have played a crucial role in
protecting the livelihood of the unemployed. Despite the expansion
of the coverage of EI, the recipients of unemployment benefits
account for 10% of aggregate unemployment. This can largely be
explained by the self-employed and unpaid-family workers who are
ineligible for unemployment benefits.

4. Unemployment Structure and Schemes for the
Youth since the Financial Crisis
4.1 Structural Changes in the Youth Labor Market and
Related Issues
4.1.1 Changes in youth unemployment rates over the last four
years

The unemployment rate in the 15~29 age group has been declining
since 1999. The trend over the last four years shows that the rate
peaked at 14.0% in the first quarter of 1999 but dropped to 7.8% in
the first quarter of 2002. The rate gained slightly to 8.4% one year
later and was higher than that of the pre-crisis year of 1997. But the
climb is not that significant considering the economic recession and
in comparison to the youth unemployment rates in other developed
economies.
An assessment of the youth unemployment rate by educational
attainment shows that the jobless rate of the high school graduates
(or those who left school before graduation) is about 1% point higher
than the university graduate group in 2002. This implies that the
former group was experiencing more difficulties in the job market
than the latter group (the higher unemployment rate of the university
graduate group than the high school graduate group seen in the
recent second quarter is an exception).
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It appears that the job-searching period for university graduates
has increased along with the degree of difficulty they feel in landing
jobs in time for their graduation. Meanwhile, high school graduates
are oscillating between employment, unemployment, and the
economically inactive state more frequently than before, which is a
cause for concern.
Table 14-10 Youth Unemployment
Attainment

Trends

by

Year

and

Educational

(Unit: Thousands, %)
1997

1998

1999

2000

2001

2002

2003. 1/4 2003. 2/4

Total

560(2.6) 1,490(7.0) 1,374(6.3) 913(4.1) 845(3.8) 708(3.1)

806(3.6)

751(3.3)

Youth, Qtr. 1

380(6.6) 603(11.0) 737(14.0) 512(9.6) 468(8.9) 410(7.8)

424(8.4)

362(7.3)

Youth, Annual

322(5.7) 655(12.2) 574(10.9) 402(7.6) 388(7.5) 341(6.6)

-

High School
Graduates and
Below

232(6.1) 487(15.1) 425(13.6) 281(8.9) 261(8.6) 218(7.5)

University Graduates 90(5.6) 168(10.0)
Economic Growth
Rate

5.0

-6.7

149(8.7) 121(6.6) 127(6.6) 123(6.1)
10.9

9.3

3.1

6.3

-

257(8.7) 190(7.0) 1)
167(7.9) 169(7.6)1)
3.7

-

Source: Korea National Statistical Office, Annual Report on the Economically Active
Population Survey, each annual issue.
Note: The data for the first and second quarters of 2003 are projections.
1) Projections for April and May, 2003.

4.1.2 Structural changes in the youth labor market: an
oversupply of university graduates and the rapid drop in
the demand for youths

The level of unemployment itself is less of a problem for the youth
labor market than the structural problem. The market is experiencing a
serious distortion in the balance of labor supply and demand by
educational attainment. In terms of supply, the number of university
graduates (including those from junior colleges) have increased by 160
thousand (49%) from 324 thousand in 1995 to 484 thousand in 2002,
showing how the supply has surged to the point of oversupply in only a
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few year’s time. The ratio of high school graduates advancing to
universities from general high schools has increased from 54% in 1985
to 87% in 2002, and the average advance rate from vocational high
schools has also surpassed 70%, indicating an excessive concentration
of the youth population on university education.
In contrast to the surge in university graduates, the number of the
so-called ‘decent jobs’ have declined rapidly in recent years. Thus, the
average job-searching period has become a lot longer than before, as
it takes as long as 8.5 months before the job-seeker decides to accept
the reality and take what is available in the market.
On the demand side, the number of decent jobs sought after by
university graduates, namely job opportunities at the top 30
conglomerates, public enterprises, and the financial industry, has
contracted by as much as 290 thousand positions over the last four
years. Thus, it stands to reason to believe that the degree of difficulty
experienced by job-seekers would be stronger than what the hard
numbers indicate.
Meanwhile, due to reasons such as uncertainties in the economic
front and rapid changes in the industrial structure, companies prefer
to recruit on a need-basis rather than hiring workers en masse during
recruiting seasons at the end or beginning of a year. Moreover, there
Table 14-11 Employment Trends in Decent Jobs: Fulltime Workers

(Unit: Persons)
1997. 10(A) 1998. 10
Total
Top 30
Conglomerates
Public
Enterprises
Financial
Industry

1999 10.

1,526,801

1,355,803

903,668

771,234

717,611

175,227

167,676

447,906

416,893

2000. 10 2001. 10(B)

1,258,762 1,253,391

(B)-(A)

1,237,466

-289,335

712,092

702,075

-201,593

153,662

152,668

154,104

-21,123

387,489

388,631

381,287

-66,619

Source: Employment Insurance Database (the most recent data is from October
2001 edition).
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is an increasing preference for experienced workers, especially among
the 30 largest businesses, public enterprises, and the financial
institutions that most of the young job-seekers are aspiring to join.
According to the employment insurance database, entry-level
recruiting accounted for 65% and the hiring of experienced workers
35% of total hiring in 1997. In 2001, the proportion was reversed to
24% and 76% for entry-level and experienced workers, respectively.
4.1.3 Difficulties in transition from school to work

One reason for the high youth unemployment rate relates to the
difficulties in transition from school to work. The difficulties
experienced in the transition process can be divided into the difficulty
involved in entering the first job, and the frequent turnover that
occurs when the individual fails to settle oneself securely into his or
her position. The「Youth Data Module File of the Korea Labor and
Income Panel Survey」(May, 2000 issue) published by the Korea
Labor Institute can be analyzed to assess the first-job entry issue.
According to the survey, the proportion of university graduates who
failed to find a job within one year, three years, and five years after
graduation was 30.4%, 18.0%, and 9.0%, respectively. Within the first
five months after graduation, the chance of securing an employment
is 24.0%. However, the probability plummets to 3~4% once that
threshold point is breached. Moreover, the wage level of a worker has
an inverse relationship with the amount of time one spends looking
for a job.
4.1.4 The lack of mid-sized enterprises and regional gaps in
youth employment

In Korea, job opportunities at the mid-sized enterprises favored by
young job seekers are too limited. Employment at mid-sized
enterprises or establishments with 30~499 employees only accounts
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for 29.1% of total employment. Thus, there is a serious shortage of
mid-sized enterprises that is needed to make up for the huge decrease
in labor demand at large enterprises which occurred during the
financial crisis. Employment at small enterprises with 30 or less
employees accounts for over half of all jobs at 57.6%, but these
positions are shirked by young job seekers because of the poor wages
and working conditions. Therefore, developing mid-sized enterprises
that offer better wages and working conditions than the small
enterprises (though they may not be as attractive as those of the large
enterprises) is a challenge that needs to be addressed.
It appears that the employment rates of the non-metropolitan areas
lag behind the national average by 5~10% points, signaling the need
for youth unemployment specific to each region. The low
employment rate in areas other than Seoul is caused by the fact that
Seoul is the economic, political and social center of the nation, and
job opportunities in other regions are very limited. Thus, a certain
degree of decentralization is in need. Considering that each region
varies in its industrial characteristic, local governments should lead
the development and implementation of regional unemployment
measures tailored to meet the needs of the respective region.
4.2 Future Policy Challenges
Youth unemployment issues can be summarized as follows: the
discrepancy in the labor supply and demand of the highly educated
youths caused by the concurrent increase in university graduates and
the drop in job opportunities at major enterprises; the difficulties in
transition from school to work; unemployment problems of those
with high school education or less (including middle and high school
dropouts); and the shortage of mid-sized enterprises and the
unwillingness of the young job-seekers to work at SMEs. One of the
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first things that needs to be done in order to resolve these issues is to
disclose the employment rate of all majors and classes at universities
so that those considering university education can do a proper
cost-benefit assessment prior to commitment. The academic
background of applicants should also be disclosed in full to
businesses, so that these end-users of labor can make an informed
decision and the labor market can function smoothly. In the long run,
universities should gain full independence from the Ministry of
Education for their admission processes.
In order to ensure a smooth transition from school to work,
internship programs should be supported by the employment
insurance fund. Business-academic collaboration should be fostered,
and curriculums should become more practical. The tailored
education courses provided by some junior colleges would be an
excellent example of such a step. It would also be an option to
lengthen the summer vacation to at least two months and shorten the
winter break accordingly so that students can do internships or get
job experience at SMEs (3 months). Giving credits for work
experience would also be an effective measure.
In the case of middle or high school dropouts, the priority should
be to identify the vocational training needs of this group and to
designate vocational training facilities specializing in youth training in
each region. It is necessary to develop programs that interest the
youth, and also meet the requirements of the SME positions that are
experiencing labor shortages. Giving credits for vocational training
would also be an effective incentive for those who dropped out of
school. Having job counselors from employment security centers
accompany the dropout youth to job interviews appears to have a
positive effect on employment rates and should thus be supported
financially.
Job placement services should be improved as job counseling and
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placement are extremely important for increasing the employment
rate of the long-term unemployed among high school graduates and
the newly unemployed graduates. Job counselors should be well
qualified for their roles and labor demand data should be properly
organized and updated on a real time basis. Internships, vocational
training programs, and job placement services should be grouped
under one policy package and used to set up a job placement system
specializing in youth employment. This system should be able to
provide job opportunities that match the ability and preferences of
youths seeking work.
Local governments should be encouraged to take responsibility for
resolving youth unemployment. Also, employment promotion
strategies should be developed for the service industry. The local
unemployment statistics published by the Korea National Statistical
Office are only disclosed by the local governments at the moment.
Therefore, it is necessary to set up a regional unemployment statistics
system for an annual survey of unemployment characteristics and to
develop unemployment strategies tailored to local needs.
Employment security centers should exhibit promotional materials
on good SMEs to provide information on the kind of jobs available at
such enterprises. The government should work to improve workers’
perception of SMEs by identifying good-performing SMEs and
advertising SME support policies. Moreover, the government must
support the SMEs’ efforts to improve working conditions so that
these enterprises can become more attractive workplaces for young
job seekers.
Last but not least, the government should also support the
development of a job-creating program for the vulnerable youth with
high school education or less in the ‘social and economic’ sector. Jobs
in the ‘social and economic’ sector refer to temporary and contract
jobs of the community-level related to social welfare, job security, and
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collection and management of public data, as well as public service
employment opportunities created through the expansion of local
community centers, local public health centers, physical training
centers, cultural facilities, and job security centers.

Chapter 15

JOB SKILL DEVELOPMENT
Lee, Byung-Hee∗ · Kim, Jooseop

**

1. Introduction
Job skill development plays an important role in developing an
individual’s career, in enhancing corporate competitiveness, and in
promoting economic development. Developing the skill and
competency of a worker not only contributes towards employment
security and higher income but also enables enterprises to secure and
foster human resources needed to maintain their competitive edge.
Moreover, the effective development, utilization, and allocation of
human resources can catalyze economic development beyond what is
normally permitted by the limited amount of physical resources.
Despite such an array of benefits offered by job skill development
* Research Fellow, Korea Labor Institute/ Ph.D. in Economics, Seoul National
University, Korea/ Main field of study and research: labor economics, human resource
development / Main research papers and publications: School-to-Work Transition and Policy
Issues (2001); Analysis of the Youth Labor Market (2002), etc.
**Director of Research Planning and Coordination Office, Korea Labor Institute/
Ph.D. in Economics, Iowa State University, USA/ Main field of study and research:
labor economics, human resource development/ Main research papers and
publications: A Study on Job Skill Development with Labor-Management Participation (2002), etc.
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for both the employer and the employee, investment in human
resource development has not been made enough. One of the
frequently cited reasons for this lack of investment is the possibility of
market failure. Vocational training offers higher social benefits than
private benefits. Because of this externality, vocational training is very
likely to suffer under-investment if left to market principles. If the skills
attained through training are general or transferable and can be also
used by many other employers, then companies, wary of manpower
poaching, would slash their training investments. The imperfect nature
of the labor market, the capital market, and the training market also
leads to the under-investment in vocational training. At times, the labor
market lacks the mechanism to evaluate or acknowledge the skill
acquired by workers through training. In terms of the capital market,
workers may have difficulties in bearing the expenses of training due to
the limit in their credit. As for the training market, there may be not
enough information on the quality or the performance of training
programs, and a perfect contract may be unachievable. In addition, the
failure of efforts to coordinate a fair share of the costs and benefits for
vocational training between labor and management has led to
under-investment in vocational training (OECD, 2003).
Korea has been implementing various institutions and policies
aimed at promoting the development of skills and competencies
needed for the national economic growth. State intervention along this
line contributed towards economic development through actively
rearing skilled resources in the industrialization phase. However, it is
also true that the government failed to deal efficiently with the changes
in labor demand brought on by technological developments and
intensifying market competition. Moreover, the existence of
government-led initiatives has also acted as a roadblock in the
development of vocational training in the private sector.
In the present chapter, we will trace the historical background of the
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support system for job skill development as well as its delivery system
to look at how the vocational training system has evolved from a
government-led initiative to one that now involves the private sector
and promotes lifelong learning. We will also identify the current
challenges faced by the job skill development system.

2. Historical Background of the Job Skill Development
System
2.1 Mandatory Vocational Training System
Korea’s vocational training has been developed as one of the
measures for supplying the skilled labor needed for the nation’s
economic growth. The basic framework for its institutionalization was
put into place with the enactment of the ‘Vocational Training Act’ in
1967. This was when the 1st Five-Year Plan for Economic
Development ended and the 2nd Five-Year Plan was being launched.
Judging that vocational high schools were not enough to meet the
demand for skilled-labor, the government implemented the
‘Vocational Training Act’, which encompassed all the existing efforts
related to vocational training such as the Decree on the Development
of Skilled Resources of the Labor Standards Act and the Industrial
Education Promotion Act. The Vocational Training Act was a symbol
for the government’s commitment to develop the skilled labor required
by the economic development plan in a systematic manner. Vocational
training was largely classified into public vocational training and
in-house vocational training. Public vocational training centers
including the Choongang Vocational Training Center (1968), Handok
Pusan Vocational Training Center (1971), Jungsoo Vocational Training
Center · Chooncheon Vocational Training Center · Daegu Vocational
Training Center (1973) were all set up during this period. Meanwhile,
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in-house training was pretty much left up to the businesses and was not
subjected to government regulation. The government simply tried to
encourage companies to carry out in-house training by subsidizing part
or all of the training expenses. This subsidy would be paid if the
business’ in-house training programs were approved by the
Commissioner of the Labor Administration. However, the number of
participating enterprises declined dramatically as the subsidy was
stopped in 1970 (Korea Research Institute for Vocational Education
and Training, 1998).
In 1976, the ‘Basic Vocational Training Act’ was passed in line with
the national economy’s move towards heavy · chemical industries, and
it was a turning point for the vocational training system. The 1973
declaration for the transition towards heavy · chemical industries and
the construction boom in the Middle East led to a shortage in skilled
labor and a surge in labor costs. Faced with the predicament, the
government compelled the businesses to carry out vocational training.
For example, the ‘Act on Special Measures for Vocational Training’ of
1974 mandated businesses with 200 or more full-time workers to
provide training programs for at least 15% of their full-time workers
starting in 1975 and levied penalties on those that failed to comply. But
this measure of fines and offense records brought resistance from the
companies. In light of the overall situation, the previous Vocational
Training Act and the Act on Special Measures for Vocational
Education and Training were amalgamated into one and gave birth to
the Basic Vocational Training Act in 1976. This Act required all
establishments with 300 or more full-time workers to carry out training
programs for the percentage of workers announced each year.
Companies that failed to comply were subjected to a vocational
training levy which was used to set up the vocational training
promotion fund for various vocational training projects.
Figure 15-1 represents the trend in craftsman training from 1967 to
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1996 by provider type. A total of 2,597 thousand skilled workers
received vocational training over this period. The number of workers
trained by public training institutes and accredited training institutes
(which are private training institutes with government approval)
increased slowly over the years without any significant jump or drop,
while the number trained by in-house programs started soaring in 1975
when the law mandated the training, decreased throughout the 1980s,
and started rising rapidly again in the 1990s.
Figure 15-1 Trend in Craftsman Training by Training Institute
800

Public

In-house

Accredited

700
(Thousands)

600
500
400
300
200
100
0
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1977-81 1982-86

1987-91
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Source: Ministry of Labor, Report on Vocational Training Programs, 1997. 8.

The shift in the scale of craftsman training at companies can usually
be explained with changes in the government’s vocational training
policies. The range of businesses required to train their workers has
steadily expanded. The target of the 1974 law was all establishments
with 200 or more full-time workers. But faced with objections from the
business sector, the scope was adjusted in 1975 to establishments in the
six industries of mining, manufacturing, electric · gas and water
(utilities), construction, transportation · storage and communication,
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and services with 500 or more full-time workers. The range of target
businesses was expanded to 300-employee businesses in April 1977, to
200-employee businesses in July 1989, and to 150-employee businesses
in 1992. But with the launch of the Job Skill Development Program
under Employment Insurance System in July 1995, the scope was
reduced to business establishments with 1,000 or more employees. As
a result, the number of businesses required to have vocational training
programs had increased substantially to 3,776 in the first half of 1995
from 1,012 in 1977. The percentage requirement for the number of
workers to be trained was announced each year by industry and
business size. In the beginning, the percentage was based on the
number of full-time workers working in the company. However, total
wages were adopted as the standard starting in 1987 because many
employers had the tendency to meet the requirement by providing only
low-cost training programs.
Table 15-1 shows the training results of the businesses mandated to
carry out in-house training. The average requirement level for in-house
training amounted to an impressive 6% of full-time worker in the late
1970s, and more than 60% of the required businesses carried out the
training. But when the drive towards heavy · chemical industries lost
steam in the 1980s, the compliance rate plummeted. Hoping to
reactivate the in-house training initiatives, the state increased the
mandatory trainee percentage but did not see much result. For example,
the mandatory trainee percentage increased fourfold from 0.176% of
total wages in 1989 to 0.716% in 1994 but the proportion of companies
running the program actually decreased from 24.3% to 22.5%. With
the mandatory vocational training system failing to add life to the
in-house training initiatives, the system underwent a fundamental
reconsideration. On the quality front, 96.9% of the craftsman trained
by the in-house programs between 1982 and 1992 turned out to have
acquired skills which are essentially not much different from
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non-skilled labor. This shows that businesses were responding to
government stipulations in a perfunctory fashion, and that the
mandatory in-house training system had failed to motivate corporate
vocational training (Lee, Joo-Ho, 1996).
Table 15-1 Changes in Training Records at Firms with Mandatory In-house
Vocational Training

(Unit: Number of establishments, %, Persons)
Establishments
required to
implement the
training (A)
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986

1,012
1,095
1,223
1,103
1,103
1,106
1,185
1,263
1,341
1,398

1987
1988
1989
1990
1991
1992
1993
1994
1995.1~6
1995.7~12
1996
1997
1998

1,537
1,573
1,612
2,575
2,675
3,417
3,577
3,753
3,776
390
377
373
359

Average Training
Requirement (%)
(of full-time workers)
5.7
6.2
6.7
3.14
4.13
2.44
1.78
1.82
1.73
1.63
(of total wages)
0.173
0.195
0.176
0.300
0.479
0.619
0.673
0.716
0.671
0.831
0.739
0.679
0.614

Establishments
Ratio of
that implemented Establishments Number of
the training that implemented Trained
(B)
the training (A/B) Workers
673
774
723
669
485
507
382
268
519
356

66.5
70.7
59.1
60.7
44.0
45.8
32.2
21.2
38.7
25.5

66,213
48,406
30,131
20,960
22,011
23,876
19,042

239
403
392
505
507
551
686
843
602
273
284
301
313

15.5
25.6
24.3
19.6
19.0
16.1
19.2
22.5
15.9
70.0
75.3
80.7
87.2

14,774
20,560
17,570
31,363
52,602
122,457
122,151
152,030
79,725
160,413
151,303
173,686
258,127

Source: Ministry of Labor, Report on Vocational Training Programs, each annual issue.
Notes: 1) Businesses mandated to implement vocational training were those with 200
or more full-time workers as of January 1975. The requirement was adjusted
to businesses with 500 or more employees at the end of 1975, and to those
with 300 or more workers in April 1977. The number of employees
determining obligatory requirement was further adjusted to 200 in July 1989,
250 in January 1992, and 1,000 in July 1995.
2) The criteria for imposing training obligation was changed from the number
of full-time workers to the total wage ratio in 1987.
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Table 15-2 In-house Craftsman Training by Type of Training Course

(Unit: Persons, %)

1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997

Initial Training

Further Training

16,948 (74.2)
11,327 (85.5)
13,559 (68.9)
10,547 (64.8)
14,340 (54.6)
25,155 (47.8)
40,969 (33.5)
36,990 (30.3)
50,137 (33.0)
37,722 (23.5)
33,255 (22.0)
28,312 (16.3)

5,882 (25.8)
1,916 (14.5)
6,115 (31.1)
5,731 (35.2)
11,926 (45.4)
27,282 (51.9)
81,488 (66.5)
84,886 (69.5)
100,148 (65.9)
122,353 (76.3)
117,504 (77.7)
144,611 (83.3)

Job- Conversion
Training
165 (0.3)
275 (0.2)
1,745 (1.1)
338 (0.2)
544 (0.4)
763 (0.4)

Total
22,830 (100.0)
13,243 (100.0)
19,674 (100.0)
16,278 (100.0)
26,266 (100.0)
52,602 (100.0)
122,457 (100.0)
122,151 (100.0)
152,030 (100.0)
160,413 (100.0)
151,303 (100.0)
173,686 (100.0)

Source: Ministry of Labor, Report on Vocational Training Programs, each annual issue

There was also a dramatic change in the demand for vocational
training in the 1990s. The trend toward higher education led to a
decline in the number of trainees in the initial training courses, while
the demand for further training and job-conversion training increased
as the industrial structure changed rapidly. In response to the situation,
the Basic Vocational Training Act was revised to provide more support
for training programs with increasing demand. Table 15-2 shows the
trend in in-house craftsman training by training course. The table
shows that the focus of in-house training shifted from initial training in
the 1980s to further training in the 1990s. The pronounced increase in
the scale of vocational training in 1992, as shown in Figure 15-1, is due
to such an increase in further training.
2.2 Transition to the Job Skill Development Program under
Employment Insurance
The vocational training system consisting of government-led
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initiatives for establishing public vocational training centers and for
mandatory in-house training programs failed to respond flexibly to the
changes in corporate labor demand and ended up being accused as the
roadblock to voluntary training programs.
In response to the situation, the Job Skill Development Program
under the Employment Insurance System was launched in July 1995
with the goal of transforming the obligatory in-house training system
to a demand-oriented system. The Job Skill Development Program was
similar to the previous vocational training levy system in the sense that
the employer covered by the employment insurance scheme pays the
premiums. However, the Program adopted the levy-grant system and
gives the employer subsidy on the training costs for the
government-approved courses, regardless of the insurance premium
paid by the employer. Moreover, the training market was opened to
allow for-profit organizations, schools and individuals, in addition to
non-profit organizations. Also the requirements of training courses
eligible for subsidy have been relaxed quite substantially, thereby
expanding considerably the scope of training available to firms.
Another important distinction can be found in the fact that the Job
Skill Development Program acts as a labor market policy that enhances
the employability of the unemployed and encourages self-directed
learning as well as assists corporate training in order to respond to
changes in the labor market environment.
But there were some worries that if the mandatory in-house training
system was abolished at once, the in-house vocational training,
especially the initial training hosted by the employer, would contract
rapidly. Therefore, the training obligation was to be maintained for the
time being for establishments with 1,000 or more employees and at the
same time the Job Skill Development Program was applied to those
with 70 or more workers. But such a dual arrangement not only
undermined the consistency of the national training programs but also
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restricted the activation of the Job Skill Development Program. It was
because many parts of the Program, which aimed to encourage the
voluntary job skill development in the private sector, was subjected to
the regulations stipulated in the Basic Vocational Training Act (Yoo,
Kil-Sang et al., 1997).
Therefore, the Vocational Training Promotion Act for Employees
was established and the Basic Vocational Training Act abolished in
1999, placing all enterprises under the application of the Job Skill
Development Program. The Vocational Training Promotion Act for
Employees also eliminated the mandatory in-house vocational training
and set the Job Skill Development Program under Employment
Insurance System as a key institution for lifelong learning.
The main objective of the Vocational Training Promotion Act for
Employees was to promote the job skill development of the private
sector and to streamline the public vocational training programs in
order to promote the skill and competency throughout working life. As
the goal of the vocational training changed to the lifelong development
of job skill, deregulation and motivating schemes were implemented to
foster the growth of the private training market.
First, businesses and workers were offered a much wider chance to
participate in training. When the mandatory vocational training system
abolished and all business establishments are covered by the Job Skill
Development Program, vocational training programs were reinforced
to cover not just the manufacturing jobs but also the clerical,
administrative, and the ICT positions. Moreover, several measures are
introduced to encourage corporate training investment. Large
enterprises were also motivated to support the vocational training of
related SMEs.
Second, the training market was opened up so as to lay the
foundation for a job skill development of the private sector. In the past,
only the nonprofit corporations approved by the Labor Minister were

Job Skill Development(Lee, Byung-Hee· Kim, Jooseop)

517

Table 15-3 Participation Rates of the Job Skill Development Program:
1995~2002

(Unit: Establishments, %, 1,000 Persons, 100 Million KRW)
1995 1996
1997
1998
1999
2000
2001
2002
Covered
38,953 43,723 47,427 400,000 601,394 693,414 806,962 825,531
Establish- Assisted
380 4,529 8,863 25,926 43,850 86,692 94,410 62,293
ments
Participation
1.0
10.4
18.7
6.5
7.0
12.5
11.7
7.5
Rate
Covered
4,204 4,331 4,280 5,268 6,054 6,747 6,909 7,171
Assisted
10
107
200
588 1,030 1,367 1,730 1,739
Workers
Participation
0.2
2.5
4.7
11.2
17.0
20.3
25.0
24.3
Rate
Amount of Subsidy
18
335
630 2,619 4,212 4,042 3,870 3,983

Source: Ministry of Labor, Report on the Job Skill Development Program, July 2003

eligible for government support. But as the requirements were relaxed
and the training market opened up, profit-driven enterprises, schools,
and individuals were also allowed to take part in the training market. By
enabling the various training institutes to join and compete in the
training market, an upgrade in quality could also be expected.
Table 15-3 shows the participation rates of the Job Skill
Development Program. The Job Skill Development Program has
continuously expanded the subsidy for private vocational training, as
well as its scope of coverage. The level of assistance was not high
enough at the initial stage, but has grown dramatically since the mass
unemployment crisis that erupted in the Program’s third year (1998).
As of 2002, the number of employees taking part in the training with
the Job Skill Development Program assistance reached 1,739 for that
year, and the training participation rate of the insured stood at 24.3%.
This demonstrates that the Job Skill Development Program has taken
root as the most important assistance program that promotes skill
development of employees.
Table 15-4 shows the assistance provided by the Job Skill
Development Program by type. One of the most significant
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achievements of the Job Skill Development Program is its role in
helping the unemployed find proper jobs by considerably expanding
job training since the 1998 mass unemployment crisis. Despite several
problems concerning the appropriateness of trainee selection and the
impact of training (Lee, Byung-Hee, 2000), vocational training has
performed as an active labor market policy by raising the
reemployment rate of the unemployed in the labor market and
enhancing their employability.
Second, a substantial change brought on by the Job Skill
Development Program is the shift in the focus of vocational training.
In the past, the main goal of the training was to nurture technical
manpower by initial training. With the implementation of the Job Skill
Development Program, the emphasis has now moved on to lifelong
learning for workers. The Job Skill Development Program relaxed the
regulatory stronghold on businesses and provided subsidies to help
businesses conduct training programs that meet their specific needs on
a voluntary basis. In 1994 before the employment insurance scheme
was introduced, the number of employees trained within the company
under the mandatory vocational training system rested at 152,000, but
as of 2002, the number of workers trained with employment insurance
assistance jumped more than 10 times, reaching 1.687 million.
Third, the Job Skill Development Program has a provision to
subsidize the training costs or provide loans for employees’
self-directed skill development. Ever since the financial crisis, lifelong
employment has ceased to exist and labor mobility has become more
active, thus the incentives for corporate training investment have been
gradually curtailed. The responsibility of skill development is gradually
being transferred on to employees, but so far the assistance for
self-directed training of workers under the Job Skill Development
Program remains very minimal.

Job Skill Development(Lee, Byung-Hee· Kim, Jooseop)

519

Table 15-4 Assistance Provided by the Job Skill Development Program by
Type: 1997~2002

(Unit: Establishments, Persons, Million KRW, %)

Total

Assistance to
Employers

Assistance to
Employees

Corporate
training
Paid training
leave
Loans for
training facility
Vocational
Training Subsidy
Loans for tuition

Assistance to the Reemployment
Unemployed
training

Total

Assistance to
Employers

Assistance to
Employees

Corporate
training
Paid training
leave
Loans for
training facility
Vocational
Training Subsidy

-

-

-

3,748
(42.3)

7,842
(30.2)
-

1997
199,880
(100.0)
184,007
(92.1)
5,559
(2.8)

2001
94,410
(100.0)
80,860
(85.6)
271
(0.3)
6
(0.0)

2002
62,293
(100.0)
62,066
(99.6)
223
(0.4)
4
(0.0)

-

-

-

-

12,960
(14.9)

13,273
(14.1)

-

-

-

-

-

Number of Assisted Persons
1998
1999
2000
2001
2002
588,006 1,029,156 1,367,228 1,730,339 1,739,139
(100.0)
(100.0)
(100.0)
(100.0)
(100.0)
408,603 781,408 1,220,334 1,555,402 1,584,823
(69.5)
(75.9)
(89.3)
(89.9)
(91.1)
3,940
7,789
7,756
8,611
5,963
(0.7)
(0.8)
(0.6)
(0.5)
(0.3)

8,365
(4.2)

51
(0.0)
13,552
(1.3)

252
(0.0)
18,590
(1.4)

40,045
(2.3)
21,722
(1.3)

35,537
(2.0)
24,444
(1.4)

1,949
(1.0)

163,111
(27.7)

226,356
(22.0)

120,296
(8.8)

104,559
(6.0)

88,372
(5.1)

1997
63,025
(100.0)
28,362
(45.0)

1998
261,886
(100.0)
40,409
(15.4)

2001
386,997
(100.0)
170,414
(44.0)

2002
398,323
(100.0)
176,192
(44.2)

Paid training
13,027
leave
(20.7)
Loans for
4,152
training facility
(6.6)
Vocational
Training Subsidy
Loans for tuition 15,222
(24.2)

9,117
(3.5)
4,216
(1.6)
1
(0.0)
16,949
(6.5)

5,724
(1.4)
3,035
(0.7)
40
(0.0)
23,484
(5.6)

5,589
(1.4)
7,978
(2.0)
59
(0.0)
34,626
(8.6)

10,145
(2.6)
7,349
(1.9)
3,543
(0.9)
43,037
(11.1)

11,075
(2.8)
3,468
(0.9)
3,434
(0.9)
52,188
(13.1)

191,194
(73.0)

306,172
(72.7)

215,512
(53.3)

152,509
(39.4)

151,966
(38.2)

Loans for tuition

Total
Corporate
training

Assistance to
Employees

1998
25,926
(100.0)
17,741
(68.4)
339
(1.3)
4
(0.0)

2
(0.0)
12,350
(2.1)

Assistance to the Reemployment
Unemployed
training

Assistance to
Employers

Workplaces
1999
2000
43,850
86,692
(100.0)
(100.0)
43,511
73,411
(99.2)
(84.7)
333
309
(0.8)
(0.4)
6
12
(0.0)
(0.0)

1997
8,863
(100.0)
4,969
(56.1)
144
(1.6)
2
(0.0)

Assistance to the Reemployment
Unemployed
training

-

2,262
(3.6)

Amount of Assistance
1999
2000
421,219 404,239
(100.0)
(100.0)
82,764 140,475
(19.6)
(34.8)

Source: Ministry of Labor, Report on Job Skill Development Program, each annual issue.
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2.3 Evolution of the Delivery System for Job Skill Development
2.3.1 History of the human resources development service of korea

Human Resources Development Service of Korea was launched in
1982. Born under the full-fledged support of the Labor Administration,
the HRD Korea came into being with four founding purposes.
First, the HRD Korea was aimed at identifying the inefficiencies
caused by the existence of multiple manpower management systems.
Policy planning for human resources was controlled by the Economic
Planning Board · Ministry of Science and Technology, the training by
the Ministry of Education· Ministry of Science and Technology ·Labor
Administration, and the skills validation by the Ministry of Science and
Technology. Such dispersion of manpower management functions
worked against the systematic development of human resources.
Second, the manpower development system lacked an organic link
with the industrial front and thus displayed a debilitating discrepancy
between its performance and the actual industrial demand. In other
words, the manpower development programs failed to arm the trainees
with the skill or technology required by the industries and the
curriculums were focused on vocational training for earning licenses
rather than on practical skills. Moreover, the qualification standards
were inappropriate for determining whether the examinees have
acquired the skill demanded by the industries.
Third, the government’s manpower development policies stressed
quantitative growth and were rather negligent in adopting new
technology or improving training methods. A new organizational
structure was needed to improve the situation.
Fourth, manpower allocation, or the employment security function,
was weak. Job placement services and the follow-ups were inadequate
due to the lack of a job security network and the employment
information structure. As a result, the human resource imbalance
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among regions was increasingly aggravated.
The vocational training institutions were fortified in number in the
late 1980s. Eight national agricultural education centers were added to
the list of training facilities. The Act on the Encouragement of
Technical Skills was enacted in April 1989, and the social standing and
the role of the HRD Korea went up a notch as the social perception of
technical manpower improved. The vocational training conducted in
the HRD Korea during this time was no longer single-skill oriented but
was focused on developing multi-functional workers. The master
craftsman system, the preferential treatment system for skilled workers,
and a new emphasis on R&D were some of the measures adopted to
expand and reinforce the system.
In the early 1990s, various changes transformed the landscape of the
commodity market and the manufacturing front. Some examples of
such changes were sophistication of the industrial structure,
technological innovation, automation of manufacturing facilities, and
the transition to the multi-commodity-small-quantity production order.
Such changes called for corresponding changes in the manpower
development approach of the HRD Korea. The aspiration of the HRD
Korea to become the ‘new manpower policy organization’ befitting the
socioeconomic changes of the time is evident in its service direction as
follows (The 20 Year History of the Human Resources Development
Service of Korea).
First, the HRD Korea developed plans to remodel the Polytechnic
Colleges from basic training oriented institutions to institutions for
developing craftsman. In line with this goal, vocational training centers
(or vocational schools) were remodeled into Polytechnic Colleges
through multi-year plans, and the proper curriculums developed.
Second, the vocational schools were modified to be more suitable for
the worker skill development framework and operated with their focus
on further training and job-conversion training. The necessary courses
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were established and incorporated. Third, the support for private
vocational training programs was reinforced. The guideline, teaching
materials, and the media for vocational training were actively
developed and supplied. The role of the skill development center was
expanded. Fourth, in order to support the skill development of the
employed workers, mobile vocational training programs were
expanded and the broadcast training programs introduced.
One of the most noteworthy achievements of this time was the
founding of the Korea University of Technology and Education in
March 1992. The advance and diversification of the industrial structure
and technological standards in the late 1980s increased the need for
vocational training instructors with both technological knowledge and
skill, and the Korea University of Technology and Education was
deemed an answer to this need. Since then, the Korea University of
Technology and Education has been responsible for part of the human
resource development function and related studies. The graduates of
the University are contributing to the human resource development of
the companies they joined and are now playing more diverse roles than
in the initial years of the University.
The years between the late 1990s and the present have been a period
in which the HRD Korea sought ways to innovate its operating system
and diversify its activities. When the financial crisis-borne mass
unemployment erupted in 1998, the HRD Korea slimmed down its
organization through management innovation. The HRD Korea also
explored ways to expand the training programs for the unemployed
and diversify its manpower development activities. One of the most
significant changes that occurred in the manpower development sector
of this period was the expansion into the knowledge-based sector
beyond the traditional manufacturing sector. In addition, market
principles were applied to vocational training and led to a dramatic
increase in the number of private vocational training institutions. The
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efficiency and importance of skill development and its delivery system
underwent a significant growth along the principles of competition and
evaluation.
There are still calls to further reform the operating order and
diversify the activities of the HRD Korea. It is clear that efforts must
be continued to overcome the problems of the state-led vocational
training system that continued on from the economic development
years of the past, and to set up a system that has enhanced flexibility
and better reflects the needs of the industries.
2.3.2 Expanding the role of the public employment security
agency

The public employment security agency plays an extremely
important role in the delivery of the Job Skill development program. It
is because the agency is where workers and businesses come to get
information on training programs and to receive counseling services.
The employment security law of Korea defines ‘employment
security agency’ as the local labor administrative office that carries out
activities related to employment security such as job placement and
counseling. Some examples of employment security agencies are the
Employment Security Center, Manpower Bank, and the Daily
Employment Center. As of 2002 yearend, there are 184 public
employment security agencies operating around the nation, and the
Employment Security Center is at the core of the activities.
The expansion and development of the public job security agency
came hand in hand with the launch of employment insurance. As the
term ‘employment insurance’ indicates, the duty of the insurance
system goes beyond providing unemployment benefits to the jobless.
Its promotes reemployment through active job placement services and
carries out employment security projects to enhance job security and
improve employment structure. Also included in its active labor market
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policies is the Job Skill Development Program. Thus, we can say that
the public job security agencies, especially the Employment Security
Center, were allotted a role that befits the objective of the employment
insurance (see Table 15-5).
When the employment insurance system was first launched in July
1995, no new job security agencies were installed to support the system.
Instead, the job security division and the employment insurance
Table 15-5 Main Activities of the Employment Security Center
Functions

Activities or Sub-functions

- Job counseling, job analysis, work aptitude and interest tests
- Job placement services, job-search/offer services
- Employment promotion for the aged
- Achievement programs and employment support programs
Employ- - Approval, registration, and reporting services according to the Job
ment
Security Act (excluding the tasks authorized to the local
Support
governments)
- Manpower export and recruiting activities
- Prevention of irregularities related to job placement services
- Job offer management
- Worker supply activities
- Task related to the application and eligibility for employment
insurance
- Job-searching allowance payment
- Job placement services and assignment of vocational training to
job-searching allowance beneficiaries, and suspension of payment
for those who do not comply to assignment instructions
Employ- - Counseling and guidance on Job skill development training
ment
- Handling of employment management plan applications
Insurance - Processing of applications for the various subsidies and supports
provided by the employment security scheme
- Verification and supervision of the employment security projects
- Tasks related to the payment of subsidies and training expenses
- Tasks related to the payment of allowances for maternity leaves or
childcare leaves
- Other tasks related to the employment insurance scheme
- Tasks related to the payment of allowances for work experience
Unemployprograms for the youth
ment
- Tasks related to wage payment for employment support projects
related
- Development and provision of services for self-support
Activities
employment assistance plans

Source: Korean Association for Public Administration (2002b).

Nature of
Activities
Policy
execution
(Delivery
of services)

Policy
execution
(Delivery
of services)
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division of the 46 local labor offices handled the job placement and
employment insurance related tasks. But as the coverage of the
insurance expanded and the unemployment rates increased, so did the
demand for the services. To deal with the increase in the workload and
activities, the job security division and the employment insurance
division of the local labor offices spun off to form an independent
employment security center in August 1998. Since then, the number and
activities of the employment security centers have seen a steady rise.
The employment security center saw a particularly active
quantitative growth period on a nation-wide scale during the financial
crisis years of 1998 and 1999. To deal effectively with the increasing
demand for employment related services, all the manpower banks in
the nation except for those located in Seoul and the six metropolitan
cities were transformed into employment security centers. The number
of centers grew from 99 in 1998 to 122 in 1999, and 126 in 2000. To
offer improved convenience to the users, branch offices were installed
in 35 additional districts, increasing the total number of employment
security centers operating in the nation to 168 (see Table 15-6).
Eight years have passed since the employment insurance system
kicked off in July 1995. During this time, the public employment
security agencies in the nation, with the Employment Security Centers
at its core, have carried out diverse activities and have successfully built
a suitable institutional framework for itself (Yoo, Kil-Sang et al., 2001).
The agencies have also done a good job in helping the nation overcome
the mass unemployment crisis brought on by the economic downfall at
the end of 1997.
In 1998, the employment security centers performed 25 tasks such as
the management of the insured and employment support. By 2002, the
centers were charged with 43 tasks including those related to employment
insurance, achievement programs, job-experiencing projects for the youth,
and employment support programs for the youth.
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Table 15-6 Public Employment Security Agencies in Korea

(Unit: Number of establishments)
Total
Job Security
Divisions
Local
Employment
Labor
Offices Support Centers for
Professional
Resources
Employment Security
Centers
Manpower Banks
Daily Employment Centers

1996
52

1997
53

1998
134

1999
157

2000
149

2001
191

2002
184

46

46

-

-

-

-

-

3

-

-

-

-

-

-

-

-

99

122

126

168

166

3
-

7
-

20
15

20
15

7
16

7
16

2
16

Source: Korean Association for Public Administration (2002).

As such, the employment security centers in Korea carried out not
just the traditional activities of the public job security agency such as
paying unemployment benefits and providing job placement services
but were also involved in providing guidance and counseling for Job
skill development. By doing so, the centers managed to assume charge
of the nation’s active labor market programs. However, there was still
room for improvement in terms of ‘organizational effectiveness’ and
the ‘quality of administrative services’. For example, the job placement
activities and the service quality of the centers lagged behind that of the
developed nations (Chang, Hong-Keun, 2000) and the gathering and
provision of labor market intelligence was inadequate. Also, the centers
were unable to provide in-depth guidance and counseling on
vocational training because they were not closely collaborating with
training institutions. Moreover, the centers failed to provide
employment or vocational training services to those with special needs
such as the aged, women, youth, daily workers, and the physically and
mentally challenged.
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3. Changes in Labor Market Conditions and Policy
Challenges for Job Training
3.1 Dilemma faced by Job Training
The proliferation of digital technology and global competition are
expected to bring dramatic changes to the labor market. The rapid
changes in the industrial structure, characterized by the growth of the
information and communication-based industry and services, will
increase the uncertainties in the labor market as will the ongoing
restructuring efforts aimed at higher competitiveness. The demand for
the so-called ‘knowledge workers’ would rise in line with skill-biased
technological changes, and the acceleration in job creation and
elimination would undermine the practice of long-term employment.
Though the importance of job training is increasing in response to
such rapid changes, changes in the environment are also giving birth to
a new dilemma in manpower development.
First of all, the 12~16 years of formal education is no longer sufficient
to support a career life that spans 40-plus years. The pace of technological
changes and the intensifying competition is resulting in an inundation of
information, and the lifespan of such information is becoming
increasingly shorter. Thus, it is necessary to continue developing and
upgrading our job skills throughout our entire working life.
Second, companies increasingly tend to ‘buy’ the necessary human
resources from outside labor markets rather than ‘make’ them
internally as the changes in external environment accelerate. It is
because the ongoing development of new products and the time-based
competition increase the dependence on the external labor market for
recruiting the ‘right person with the right skill at the right time’.
Moreover, the degeneration of the concept of lifetime employment
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and the increase in labor turnover is making it increasingly difficult for
companies to reap return on their training investments.
Third, the increasing flexibility of the labor market is demanding
higher employability from workers, and interestingly, the responsibility
of developing job skills is increasingly being passed on to the workers.
However, there are a number of obstacles such as time and financial
burden that impede any such efforts of the workers even if they were to
try. In general, workers run a higher risk than companies in investing in
training.
Fourth, a knowledge gap can be an important cause of
unemployment and poverty. The problem lies in the fact that access to
lifelong learning is not granted equally to all those who desire it.
Generally, participation in training tends to be higher among those
with higher educational attainment and skills. Low-skilled workers
usually have less access, and this leads to a vicious cycle that aggravates
the inequality.
In the following section, we will examine the policy issues that must
be addressed in order to overcome the dilemma of job Skill
development caused by structural changes in the labor market.
3.2 Encouraging Corporate Learning
The Job Skill Development Program promotes voluntary training
for businesses by offering them subsidies. However, the bureaucratic
processes such as approval of training programs and subsidies are
incapable of meeting the needs of diverse vocational training activities.
Support for human resource development activities that lead to better
corporate performances is not enough.
Various measures are necessary in order to create a seamless link
between training and work, and to develop a learning organization.
First, the current employer assistance scheme of the Job Skill
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Development Program should be revamped. Its objectives must
extend beyond the acquisition and upgrade of job capabilities to aim at
enhancing corporate performances. To this end, the Program should
break out of its box and expand its reach to enriching the training
infrastructure such as the teaching materials and the media used, and to
improving the training capabilities by developing more competent
in-house human resource development officers.
Second, as the labor market experiences a dual stratification, there is
a need for the job training support scheme to be designed distinctively
for specific (add) sectors. Public corporations and large enterprises are
well equipped with the conditions for voluntary vocational training and
also called for efforts to develop abilities that can contribute to better
corporate performances. However, small and medium-sized
enterprises (SMEs) are experiencing increasing labor turnover as well
as a serious labor shortage and have little room to carry out training.
In light of the situation, it is advisable to introduce an accreditation
system to recognize public or large corporations with good human
resource development and management programs in order to identify
and spread good practices. Meanwhile, public policies should put more
emphasis on SMEs’ job training by subsidizing training costs and
improving the training conditions for the SMEs.
Third, it is necessary to strengthen job skill related human resources.
To this end, the in-house personnel charged with job training should
be supported not just in words but in actual practice so as to improve
the awareness of in-house vocational training and to enhance the
necessary expertise of the resources. Supporting union learning
representatives could be also an effective way to encourage worker
participation in training.

530

Labor in Korea, 1987~2002

3.3 Encouraging Self-directed Learning
Changes in labor market conditions such as the lengthening of the
vocational life due to population aging and the acceleration of
technological changes are calling for continuous updating in the skills
and competencies of workers. Thus, lifelong learning is becoming ever
more important. Recently, labor turnover is gaining momentum as the
creation and discontinuation of jobs increase rapidly. Moreover, career
change across industries and occupations is also increasing, and
businesses tend to favor workers with a certain level of experience
rather than rookies freshly out of school. In light of the situation, a
support system that can stimulate the voluntary skill development of
workers is in need.
The Job Skill Development Program is aimed at lifelong learning of
workers. However, it is focused on employer-provided training and
fails to provide proper support for self-directed job training efforts of
individual workers. Therefore, policy improvement is needed in order
to motivate workers to take initiatives at enhancing their work
competencies and to ensure them equal opportunities for lifelong
learning.
First, it would be worthwhile to consider introducing a
training-leave system for workers so that workers can take more
initiatives in developing their job skills. In response to a spread of the
five-day workweek scheme, the training-leave system may be one of
the rational solutions for negotiating the holiday · leave system.
Second, the expenses incurred by an individual’s effort to develop
one’s own job skills should be given preferential tax deduction. That is
to say that the scope of tax deduction for educational expenses should
be expanded to include all training and education expenses invested in
one’s skill development.
Third, financial support must be provided to encourage workers to
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take initiative in developing their vocational competencies. Long-term,
low interest loans could be an option.
3.4 Improving Job Training Equity
With the rapid advance of technological innovation, there is a high
possibility that the knowledge gap will be a new source of inequality.
Efforts must be made to resolve such inequalities by offering training
opportunities to a broader target group and ensuring equal access to
these opportunities.
To this end, one of the first things that must be done would be the
launch of training consortiums dedicated to the needs of the SMEs in
order to provide more and better vocational training opportunities to
SME workers. These workers, because of the relatively poor conditions
of the SMEs compared to larger enterprises, have less opportunities
coming their way. Large companies and public training agencies should
play a key role in such training consortiums. Also, considering that
many SMEs cannot afford to train their employees because of the lack
of spare manpower, providing subsidies for systematic on-the-job
training could be also an option. To this end, it is necessary to develop
and supply public training agencies with systematic OJT methods. As it
is difficult for SMEs without spare human resources to train their
employees, the self-initiated training efforts of SME workers should be
encouraged and supported by subsidies.
Meanwhile, it is also necessary to expand training opportunities for
the vulnerable groups such as the irregular and low skilled workers.
Irregular workers should be encouraged to make voluntary skill
development efforts and the employers that provide vocational
training for irregular workers should be supported with the necessary
expenses.
The e-Learning is an excellent way of expanding training
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opportunities for individuals, SME workers, and irregular workers. But
despite the fact that the support for e-Learning, initiated in 1999, has
been much expanded, the program is still criticized for poor contents
and white-collar oriented courses. In order to maximize the potential
benefit of e-Learning, funds should be increased to support content
development. Also, efforts by public training agencies are necessary to
develop and supply programs aimed at SME workers and
manufacturing workers.
3.5 Reforming the Vocational Qualification System
Vocational qualification, by assessing and accrediting skills,
functions as an important device for guiding the competency-based ·
lifelong-learning society. However, the qualification system is deemed
to have been insufficient in motivating efficient manpower
development that is closely linked to the labor market. For one, the
system has failed to win strong social acceptance because it did not
reflect the needs of the business sector sufficiently. The system was too
focused on the test procedures, instead of establishing a clear guideline
about the examination process and developing the test questions. Thus,
the system is regarded to be inadequate in assessing and proving/
validating/demonstrating the qualifications.
In order for the qualification system to be socially recognized,
efforts must be made to establish clear guidelines and requirements as
well as evaluation criteria. To this end, job studies and analyses should
be carried out more diligently and the National Skill Standard and
evaluation guidelines developed through more in-depth studies on the
related fields. More participation of industry experts is needed in
developing the qualification and assessment guidelines.
To strengthen the tie between the system and the needs of the
industry, a phased decentralization of qualification management should
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be carried out so that the private sector can become the principle body
in the overall qualification framework.
3.6 Establishing A Labor-Management Participatory Training
System
The labor and management participatory training system can
contribute towards realizing mutual gains of both parties such as
employment security and better corporate competitiveness. The
state-led job skill development policies and the supplier-centric training
programs can be regarded as the culprit that created the discrepancy
between the vocational training schemes and the demand of the
business sector. In order to overcome this problem, it is necessary to
build a training system based on the participation and commitment of
the end-users of vocational training, namely, the industries and the
workers.
In the meantime, it is also necessary to consider an industry-level
training system. It is because the rapid changes in labor demand and
the increasing flexibility of the labor market are creating issues that
cannot be handled at the individual or enterprise level. Examples are
the unwillingness of businesses to invest in training or the time and
financial limitations faced by workers who wish to train themselves. An
industry-level training system should be able to play a guiding role in
the implementation of vocational training and qualification by
analyzing the training demand of the respective industry and
developing proper job skill standards.
However, the interest level and the capacity of labor and
management are quite weak at the moment. Therefore, it is necessary
to improve the surrounding conditions and to make use of pilot
projects as the stepping stone in expanding into a full-fledged system.
Also, the current legal framework must be revised in order to reinforce
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the national support for vocational training programs that go over the
individual firm.
3.7 Enhancing the Efficiency of the Delivery System for Job
Training
The inefficiencies in the delivery system of job training are caused by
a number of factors. First, government-led programs can cause the
system to become bureaucratic and rigid. For instance, one of the
frontline training agencies may propose a need to streamline the
training curriculums. Even if this recommendation is accepted as
reasonable, it will take years for the idea to make its way through the
layers of decision makers and become reality. Such inability of the
system to deliver appropriate training in a timely fashion would be the
typical example of the bureaucracy and rigidity undermining the
efficiency of the system. Secondly, the supplier-centric decisionmaking process and structure also add to the inefficiency. If it is
entirely up to the suppliers to decide when and which curriculums or
qualification programs are to be provided or eliminated, the training
system would be governed by the self-interests of the suppliers rather
than objectivity and the bigger cause. Ultimately, the efficiency of the
system would suffer.
It is only too obvious that the sources of inefficiency must be rooted
out if the delivery system for job training is to improve. To this end, the
following two measures are deemed necessary. First, there should be a
change in the roles and responsibilities of the training agencies charged
with the delivery of the training. The frontline agencies are most
capable of identifying the needs of the end-users. Thus, they should be
delegated with more decision-making rights while the overall
decision-making process is simplified. Any abuse of the newly earned
authority can be prevented by holding the agencies accountable for
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their decisions with a strict assessment process. Second, the private
sector should be encouraged to play a bigger role in the training
delivery process. By inducing a fair competition between the public and
private sectors, market principles would be able to demonstrate their
potential and benefits to the full.

Chapter 16

EMPLOYMENT STABILIZATION PROGRAM

Lee, Kyu-Yong* ·Shin, Hyun-Goo**

1. Introduction
As global competition intensifies in the wake of the globalization
and digitization, it is common knowledge that the development of
production factors such as knowledge, technology, capital, and labor
and the enhancement of national competition have become the most
important national priorities. Labor flexibility needed to distribute and
redistribute human resources efficiently within the changes in the
external environment is becoming one of the most pressing policy
issues. As the labor market flexibility is being emphasized, deregulation
efforts are gaining momentum. When global competition accelerated
and the nation’s economic growth slowed in the 1990s, the Korean
labor market also put its foot onto the path of increased flexibility in

order to raise its competitiveness another notch.
However, relying solely on market principles for the distribution of
resources will result in an increase in the rank of the working poor and
will fixate the dual-layer structure in the labor market. There is a risk
that such a turn of events might undermine social solidarity. Policies
aimed at increasing labor market flexibility are very likely to increase
uncertainties in the job market in the short term. Moreover, as
vulnerable groups such as women and the elderly are likely to be the
first target of such measures, there should be adequate support systems
ready to provide a helping hand when necessary.
For such reasons, Korea has been not only improving its labor
market flexibility but also implementing policies that can enhance
employment stabilization. The Employment Stabilization Program
supported by the Employment Insurance Act would be the flagship
initiative with such an objective. The Employment Stabilization
Program is a type of employment subsidy program and is lauded for its
contribution to employment stabilization through its employment
adjustment assistance and employment promotion assistance functions.
However, the program is in need of an overhaul to increase its
adaptability to the changes in the labor market.
Against this backdrop, this chapter will examine the past
performance of the Employment Stabilization Program and evaluate
its role as an employment stabilization policy. The assessment will be
followed by a recommendation on the direction of the future
employment stabilization policies.

2. The History and Evolution of the Employment
Stabilization Program and its Current Status
2.1 The History and Evolution of the Employment
Stabilization Program
The Employment Stabilization Program is aimed at guaranteeing the
employment security of workers in the wake of technological advances
and structural changes in the industries while supporting reasonable
attempts of businesses to carry out employment adjustment. At the
same time, the program supports the employment of vulnerable
working groups in the labor market such as the elderly and women.
The program is a system that supports employers rather than
employees.
The Employment Stabilization Program underwent a number of
institutional revisions to better adapt to the changes in the labor market
(see Table 16-1). When the Employment Insurance System was first
launched in July 1995, the Employment Stabilization Program
consisted of various subsidies to employers for maintenance
employment in case of difficulties ranging from Aid for Temporary
Shutdown, Aid for Manpower Relocation, to Aid for Outplacement
Training, and of grants to promote employment including Regional
Employment Promotion Grant, Grants to Promote Employment of
the Elderly, Grant for a Leave of Absence for Child Rearing, and Aid
to Management of Daycare Centers. Since then, the program has gone
through numerous facelifts consisting of revisions, expansions, and
abolition of those programs with poor performance in order to
enhance its effectiveness as an employment stabilizing scheme.

Table 16-1 Evolution of the Employment Stabilization Program
Employment Promotion
Assistance
Grants to Promote Employment of the
Aid for Temporary Shutdown
Elderly
Aid for Manpower Relocation
Grant for a Leave of Absence for Child
Aid for Outplacement Training
Rearing
Regional Employment Promotion Grant
Aid for Management of Daycare Centers
Grant to Promote Reemployment of
Aid for Business Startup Training (added) Women (add.)
Grant to Promote Reemployment of the
Aid for Adaptation Training (add.)
Elderly (add.)
Aid for Reduced Working Hours (add.)
Aid for Dispatching of Employees (add.)
Aid for Employment Maintenance
Training (add.)
Grant to Promote Employment of
Workers (add.)
Grant to Promote Employment of the
Long-term Unemployed (type I) (add.)
Aid for Leave of Absence (add.)
Aid for Business Startup Training
(abolished)
Aid for Adaptation Training (abolished)
Grant for Employment of Female
Aid for Outplacement Training
Household Head (add.)
(abolished)
Grant to Promote Employment of the
Long-term Unemployed (type I)
(abolished)
Grants to Promote Employment of
Grant to Promote Employment of the
Displaced Workers (add.)
Long-term Unemployed (type II) (add.)
Aid for Dispatching of Employees
(abolished)
Grants to Promote Outplacement Service
(add.)
Grant to Promote Employment of
Workers (abolished)
Employment Adjustment Assistance

1995. 7

1997. 5

1997. 12

1998. 7

1999. 7
2001. 1
2001. 7

2003. 1

Grant to Promote Employment of Mid to
Prime-aged Vocational Trainees (add.)

2.2 The Current Status of the Employment Stabilization
Program
One of the main components of the Employment Stabilization
Program is the Employment Adjustment Assistance aimed at
preventing unemployment of workers and supporting the employment

adjustment of companies to reduce the operating burden of businesses.
Another key component is the Employment Promotion Assistance
that supports the employment and reemployment of the vulnerable
worker groups such as the elderly, women, and the long-term
unemployed.
As can be seen in [Figure 16-1], the Employment Adjustment
Assistance, as of 2003, consists of the Aid for Employment
Maintenance, Grants to Promote Employment of Displaced Workers,
and Grants to Promote Outplacement Service. The Aid for
Employment Maintenance can be further broken down into Aid for
Temporary Shutdowns, Aid for Reduced Working Hours, Aid for
Employment Maintenance Training, Aid for Leave of Absence (paid or
unpaid leaves), and Aid for Manpower Relocation. The Employment
Promotion Assistance is composed of Grants to Promote
Employment of the Elderly such as the Grant to Promote New
Employment of the Elderly, Grant to Promote Employment of Many
Elderly Workers, and Grant to Promote Reemployment of the Elderly.
Grants to Promote Employment of Women include Grant for a Leave
of Absence for Child Rearing, Grant for Employment of Female
Household Head, and Grant to Promote Reemployment of Women.
Also included in the Program are: Grant to Promote Employment of
the Long-term Unemployed, Aid to Management of Daycare Centers,
and Loans for Installation Expenses. The third scheme of the
Employment Stabilization Program is the Aid for Mutual Retirement
Fund for Construction Workers.
Of the various subsidies provided under the Employment
Stabilization Program, some are granted on a one-time basis and some
on a continual basis for a certain period of time or throughout the
employment term. As for the payment method, both the fixed-amount
method and the fixed-rate method are used. As of 2002 year end, the
eligibility criteria and the amount of payment for each specific project

are as follows.
Aid for Employment Maintenance is granted to employers who
choose to use measures such as temporary shutdowns, working hours
reductions, training, leaves, manpower relocation, and other such
measures to maintain employment rather than worker dismissals when
faced with situations requiring employment adjustment. Qualified
employers are subsidized with two-thirds of the wages paid to the
worker (one-half in the case of large enterprises). If training was the
measure implemented, than the employers are supported with
three-fourths of the wages (two-thirds for large enterprises) and the
entire training expense. Working hour reductions are subsidized with
one-tenth of the former wages (one-fifteenth for large enterprises) and
non-paid leaves with 200 thousand won per worker in lump sum.
However, employers are entitled to only 180 days’ worth of all
employment maintenance subsidies per worker (maximum of one year
for manpower relocation), and the maximum aid for employment
maintenance for a worker is 35,000 won per day.
Grants to Promote Outplacement Service is granted to businesses
that, when pressed for employment adjustment, set up their own
system or hire agencies to provide job counseling and outplacement
services to workers who are dismissed or are scheduled for dismissal.
Eligible businesses are supported with one-half of the incurred expense
(one-third for large enterprises) for 12 months at most. The maximum
amount of subsidy per worker is one million won (750 thousand won
per worker for large enterprises).
Grants to Promote Employment of Displaced Workers is a system
that provides a one-time support of two million won (large enterprises:
1.6 million won) per worker to business establishments that hire back
former employees within two years of dismissal. The former
employees must be those who were dismissed through employment
adjustment measures and have been jobless for more than six months

after applying for job placement services at employment security
agencies.
Next is the Grants to Promote Employment of the Elderly. First of
all, Grant to Promote New Employment of the Elderly subsidizes
business owners who hire elderly workers (aged 55 or over but less
than 60) who have been jobless for three months or more since filing
for job placement services at the employment security agencies. A
monthly subsidy of 250 thousand won per worker is provided for a
period of six months. Grant to Promote Employment of Many Elderly
Workers is a system that subsidizes businesses that have elderly
workers accounting for 6% or more of their workforce. Businesses are
paid a grant of 150 thousand won each quarter for each elderly worker
that exceeds the 6% employment rate threshold up to 15% (large
enterprise: 10 %). Grant to Promote Reemployment of the Elderly is a
scheme that pays the employer 300 thousand won per month for six
months for each reemployed elderly worker (aged 45 or over and less
than 60) who was dismissed for managerial reasons, disease, or for
passing the statutory retirement age. The worker must be reemployed
between three months and two years after dismissal from the company
in question.
Next, let’s take a look at the Grants to Promote Employment of
Women. First, Grant for a Leave of Absence for Child Rearing
provides a monthly subsidy of 200 thousand won per worker to
businesses that grant the insured female worker with a maternity leave
as well as a childcare leave that lasts 30 days or more and that keep the
worker in employment in excess of the next 30 days. Childcare leaves
are granted only to nursing mothers with a new-born less than a year
old. Grant for Employment of Female Household Head provides a
monthly subsidy of 500 thousand won per worker for six months for
hiring unemployed female workers who are officially head of the
household or are otherwise responsible for supporting the family.

Grant to Promote Reemployment of Women pays a monthly subsidy
Figure 16-1 Structure of the Employment Stabilization Program:
2003
- Temporary Shutdown
- Reduced Working Hours
Aid for Employment - Employment Maintenance
Training
Maintenance
- Leave of Absence
- Manpower Relocation
Employment
Adjustment
Assistance

Grants to Promote
Outplacement
Service
Grants to Promote
Employment of
Displaced Workers
- Grant to Promote New
Employment of the Elderly
Grants to Promote - Grant to Promote
Employment of the
Employment of Many Elderly
Elderly
Workers
- Grant to Promote
Reemployment of the Elderly

Employment
Promotion
Assistance

Grants to Promote
Employment of
Women

Grants to Promote
Employment of the
Long-term
Unemployed
Grants to Promote
Employment of Mid
to Prime-aged
Vocational Trainees
Aid to Management
of Daycare Centers
and Loans for
Installation
Expenses
Aid for Mutual

- Grant for a Leave of Absence
for Child Rearing
- Grant for Employment of
Female Household Head
- Grant to Promote
Reemployment of Women

Retirement Fund
for Construction
Workers

of 300 thousand won for a six month period for each female worker
rehired after leaving the company because of pregnancy, childbirth, or
childcare. The female worker must have been rehired between six
months and five years since separation.
Grants to Promote Employment of the Long-term Unemployed is a
scheme that subsidizes the employment of insured workers who have
been jobless for 6 months or longer through the job placement services
provided by job security agencies. Employers are paid a monthly
subsidy of 600 thousand won for six months for each worker hired.
Any worker not covered by employment insurance should have
received job placement services at least once every three months prior
to the employment in order to be eligible. Lastly, Aid to Management
of Daycare Centers supports employers that install and operate a
workplace childcare center by itself or in collaboration with other
businesses. The employers are subsidized with 650 thousand won
every month (large enterprise: 600 thousand won) for every pre-school
teacher working in the facility.

3. Utilization Rate of the Employment Stabilization
Program
3.1 Overview (1995~2002)
The Employment Stabilization Program was not widely used during
the first two years of the Employment Insurance System launched in
1995. However, the Asian financial crisis that struck at the end of 1997
was a turning point in the utilization rate that rose rapidly before
turning down again in 1999 and maintaining a steady state since 2000
(see Figure 16-2).

As for the number of cases approved for the assistance, 1,200 cases
were approved in 1995 and the number remained under 10 thousand
cases until 1997. However, the number of supported cases soared in
1998 and 1999 and posted approximately 100 thousand cases each year
since 1999 before declining slightly to 86 thousand in 2002. The
number of establishments supported also grew steadily from 6,640 in
1998 to 28,767 in 2000. As did the number of cases approved for
support, the number of establishments subsidized also dropped slightly
to 20,913 in 2002. The number of workers supported increased from
24 thousand in 1995 to 117 thousand in 1997 and peaked in 1998 at 780
thousand before declining and posting 484 thousand in 2002.
As such, the trend in the utilization of the Employment Stabilization
Program is closely related to the Employment Adjustment Assistance
that moves in conjunction with the economic climate. As can be seen
in Table 16-2, the Employment Adjustment Assistance posted a low
performance in both the number of beneficiaries and the amount
granted in 1997 but showed an impressive growth during the recession
years of 1998 and 1999. This implies that a significant number of
Figure 16-2 Utilization of the Employment Stabilization Program by Year:
Amount, Persons, Cases, Establishments Granted Aid

184.2 Billion

128.8 Billion
113.8 Billion
96.6 Billion

98,947
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102,601
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101,020
Cases

90.1 Billion
86,019 Cases

780,635 Persons
667,328 Persons

484,442 Persons
449,341 Persons 572,649 Persons

20,913 Establishments
28,767
26,167
26,624
EstablishmentsEstablishmentsEstablishments
6,640 Establishments

117,403 Persons 14,882 Cases
92,980 Persons

1995
Amount

1996

1997
Persons

1998

1999

No. of Cases Supported

Source: Employment Insurance DB.

2000

2001

2002

No. of Establishments Supported

Table 16-2 Number of Employment Stabilization Program Beneficiaries and
Amount Supported (by Year)

(Unit: Persons, Million KRW)
Employment Adjustment Employment Promotion
Assistance
Assistance
1995
1996
1997
1998
1999
2000
2001
2002
Others

Others

Beneficiaries Amount Beneficiaries Amount Beneficiaries Amount
7
24,365
1,473
16
92,981
8,558
48
117,314
12,206
660,113
80,440
120,686
16,195
472,050
154,797
195,419
29,071
740
342
211,649
71,400
234,299
41,947
4,523
456
289,639
76,825
266,245
50,799
16,134
1,128
170,405
34,945
292,239
53,717
21,778
1,389
1,803,856

418,477

1,343,548

213,967

43,175

3,316

Source: Employment Insurance DB.
Note: The data for the number of beneficiaries of the Employment Adjustment
Assistance during 1995~97 is missing from the Employment Insurance
Database.

companies faced with the need for employment adjustment during
this period took advantage of Employment Maintenance Assistance in
an effort to avoid employment adjustment and to keep their employees
on the payroll. In contrast, Employment Promotion Assistance has
been recording a steady growth. One of the reasons for this growth is
the increase in employment along with the assistance. However, a more
significant reason would be the increased awareness of the system
which alerted eligible companies that previously did not know of the
system so they could claim their due support.
The ratio of the Employment Stabilization premium against the
amount supported is as shown in Table 16-3. Despite the fact that the
relevant laws and institutions have been revised on several occasions
since the launch of the Employment Insurance System in July 1995, the
ratio of aid to premium has remained under the 30% level except in
1998 and 1999 when the ratio gained record heights of 51.3% and

53.1%, respectively. Some of the reasons attributable for the low
performance are the problems in the design of the system and the low
awareness of the program that prevented many qualifying companies
from benefiting. The low performance of the program implies that
efforts to activate it by simply adjusting the eligibility criteria,
application procedure, or the amount of aid without addressing the
fundamental problems inherent in the system have not been quite
successful thus far.
Table 16-3 Premium-Aid Ratio of the Employment Stabilization Program

(Unit: Million KRW, %)
1995
1996
1997
1998
1999
2000
2001
2002
Total

Premium
72,504.6
162,910.7
176,209.7
188,208.6
346,690.3
407,152.3
439,979.4
487,963.3
2,281,618.8

Aid
1,479.7
8,573.5
12,254.3
96,635.4
184,210.1
113,802.9
128,752.7
90,051.7
635,760.8

Ratio
2.0
5.3
7.0
51.3
53.1
28.0
29.3
18.5
27.9

Source: Employment Insurance DB.
Table 16-4 Ratio of the Establishments Utilizing the Employment Stabilization
Program

(Unit: Number of Establishments, %)

Number of
Number of
Establishments
Establishments
Ratio
Subscribed
Utilizing the Program
1995
23,519
1,188
5.1
1996
28,325
1,893
6.7
1997
31,479
2,080
6.6
1998
522,098
6,640
1.3
1999
634,942
26,624
4.2
2000
719,663
28,767
4.0
2001
790,310
26,167
3.3
2002
814,306
20,913
2.6
Total
3,564,642
114,272
3.2
Source: Employment Insurance DB.
Note: Subscribed Establishments refer to those that have paid the Employment

Stabilization Program premiums.

The low performance of the Employment Stabilization Program is
also demonstrated by the ratio of the establishments utilizing the
program to those subscribed. As can be seen in Table 16-4 the ratio of
businesses utilizing the program has been decreasing recently, and
posted a mere 2.6% in 2002.
As labor market flexibility increases in line with the fast-paced
changes in the economic environment, policy efforts that promote
employment stabilization for the vulnerable class are becoming all the
more urgent. Thus, the role of the Employment Stabilization Program
is expected to be even more important. To this end, institutional
improvements are needed since increasing the utilization rate of the
program among business establishments is a must for the activation of
the program.
3.2 Utilization of the Employment Adjustment Assistance
When the Employment Adjustment Assistance is examined in
details, Aid for Employment Maintenance appears to be the most
significant component. Aid for Employment Maintenance is directly
affected by the economic climate as it is a system that pays the
employer a certain percentage of the employees’ wages should an
employer with an urgent need for employment adjustment take
employment maintenance measures instead of dismissing the workers.
As can be seen in Table 16-5, Aid for Employment Maintenance
showed a significant growth during the economic recession years
before decreasing by a huge margin in 2000 and gaining again in 2001.
As such, the utilization rate of the system fluctuates with the nation’s
economic performance.1
1

Aid for Employment Maintenance can be broken down into Aid for Temporary
Shutdown, Aid for Reduced Working Hours, Aid for Employment Maintenance

hile the Aid for Employment Maintenance supports enterprises
faced with business restructuring needs for taking up measures other
than layoffs to slim down their payroll, Grants to Promote
Outplacement Service support companies providing outplacement
services to their employees when employee dismissal is unavoidable.
But according to Table 16-5, the amount granted or the number of
beneficiaries of this system is almost negligible. This is because the
system was only launched in 2001 and is not yet widely known in the
business sector. Moreover, those that do know of the system are
reluctant to take advantage of the system as it incurs additional costs on
the users.
Table 16-5 Number of Employment Adjustment Assistance Beneficiaries and
Amount Supported (by Year)

(Unit: Million KRW, Persons)
Aid for Employment
Maintenance
Business Shutdown

Grants to Promote
Employment of
Displaced Workers

Grants to Promote
Outplacement Service

Amount Beneficiaries Amount Beneficiaries Amount Beneficiaries Amount Beneficiaries
7
7
1995
16
16
1996
1997

44

-

44

-

-

-

-

-

1998

74,262

654,370

53,360

602,803

-

-

-

-

1999

79,105

370,424

47,373

291,086

517

268

-

-

2000

29,196

148,242

21,833

130,093

1,422

746

-

-

2001

55,790

257,278

32,234

180,061

766

395

43

679

2002

32,635

159,234

19,904

128,866

504

270

432

7,406

174,771 1,332,909

3,209

1,679

475

8,085

Total

271,054 1,589,548

Source: Employment Insurance DB.
Note: The data on the number of beneficiaries of the Aid for Employment
Maintenance and the Aid for Temporary Shutdown during 1995~97 are
missing from the Source.
Training, Aid for Leave of Absence, and Aid for Manpower Relocation, depending
upon the measure used to maintain employment. Among these, the Aid for
Temporary Shutdown is the most widely used one as it is relatively simple to apply.

Table 16-6 shows the cumulative utilization of the Employment
Adjustment Assistance from 1995 to 2002. As can be seen in the table,
the manufacturing sector was granted 84.5% of the total amount
provided by the Aid for Employment Maintenance. The support for
other sectors is negligible in comparison, with the construction sector
being the next largest contender with only 5.2% and the real estate ·
lease and services sector following suit with 4.3%. The same trend is
evident for Grants to Promote Outplacement Service as well. After the
Table 16-6 Amount of Employment Adjustment Assistance Granted (by
Industry)

(Unit: Million KRW, %)
Total
Agriculture, Fishery, and
Forestry
Mining

153 ( 0.1)
1,281 ( 0.5)

149 ( 0.1)

Grants to
Grants to
Promote
Promote
Employment of
Outplacement
Displaced
Service
Workers
4 ( 0.1)

0 ( 0.0)

1,265 ( 0.5)

16 ( 0.5)

0 ( 0.0)

229,046 (84.5)

1,750 (54.5)

365 (76.9)

197 ( 0.1)

185 ( 0.1)

12 ( 0.4)

0 ( 0.0)

14,339 ( 5.2)

14,078 ( 5.2)

236 ( 7.4)

24 ( 5.1)

4,151 ( 1.5)

3,859 ( 1.4)

259 ( 8.1)

33 ( 7.0)

1,519 ( 0.6)

1,466 ( 0.5)

53 ( 1.7)

0 ( 0.0)

5,504 ( 2.0)

5,421 ( 2.0)

83 ( 2.6)

0 ( 0.0)

236 ( 0.1)

92 ( 0.0)

112 ( 3.5)

33 ( 6.9)

12,094 ( 4.4)

11,661 ( 4.3)

413 (12.9)

19 ( 4.1)

572 ( 0.2)

450 ( 0.2)

122 ( 3.8)

0 ( 0.0)

1,015 ( 0.4)

938 ( 0.3)

77 ( 2.4)

0 ( 0.0)

2,502 ( 0.9)

2,431 ( 0.9)

72 ( 2.2)

0 ( 0.0)

14 ( 0.0)

14 ( 0.0)

Manufacturing
Utilities (Electricity, gas,
water)
Construction
Retail and Wholesale ·
Repairing Consumer Goods
Hotels · Restaurants
Transportation, Storage ·
Communication
Finance · Insurance
Real Estate Lease · Business
Services
Educational Services

231,161 ( 84.1)

Health · Social Welfare
Other Public Social · Private
Services
Other Industries
Total

Aid for
Employment
Maintenance

274,738 (100.0) 271,054 (100.0)

0 ( 0.0)
3,209 (100.0)

0 ( 0.0)
475 (100.0)

Source: Employment Insurance DB.
Note: Total cumulative data from the day the systems were launched up to 2002.
Refer to Table 16-1 for the launch date of the respective system.

manufacturing sector, the retail and wholesale · repair of consumer
goods and the finance · insurance sector posted 7.0% and 6.9%,
respectively. In comparison, the manufacturing sector only accounted
for 54.5% of the Grants to Promote Employment of Displaced
Workers, showing that the non-manufacturing sector has been more
diligent in claiming its support.
Next, we will take a look at the cumulative utilization of the
Employment Adjustment Assistance during 1995~2002 by firm size.
Aid for Employment Maintenance was distributed relatively evenly
among businesses of different sizes with the exception of enterprises
with 1,000 or more employees. In comparison, Grants to Promote
Employment of Displaced Workers, a system that supports employers
Table 16-7 Amount of Employment Adjustment Assistance Granted (by Firm
Size)

(Unit: Million KRW, %)

Grants to
Grants to
Promote
Promote
Employment of
Outplacement
Displaced
Service
Workers

Number of
Employees

Total

Aid for
Employment
Maintenance

Less than 5

14,540 ( 5.3)

13,668 ( 5.0)

873 (27.2)

0 ( 0.0)

5~9

13,766 ( 5.0)

13,208 ( 4.9)

558 (17.4)

0 ( 0.0)

10~29

33,123 (12.1)

32,459 (12.0)

664 (20.7)

0 ( 0.0)

30~49

18,825 ( 6.9)

18,563 ( 6.8)

262 ( 8.2)

0 ( 0.0)

50~99

26,477 ( 9.6)

26,079 ( 9.6)

398 (12.4)

0 ( 0.0)

100~299

45,581 (16.6)

45,392 (16.7)

116 ( 3.6)

74 (15.5)

300~499

21,256 ( 7.7)

21,147 ( 7.8)

52 ( 1.6)

57 (12.1)

500~999
19,583 ( 7.1)
19,401 ( 7.2)
31 ( 1.0)
152 (32.0)
1,000 or
81,586 (29.7)
81,138 (29.9)
256 ( 8.0)
192 (40.4)
More
Total
274,738 (100.0) 271,054 (100.0) 3,209 (100.0)
475 (100.0)
Source: Employment Insurance DB.
Note: Total cumulative data from the day the systems were launched up to 2002.
Refer to <Table 16-1> for the launch date of the respective system.

for hiring workers displaced through employment adjustment within
two years of dismissal after the workers have been jobless for more
than six months since applying for job placement services at the
employment security agencies, is well utilized by small scale businesses
with less than 100 employees. Grants to Promote Outplacement
Service subsidize only part of the expenses for the outplacement
services provided by the employer. Thus, it is not an attractive system
for small and middle sized enterprises and is used more frequently by
larger enterprises.
3.3 Utilization of the Employment Promotion Assistance
The annual subsidies granted by the respective systems under the
Employment Promotion Assistance are as summarized in Table 16-8.
Grants to Promote Employment of the Elderly is the most frequently
used one among various schemes under the Employment Promotion
Assistance, and Grant to Promote Employment of Many Elderly
Workers and Grant to Promote New Employment of the Elderly are
the two grant schemes that top the list in terms of amount granted. In
particular, Grant to Promote Employment of Many Elderly Workers
has been posting a steady growth in both the amount granted and the
number of beneficiaries supported since the launch of the system in
1995. This is because the particular system is designed to make
continuous payments to employers with a certain percentage of elderly
workers as long as the proportion is not slashed. In comparison, the
utilization rate of Grant to Promote Reemployment of the Elderly is
much lower than that of the two previously mentioned schemes.
Among the different schemes under Grants to Promote
Employment of Women, Grant for a Leave of Absence for Child
Rearing accounts for the highest amount of aid granted and has been
posting a continuous growth. Both Grant for Employment of Female

Household Head and Grant to Promote Reemployment of Women
have been improving in their performance since the onset of the
policies, but their overall utilization rates are very low.
Meanwhile, Grants to Promote Employment of the Long-term
Unemployed, which started in 1999, has been showing an impressive
performance. This trend not only reflects the fact that the number of
jobless workers is increasing in the labor market but is also a result of
the strong commitment of the administrative offices and the numerous
institutional revisions that streamlined the policy to better
accommodate the demand of the labor market.
An analysis of the subsidies granted by the Employment Promotion
Assistance on a yearly basis reveals a clear difference among different
industries (see Table 16-9). In the case of Grants to Promote
Employment of the Elderly, 63.3% of the total amount were given to
the real estate · lease and business services sector, followed by the
15.5% granted to the manufacturing sector and 10.3% to the
transportation storage · communication sector. Support provided to
Table 16-8 Number of Employment Promotion Assistance Beneficiaries and
Amount Supported (by Year)

(Unit: Million KRW, Persons)
Grants to Promote
Grants to
Grants to
Aid to
Employment of
Promote
Promote
Management of
Employment of Employment of the Long-term
Daycare Centers
Unemployed
Women
the Elderly
BenefiBenefiBenefiBenefiBenefiAmount
Amount
Amount
Amount
Amount
ciaries
ciaries
ciaries
ciaries
ciaries
1995
1,473
24,365
1,349 23,750
57
494
67
121
1996
8,558
92,981
6,464 87,641 1,487 4,099
607 1,241
Total

1997
1998
1999

12,206
16,195
29,071

117,314
120,686
195,419

9,006 110,969
12,185 113,452
25,453 190,013

2,005
2,365
1,541

4,137
4,417
2,416

49

128

1,196 2,208
1,645 2,817
2,029 2,862

2000
2001

41,947
50,799

234,299
266,245

36,756 226,838
41,621 254,212

2,349
3,821

3,166
4,234

359
2,954

799
6,262

2,483 3,496
2,403 1,537

2002

53,717

292,239

39,980 273,707

4,099

3,441

7,154

13,569

2,483 1,522

Source: Employment Insurance DB.

Table 16-9 Amount of Employment Promotion Assistance Granted (by Industry)

(Unit: Million KRW, %)

Total

Grants to
Aid to
Promote
Grants to
Grants to
Employment Management of
Promote
Promote
of the
Employment of Employment of
Daycare
Long-term
the Elderly
Centers
Women
Unemployed

Agriculture,
Fishery, and
Forestry

452( 0.2)

408( 0.2)

33( 0.2)

11( 0.1)

0( 0.0)

Mining

596( 0.3)

569( 0.3)

2( 0.0)

26( 0.2)

0( 0.0)

37,284(17.4)

26,828(15.5)

2,101(11.9)

2,620(24.9)

5,734(44.4)

314( 0.1)

285( 0.2)

25( 0.1)

4( 0.0)

0( 0.0)

3,135( 1.5)

1,960( 1.1)

189( 1.1)

916( 8.7)

71( 0.5)

Manufacturing
Utilities
(Electricity, gas,
water)
Construction

Retail and
Wholesale ·
5,288
( 2.5)
Repairing
Consumer Goods
Hotels ·
1,135( 0.5)
Restaurants
Transportation,
Storage ·
20,483( 9.6)
Communication
Finance ·
11,014( 5.2)
Insurance

2,892

( 1.7)

551

( 3.1)

1,765 (16.8) 80

( 0.6)

817( 0.5)

208( 1.2)

110( 1.1)

0( 0.0)

17,715(10.3)

1,859(10.5)

371( 3.5)

538( 4.2)

378( 0.2)

10,204(57.6)

117( 1.1)

316( 2.4)

Real Estate Lease
· Business
113,910 (53.3) 109,362 (63.3) 751
Services

( 4.2)

3,227 (30.7) 569

( 4.4)

Educational
Services

2,981( 1.4)

1,223( 0.7)

558( 3.1)

671( 6.4)

530( 4.1)

Health · Social
Welfare

6,389( 3.0)

1,425( 0.8)

805( 4.5)

193( 1.8)

3,967(30.7)

Other Public
Social · Private
Services
Other Industries
Total

10,074

( 4.7)

781( 0.4)

8,346

( 4.8)

484( 0.3)

259

( 1.5)
181( 1.0)

475

( 4.5)
3(0.0)

994

( 7.7)
113( 0.9)

213,837(100.0) 172,691(100.0) 17,724(100.0) 10,510(100.0) 12,913(100.0)

Source: Employment Insurance DB.
Note: Total cumulative data from the day the systems were launched up to 2002.
Refer to Table 16-1 for the launch date of the current system.

other industry sectors is minimal. In contrast, the largest portion of the
Grants to Promote Employment of Women, 57.6%, was granted to the
finance · insurance sector. 11.9% was given to the manufacturing
sector and 10.5% to the transportation storage · communication sector.
In the case of Grants to Promote Employment of the Long-term
Unemployed, support was more evenly dispersed among the different
sectors in comparison to the two above-mentioned grants. The real
estate · lease and business services sector received 30.7%, the
manufacturing sector 24.9%, and the retail and wholesale · repair of
consumer goods 16.8%.
The fact that the utilization of the Employment Promotion
Assistance is concentrated on a few industry sectors reflects the
employment structure of the benefiting classes for each type of grant.
This trend is a serious obstacle to employment stabilization and should
be addressed urgently in order to enhance the effectiveness of the
Employment Stabilization Program.
Table 16-10 summarizes the track record of utilization of the
Employment Promotion Assistance by firm size. Grants to Promote
Employment of the Elderly were used widely by small and medium
sized enterprises with less than 300 employees while Grants to
Promote Employment of Women were favored by large enterprises. In
particular, Grants to Promote Employment of Women were used
frequently by businesses with 1,000 or more employees. This is because
female employees of such large enterprises are most active in taking the
childcare leave that accounts for most of the Grants to Promote
Employment of Women. Small businesses with less than 30 employees
accounted for 84.5% of all approved cases of Grants to Promote
Employment of the Long-term Unemployed while the utilization rate
of large enterprises with 300 or more employees accountedfor less than
1%.

Table 16-10 Amount of Employment Promotion Assistance Granted (by Firm
Size)

(Unit: Million KRW, %)
Number of
Employees

Total

Grants to
Grants to
Grants to
Promote
Aid to
Promote
Promote
Management of
Employment of Employment of Employment of Daycare Centers
the Long-term
the Elderly
Women
Unemployed

Less than 5

16,649( 7.8)

9,720( 5.6)

1,727( 9.7)

4,765(45.3)

436( 3.4)

5~9

17,251( 8.1)

14,151( 8.2)

713( 4.0)

2,059(19.6)

328( 2.5)

10~29

38,859(18.2)

35,191(20.4)

892( 5.0)

2,058(19.6)

718( 5.6)

30~49

20,162( 9.4)

19,207( 11.1)

273( 1.5)

581( 5.5)

101( 0.8)

50~99

25,860(12.1)

24,163(14.0)

375( 2.1)

456( 4.3)

867( 6.7)

100~299

40,604(19.0)

36,581(21.2)

674( 3.8)

479( 4.6)

2,871(22.2)

300~499

13,324( 6.2)

12,105( 7.0)

308( 1.7)

61( 0.6)

851( 6.6)

500~999
1,000 or
More
Total

12,077( 5.6)

10,090( 5.8)

532( 3.0)

19( 0.2)

1,438( 11.1)

29,172(13.6)

11,483( 6.6)

12,231(69.0)

32( 0.3)

5,426(42.0)

213,837(100.0)

172,691(100.0)

17,724(100.0)

10,510(100.0)

12,913(100.0)

Source: Employment Insurance DB.
Note: Total cumulative data from the day the systems were launched up to 2002.
Refer to Table 16-1 for the launch date of the respective system.

3.4 Demographic Features of the Beneficiaries of the
Grants to Promote Employment
With the exception of the Aid for Employment Maintenance, most
of the grants under the Employment Stabilization Program can be
characterized as subsidies aimed at the promotion of employment. The
beneficiaries of the program by sex, age, and occupation, from the date
of its launch up until 2002, can be summarized as follows.
The total number of beneficiaries is 94,083. The number of male
beneficiaries is twice that of women, accounting for 68.6% of the total
recipients. In terms of age, the 20s, 30s, and 50s account for 24.6%,
24.4%, and 23.5% respectively, and those over the age of 60 posted
15.3%. As for occupation, clerical · administrative workers and

laborers top the list with 27.6% and 27.3%, respectively, followed by
technicians · related occupations (16.0%) and engineers · semiprofessionals (10.5%).
The total figures can be broken down to individual grants. In the
case of Grants to Promote Employment of Displaced Workers, men
account for 60.5% of a total of 673 beneficiaries. Though the 30s age
group tops the list, there are not many differences in the number of
beneficiaries among different age groups. Clerical · administrative
workers won the most support with 25.3%, followed by laborers
(20.2%) and technicians · related occupations (18.6%)
In the case of Grants to Promote Outplacement Service, male
beneficiaries predominate with 79.5%. Recipients in their 30s once
again formed the largest age group with 38.3%, followed by the 20s
(26.0%) and the 40s (20.6%). An analysis by occupation shows that
63.9% of the aid was granted to technicians · related occupations and
25.3% to clerical · administrative workers.
As for Grants to Promote Employment of the Elderly, 79.3% of a
total of 23,583 beneficiaries were men. Laborers account for 68.4% of
all beneficiaries in terms of occupation, followed by technicians ·
related occupations (10.7%) and services · sales personnel (9.3%).
In the case of Grants to Promote Employment of Women, female
workers in their 20s or younger account for 56.5% of a total of 7,728
beneficiaries, while those in their 30s account for 35.4%. This shows that
the majority of the beneficiaries are in their 20s or 30s. Clerical ·
administrative workers form the largest group of beneficiaries with 59.2%,
followed by services · sales personnel (13.4%) and laborers (8.3%).
Out of a total of 20,050 beneficiaries of Grants to Promote
Employment of the Long-term Unemployed, men account for 60.2%.
Those in their 20s post 42.2%, followed by the 30s group (29.5%) and
the 40s group (14.6%). Clerical · administrative workers make up
38.0% in terms of occupation, followed by the laborer group (15.7%).

Table 16-11 Demographic Features of the Beneficiaries of Grants to Promote
Employment

(Unit: Persons)
Grants to
Grants to
Grants to
Grants to
Grants to
Promote
Promote
Promote
Promote
Promote
Employment of
Employment
Outplacement Employment Employment
of Displaced
the Long-term
Service
of the Elderly of Women
Workers
Unemployed

Sex

Men
Women
Subtotal
20s or Younger

Age Group

30s
40s
50s
60s and Older

Occupation

Subtotal
High-ranking
Officials/
Executives
Professionals
(Experts)
Engineers/Semiprofessionals
Clerical and
Administrative
Services/Market
Sales Personnel
Agricultural,
Fisheries, Skilled
Workers
Technicians/
Related
Occupations
Equipment and
Mechanical
Operators/
Assembly Line
Workers
Laborer
Subtotal

Total

407
(60.5)
266
(39.5)
673
(100.0)
152
(22.6)
229
(34.0)
190
(28.2)
102
(15.2)
0
(0.0)
571
(100.0)

6,410
(79.5)
1,650
(20.5)
8,060
(100.0)
2,097
(26.0)
3,086
(38.3)
1,662
(20.6)
1,219
(15.1)
0
(0.0)
6,845
(100.0)

25,238
(79.3)
6,595
(20.7)
31,833
(100.0)
0
(0.0)
0
(0.0)
45
(0.1)
16,146
(50.7)
15,629
(49.1)
15,674
(100.0)

9
(0.1)
7,719
(99.9)
7,728
(100.0)
4,368
(56.5)
2,737
(35.4)
564
(7.3)
59
(0.8)
0
(0.0)
7,669
(100.0)

12,078 70,214
(60.2)
(68.6)
7,972 32,115
(39.8)
(31.4)
20,050 102,329
(100.0) (100.0)
8,469 25,185
(42.2)
(24.6)
5,920 24,954
(29.5)
(24.4)
2,922 12,470
(14.6)
(12.2)
2,716 24,040
(13.5)
(23.5)
23 15,671
(0.1)
(15.3)
17,334 78,280
(100.0) (100.0)

50
(7.4)

60
(0.7)

466
(2.0)

34
(0.4)

681
(3.4)

3,576
(3.8)

53
(7.9)
78
(11.6)
170
(25.3)
40
(5.9)

63
(0.8)
204
(2.5)
2,042
(25.3)
3
(0.0)

141
(0.6)
663
(2.8)
965
(4.1)
2,196
(9.3)

520
(6.7)
423
(5.5)
4,577
(59.2)
1,036
(13.4)

1,399
(7.0)
2,686
(13.4)
7,611
(38.0)
1,384
(6.9)

5,742
(6.1)
9,865
(10.5)
25,929
(27.6)
6,426
(6.8)

1
(0.1)

12
(0.1)

61
(0.3)

0
(0.0)

7
(0.0)

95
(0.1)

125
(18.6)

5,153
(63.9)

2,513
(10.7)

392
(5.1)

2,791
(13.9)

15,080
(16.0)

20
(3.0)

189
(2.3)

443
(1.9)

103
(1.3)

352
(1.8)

1,708
(1.8)

136
(20.2)
673
(100.0)

338
(4.2)
8,064
(100.0)

16,135
(68.4)
23,583
(100.0)

643
(8.3)
7,728
(100.0)

3,139
(15.7)
20,050
(100.0)

25,662
(27.3)
94,083
(100.0)

Source: Employment Insurance DB.
Notes: 1) Total cumulative data from the day the systems were launched up to 2002.
Refer to <Table 16-1> for the launch date of the respective system.
2) Grants to Promote Employment of Workers were launched in December
1997 but abolished not long after in July 2001. Therefore, its records were
not shown in the table but included in the total sum.

4. An Evaluation of the Employment Stabilization
Program and the Course of its Future Development
4.1 An Evaluation of the Employment Stabilization Program
The Employment Stabilization Program, a type of employment
subsidy program, is aimed at promoting the demand for target workers
and enhancing their employment rate and income level by reducing the
cost of hiring these workers. On the one hand, the Employment
Stabilization Program was lauded for its role as an unemployment
policy during the mass unemployment years following the 1997
financial crisis. However, the system was not without faults and was
also subjected to criticism.
There are two key issues debated in the evaluation of the
Employment Stabilization Program. First, as is the case in other
nations, the program was faced with the question of exactly how great
its net effect is. 2 Most overseas research studies point out that
employment stabilization schemes, the wage subsidy programs in
particular, fail to demonstrate significant employment promotion
effects due to the deadweight loss and the substitution effect (OECD,
1998). The high deadweight effect of the Employment Stabilization
Program was also demonstrated in previous studies conducted in
Korea. Second, the utilization rate and performance of the program fall
short of expectations. The size of the program’s expenditure never
exceeded 60% of its annual income, even during the employment crisis
2

The net effect of the employment subsidy can be calculated with the equation as
follows: Net Employment = Total effect – deadweight loss – displacement effect –
substitution effect. However, it is difficult to come up with the exact calculation for
the net effect of the employment subsidy because it is difficult to estimate the
displacement effect.

years sparked by the financial crisis. The recent expenditure level has
dropped even further, hovering at the 30% level (see Table 16-3). In
light of the situation, it had been suggested that the existing
Employment Stabilization Program should be reformed and that
premium rates paid by employers be reduced.3
The results of the evaluation on the Employment Stabilization
Program can vary depending on the perspective of the evaluator. Very
few evaluative studies have been conducted locally up to date on the
Employment Stabilization Program. There are several contributing
reasons. There has not been much time for the evaluation to take place
since the launch of the Employment Insurance system. Thus, it is not
easy to assess the policy effect of the system as yet. Moreover, much
time and financial investments are necessary in order to gather the
information needed for the evaluation. The fact that there are
numerous sub-programs under the Employment Stabilization Program
and that there has been a number of institutional revisions are also
factors that make a comprehensive evaluation of the program difficult.
Thus far, most of the evaluative studies on the Employment
Stabilization Program were focused on measuring its net job creating
effect. There were also efforts to evaluate the cost effectiveness of the
Aid for Employment Maintenance as well as the employment change
rates in businesses supported by the system. There have been a few
evaluative studies conducted locally on the performance and results of
the Employment Stabilization Program. Some examples are Hwang,
Deok-Soon (1999), Kim, Dong-Heon · Eui-Kyung Park (2000), and
Kim, Jooseop · Kyu-Yong Lee · Jung-Woo Kim (2001).
Hwang, Deok-Soon (1999) surveyed 325 businesses on what they
3

The laws, decrees, and regulations governing the Employment Stabilization
Program have been revised and supplemented on tens of occasions thus far.
Therefore, efforts to increase the expenditure of the program with microscopic
improvements of the Employment Insurance System are highly unlikely to succeed.

would have done in the absence of the Aid for Employment
Maintenance and whether they would have implemented employment
maintenance measures even in its absence. 38.3% of the businesses
responded that they would have ‘reduced their payroll’ and only 5.3%
answered that they would have ‘retained the surplus resources.’ In
response to such a result, Hwang says, “Deadweight loss is not too
significant and the enterprises that used the program can be considered
to have contributed to maintaining employment.” But the same survey
had 33.2% of the businesses responding that they would have ‘adjusted
the working hours’ and 20.6% answering that they would have
‘adjusted the wage levels.’ These results show that such employment
maintenance measures would have kept the employment level afloat
even if there had been no Aid for Employment Maintenance in place.
Thus, in an overall sense, these answers should also be included as
deadweight loss in which case the deadweight loss would become quite
substantial.4
Kim, Dong-Heon · Eui-Kyung Park (2000) analyzed the effect of
Aid for Employment Maintenance in terms of deadweight loss,
employment effect, and cost effectiveness. As a result, they found out
that the net employment effect of the system was 22.5%, which is quite
similar to that of other OECD nations. 5 They also discovered a
positive correlation between the employment maintenance support
rate and the employment change rate, which was significant over the
short term. However, this relationship is not statistically significant
4

5

Hwang, Deok-Soon points out that adjustment in wages or working hours leads to
an increase in voluntary turnover and reduces employment. Thus, he states, this
result should also be included in the employment maintenance effect. However, if
we consider that the Aid for Employment Maintenance is aimed at reducing
non-voluntary turnover, employment maintenance of this nature should be
included in the deadweight loss.
They estimated the net employment effect using the deadweight loss calculated
from the results of a survey that collected the subjective opinion of the beneficiary
companies.

over the long term. On the basis of such analysis, they concluded that
eight out of every ten beneficiaries of Aid for Employment
Maintenance were deadweight loss. In other words, only two out of
every ten beneficiaries represent the net employment effect, and this
effect can disappear over time. Meanwhile, the unemployment
prevention effect of Aid for Employment Maintenance was estimated
using the Employment Insurance database. For this estimation, data
examined for the period between January 1 and December 31, 1998,
includesthe number of cases where the payments were made, the
names of the firms supported, the number of beneficiaries and of total
employees, the used sub-programs, and the dates when the payments
were made (excluding Aids for Manpower Relocation and for
Dispatching of Employees). According to the calculation, the
unemployment prevention effect ranges from a minimum of 28,953 to
a maximum of 61,611 workers.
Kim, Jooseop · Kyu-Yong Lee · Jung-Woo Kim (2002) conducted a
survey on a total of 2,700 companies that were granted Aid for
Employment Maintenance. As a result, 41.4% of the respondents
replied that they would carry out manpower adjustment if there were
no Aid for Employment Maintenance to support them. Thus, the
authors regarded this number to be the net effect of the Aid for
Employment Maintenance.
Studies on the benefits of Employment Promotion Assistance were
carried out by scholars including Hwang, Deok-Soon (1999), Kim,
Dong-Heon · Eui-Kyung Park (2001), and Chang, Jiyeun · Jung-Woo
Kim (2002). Hwang, Deok-Soon (1999) analyzed the effectiveness of
Grants to Promote Employment of Workers (no longer in effect). He
sampled 1,000 enterprises among beneficiary companies and
non-beneficiaries, respectively, and examined the effect and the size of
the aid on the employment growth rate in the sampled companies. He
concluded that the employment effect of the Grants to Promote

Employment of Workers could not be elucidated and attributed the
failure to the sampling method and the design of the analysis.
Kim, Dong-Heon · Eui-Kyung Park (2001) also sampled a total of
4,000 enterprises (2,000 each from the beneficiary and non-beneficiary
groups) and conducted an empirical study on the relationship between
Grants to Promote Employment of Workers and the change in the
employment rate. They discovered an 8% difference between the two
groups, the change rate being higher among the companies that took
advantage of the grants. Among businesses that utilized the program,
employment growth was proportional to the number of beneficiaries in
the company. However, this particular study is regarded as a trial
analysis as the results had low statistical significance, and the effect of
variables such as wage levels and labor turnover were not taken into
consideration.
Chang, Jiyeun · Jung-Woo Kim (2002) estimated the size of the
deadweight loss and the substitution effect through a survey on Grants
to Promote Employment of the Elderly, Grants to Promote
Employment of Women, and Grants to Promote Employment of the
Long-term Unemployed. The study yielded a high deadweight loss of
80~90% though the substitution effect was not very substantial.
Previous studies like those discussed thus far depended on surveys
in estimating the deadweight loss of the Employment Stabilization
Program or have targeted only the companies or workers who were
provided aids or grants in estimating the employment effect of the
program. Thus, they failed to make a fair comparison between the
beneficiary group and non-beneficiary group. In that sense, the study
conducted by Keum, Jae-Ho et al. (2003) is an improvement over the
previous studies in terms of approach and methodology. Moreover, the
study is meaningful as a comprehensive evaluation of the individual
sub-programs under the Employment Stabilization Program.
According to Keum, Jae-Ho et al. (2003), Aid for Employment

Maintenance is effective in preventing worker dismissal over the short
term. The system also increases total employment by increasing labor
demand over time. In addition, the study showed that businesses that
have a record of employment maintenance efforts are more likely to
make similar efforts in the latter dates as well. In the case of Grant to
Promote New Employment of the Elderly, Grant to Promote
Reemployment of the Elderly, and Grant to Promote Reemployment
of Women, the amount of time spent by beneficiaries for
reemployment tended to be shorter than that of the non-beneficiary
group. Also, the beneficiaries of the grants had a lower turnover rate
than their counterparts. There had been concerns that employers who
took on workers on wage subsidies might dismiss the workers once the
duration of the aid was over. However, contrary to such anticipation,
workers who went into employment with the aid tended to stay on in
their jobs better than those that were employed without the aid. Such
results might be due partly to the short observation period, but the rule
of ‘minimum dismissal prohibition period’ is also thought to be a
reason.
As we have discussed so far, results of the previous studies on the
benefit of the Employment Stabilization Program indicate that the
program does have positive effect on employment stabilization and
employment promotion despite a high level of deadweight loss. Most
of all, he Employment Stabilization Program has a significance that
transcends its quantitative performance. This is to say that the social
impact of such subsidies and grants are very important even if the
cost-effectiveness of the system is low. The Employment Stabilization
Program functions as a social safety net for businesses experiencing
difficulties staying afloat or for workers having a hard time finding jobs.
The psychological effect of such a program is not something that can
be taken lightly. Against this backdrop, the efficacy of the Employment
Stabilization Program should be examined thoroughly from a number

of different perspectives.
4.2 The Future Direction of the Employment Stabilization
Program
In light of the fact that the changes in the labor market environment
are ongoing, and that the utilization rate of the current Employment
Stabilization Program is low, institutional improvements and reforms
are in order to activate the overall system. To this end, some policy
recommendations can be made for a better future of the Employment
Stabilization Program.
First, the efficiency of the Employment Stabilization Program
should be enhanced by streamlining the sub-programs and institutions
composing the program. In other words, the supporting procedure and
approach should be overhauled, similar aid and grant programs
integrated seamlessly, and the low-performing ones reconsidered.
Second, the role and responsibilities of the Employment
Stabilization Program should be reinforced so that the program could
effectively function as the backbone of the employment policy. By
doing so, the Employment Stabilization Program should be able to
better contribute towards addressing the challenges in the labor market
such as the structural imbalance in the supply and demand for the
youth, the elderly, and women and the wavering job security of the
middle and prime-aged workers.
Third, there should be more efforts to distribute the benefits of the
aid and grant programs more evenly among industries and occupations.
It is true that some subsidies and grants, by their nature, target specific
worker groups rather than workers in general. Also, some groups of
workers such as women, the long term unemployed, and the elderly
tend to be concentrated in certain industries and occupations.
However, the fact that its beneficiaries are too focused in only a certain

number of sectors is a roadblock to the improvement of the program.
Fourth, the labor offices and agencies concerned should carry out
more efforts to promote the Employment Stabilization Program. Low
awareness is pointed out as one of the reasons the program is not being
widely used. Thus, it is important to carry out activities to improve
awareness of the program among the potential beneficiaries.
Fifth, the performance of the Employment Stabilization Program
should be evaluated on an ongoing basis to ensure that the program
keeps itself up with the changes in the labor market and makes proper
adjustments to improve its efficacy.

Chapter 17

EMPLOYMENT INSURANCE

Yoo, Kil-Sang*1

1. Introduction
The discussion on the introduction of the Employment Insurance
System first began in Korea at the end of the 1960s. The Labor
Administration considered the necessity of an unemployment
insurance system at the end of the 1960s and in the mid 1970s.
However, the system considered at the time was more of an
unemployment assistance system. Moreover, the idea was only studied
internally by the Labor Administration and was not discussed with
other government agencies (Labor Administration; a, b, c).
The Ministry of Labor, one year after its promotion from the Labor
Administration in 1981, proposed the launch of the unemployment
insurance system as the government was revising the 5th Five-Year
* Senior Research Fellow, Korea Labor Institute/ Ph.D. in Economics, University of
Hawaii, U.S.A/ Main field of study and research: labor economics, employment
insurance, labor market policy/ Main research papers and publications: An
Evaluation of the Employment Insurance System and Its Future Course of Development (2002);
Migrant Workers in Korea (2001), etc.
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Socioeconomic Development Plan in 1982. This proposal created an
opportunity for the unemployment insurance system to be discussed
formally at the government level. But the introduction of the system
was put off at this time for various reasons. There was widespread
concern within the government about the adverse effects of the
unemployment system and the increase of financial burden on the
business sector. Moreover, the government decided that the time was
not right for such a system yet, considering the development phase of
the Korean economy.
But the discussion that took place in the early 1980s did produce a
common understanding among the parties involved. The traditional
types of unemployment insurance that provide post-unemployment
relief measures such as unemployment benefits were not sufficient to
protect the livelihood of workers. Considered more important was the
actual prevention of unemployment. The improvement of the
employment structure and the vocational competencies of workers was
also considered a high priority. Thus, the desirable form of
unemployment insurance would be a combination of the traditional
unemployment insurance system and active labor market policies such
as vocational training. To differentiate this new type of system from the
old ‘unemployment insurance system’ it was to be referred to as the
‘employment insurance system’ (Economic Planning Board, 1982). On
the basis of such a consensus, the government started distinguishing
between the two terms.
The idea of introducing the employment insurance system was
brought up once again when drafting the 6th Five-Year Socioeconomic
Development Plan, but the Plan eventually included only the design to
discuss the ideas for the introduction in detail during the five year term
covered by the 6th Plan (The Government of the Republic of Korea,
1986). However, this discussion never took place during the given
period.

Employment Insurance(Yoo, Kil-Sang)

571

It was only in the 7th Five Year Plan that the government committed
itself to introducing the employment insurance system. The Korea
Labor Institute, charged with designing the labor section of the 7th
Plan, recommended that the government launch the employment
insurance system in March 1991 during the 7th five year term (Korea
Labor Institute, 1991). After receiving the proposal, the Korean
government gathered opinions from the various social sectors and
decided during the Economic Ministers’ Conference on August 23,
1991 to launch the employment insurance system in the second half of
the 7th Five Year Plan term.
During the national election and the presidential election in 1992,
the three major political parties all pledged to have the Employment
Insurance System launched by 1995. The Kim Young Sam
administration that came to office in February 1993 clearly stated in its
Five-Year New Economy Plan that it will launch the system in 1995
(The Government of the Republic of Korea, 1993).

2. The Employment Insurance Research Commission
and the Enactment of the Employment Insurance
Act
After committing itself to introducing an employment insurance
system in Korea, the government decided through the March 9, 1992
resolution of the Manpower Policy Committee to set up the
Employment Insurance Research Commission (EIRC) at the Korea
Labor Institute. The purpose of the EIRC was to develop the proper
employment insurance model for Korea and to carry out the necessary
studies.
In light of the decision, the Korea Labor Institute launched the
EIRC comprised of 30 scholars on May 18, 1992. For one year after its
kickoff in 1992, the EIRC held over 40 discussion sessions for key
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issues and topics on the insurance system. On May 18, 1993, the
official opinion of the EIRC was put together under the title ‘The
Proposed Employment Insurance System for Korea’ and submitted to
the government (Employment Insurance Research Commission,
1993).
On the basis of the ‘The Proposed Employment Insurance System
for Korea’ proposed by the EIRC, the government set about drawing
up the Employment Insurance Bill. Once this task was completed, an
open hearing was held to gather public opinion from all sectors of
society. After passing the deliberation of the Cabinet Council on
October 21, 1993, the bill was submitted to the National Assembly on
October 28.
The Employment Insurance Bill passed the plenary session of the
National Assembly unanimously on December 1, 1993 and was
officially announced on the 27th of the same month. The Employment
Insurance System was put into effect on July 1, 1995 following the
official announcements of the Enforcement Decree of the
Employment Insurance Act and the Enforcement Regulation of the
Employment Insurance Act on April 1995 and June 1995, respectively.

3. The Main Content of the Employment Insurance
System at the Time it went into Effect
3.1 The Purpose of the Employment Insurance System
Article 1 of the Employment Insurance Act states, “The purpose of
this Act is, through the enforcement of employment insurance, to
prevent unemployment, to promote employment, to develop and
improve the vocational ability of workers, to strengthen the nation’s
vocational guidance and job placement capacity and to stabilize the
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livelihood of workers and promote their job-seeking activities, by
granting necessary benefits when they are out of work, thereby
contributing to economic and social development of the nation.”
The employment insurance system of Korea is not a passive system
that only hands out post-unemployment benefits. Rather, it combines
the characteristics of active employment policies that facilitate
employment adjustments, improve the efficiency of the economy,
improve job securities, balance labor supply and demand, activate
vocational training, and improve competitiveness with the functions of
the traditional unemployment insurance system such as ensuring the
livelihood security of the unemployed and promoting reemployment.
With such a configuration, the system aims to create a seamless link
manpower development, distribution, utilization, and retention.
In order to achieve these objectives, the Employment Insurance Act
of Korea stipulates the implementation of the Employment
Stabilization Program, the Job Skill Development Program, and the
Unemployment Benefit Program.
3.2 Coverage
The Employment Insurance Act applies to all businesses and
business establishments that hire workers (Article 7, Employment
Insurance Act). However, the Presidential Decree is authorized to
make exceptions for certain businesses or business establishments in
consideration of factors such as the limitation of administrative
capabilities, the need for a sound financial standing, and the practicality
of application and premium collection.
At the time of the initial enforcement, the Unemployment Benefits
Program was stipulated for all insured businesses with 30 or more
employees and the Employment Stabilization Program and the Job
Skill Development Program to all insured businesses with 70 or more
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employees.
Initially, the EIRC, taking the administrative capability of the
government into consideration, had proposed that the insurance
system be applied to businesses with 10 or more employees first and be
expanded gradually to encompass all enterprises irrespective of size
(Yoo, Kil-Sang and Soo-Bong Uh, 1993). But the preparation for the
launch of the system faced a number of glitches and it became
realistically difficult to start out with the original scope. Thus, the EIRC
made an unofficial recommendation to the government to begin the
system with its coverage limited to business establishments with 30 or
more workers. In light of the situation, the Korea Confederation of
Trade Unions (KCTU) and the Korea Employers Federation made a
joint recommendation to the government on March 30, 1994 to roll
out the program for 30-or-more-employee enterprises first and expand
the coverage to 10-or-more-employee enterprises by 1998. However,
the business sector and the Ministry of Commerce, Industry and
Energy argued that the insurance system should start out with a
narrower scope of businesses with 150 or more employees so as to
reduce the financial burden on small and medium sized enterprises and
to synchronize the system with the mandatory in-plant vocational
training system.
In the end, the agencies involved decided to differentiate the scope
of the insurance system according to the program. The Unemployment
Benefits Program, in order to reflect the spirit of the
labor-management agreement, was to be applied initially to business
establishments with 30 or more employees and gradually expanded to
those with 10 or more fulltime workers by January 1, 1998. The
Employment Stabilization Program and the Job Skill Development
Program were to start out with businesses with 70 or more fulltime
workers and expanded to encompass businesses with 50 or more
fulltime employees by the same deadline as the Unemployment
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Benefits Program. (Yoo, Kil-Sang and Cheol-Soo Lee, 1996).
However, the Employment Insurance System was not to be applied
to workers of the following category even if they were employed at the
insured business enterprises; i) those newly employed after turning 60
years old; ii) part-time workers whose weekly working hours are 30%
or less than that of the regular worker employed for a similar job
function at the same workplace; iii) daily workers, iv) those employed
in seasonal or temporary projects, v) government officials, and vi) the
teaching staff of private schools (Article 8, Employment Insurance
Act).
3.3 An Overview of the Employment Insurance System
The purpose of the Employment Insurance System of Korea goes
beyond the passive goal of protecting the livelihood of the unemployed.
Rather, it is part of an active employment policy that aims to reduce
unemployment by preventing unemployment and promoting
reemployment. To this end, the Employment Insurance Act of the Korea
was designed with three key components which are the Employment
Stabilization Program, Job Skill Development Program, and the
Unemployment Benefits Program, as can be seen in Figure 17-1.
First, the Employment Stabilization Program is designed to assist
the worker to find a job that matches his or her aptitude and
competency. To this end, the program provides employment
information and guidance for vocational training as well as vocational
guidance and job placement services. Moreover, the program aims to
minimize unemployment even if employment adjustments become
inevitable due to changes in technology or industrial structure. In short,
the Employment Stabilization Program is meant to prevent
unemployment and enable an efficient redistribution and utilization of
manpower.
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Figure 17-1 An Overview of the Employment Insurance System at the
Time the System Went into Effect
Employment Adjustment Assistance
Employment Stabilization Program
Regional Employment Promotion Grant
Employment Promotion for Elderly
Subsidy for Employment Promotion Facilities

Employment Insurance System

Provision of Labor Market Information
In-house Vocational Training Subsidy
Assistance to Employers
Employee Training Subsidy
Loan for Training Facilities
Job Skill Development
Program

Vocational Training Subsidy
Assistance to Employees
Loan for Tuition
Aid for Reemployment Training of Displaced Workers
Promotion of
Vocational
Training

Unemployment
Benefits

Basic Benefits

Early Reemployment Allowance

Vocational Training Promotion Allowance
Employment Promotion Benefits
Nationwide Job- Seeking Allowance
Moving Allowance

Second, the Job Skill Development Program supports the vocational
training initiatives of businesses so that vocational competencies of the
employed workers can be developed on an ongoing basis. In essence,
the program aims to enhance competitiveness and prevent
unemployment by supporting the lifelong development of vocational
competencies. Today, the determining factor for national
competitiveness is no longer the production cost based on low wages
but human capital. In line with the change, nations are now stepping up
their efforts to innovate the training systems and the competency
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development processes. In order to keep abreast of this trend, the
Employment Insurance System of Korea promotes vocational training
of workers so that workplaces are not simply workplaces as the
expression implies but a place for learning and self-improvement. The
Job Skill Development Program has been included as one of the core
components of the Employment Insurance System to achieve this goal
by improving work productivity and wage levels of workers, as well as
serving as the framework for enhancing corporate competitiveness.
Third, the Unemployment Benefits Program supports the
unemployed for a certain length of time to protect the livelihood of the
jobless worker and to induce early reemployment. However, the
Unemployment Benefits Program of Korea does more than simply
hand out unemployment allowances to the displaced workers. The
program also provides vocational training promotion allowances and
has the effect of extending the duration of the unemployment benefits
to cover the training period in order to help the unemployed take
appropriate training courses while they are out of work. In addition to
such incentives for vocational training, early reemployment is also
encouraged with the early reemployment allowance so as to discourage
the unemployed workers from dwelling in their jobless state and living
off the unemployment benefits.

3.4 The Employment Stabilization Program
First, the Employment Stabilization Program is designed to assist
the worker to find a job that matches his or her aptitude and
competency. Paragraph (1), Article 15 of the Employment Insurance
Act declares the basic principles of the Employment Stabilization
Program with the following words; “In the case of a manpower
shortage or unstable employment situations resulting from a shrinkage
in employment opportunities due to business fluctuations at home and
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abroad, changes in industrial structures and other economic reasons,
etc., the Minister of Labor implements activities for employment
stabilization such as prevention of unemployment, promotion of
reemployment, and expansion of employment opportunities, for the
insured or formerly insured, etc.” Paragraph (2) goes on to state a clear
priority for small businesses in providing the support; “In
implementing the activities for employment stabilization provided in
paragraph (1), the Minister of Labor shall give priority to enterprises
whose number of workers and other conditions meet the standards set
forth by the Presidential Decree.”
Though the Employment Stabilization Program is meant to
promote employment security and prevent unemployment at times of
uncertainties, such uncertainties are limited to instances induced by
economy-related causes such as changes in the economic climate or the
industrial structure. By economy-related causes, we are referring to
situations where employment insecurity becomes inevitable for a
company due to changes in the economic climate or the industrial
structure. Contraction of business activities and unemployment caused
by non-economic reasons including fire, natural disasters such as flood
or earthquake, and epidemics do not qualify for protection under the
program.
Business activity is a process of adapting and developing an
organization to the ongoing changes in both the internal and external
fronts. Such changes influence the employment volume of businesses.
Issues such as the need for employment adjustments are raised as
businesses try to achieve the perfect balance between production and
employment.
Downsizing of the workforce is one of the measures included in
employment adjustment. To this, Paragraph (1), Article 16 of the
Employment Insurance Act prescribes; “For the business owner
whose adjustment of employment is unavoidable due to business
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fluctuations or the change of industrial structure causing the
downsizing of enterprises or the stoppage or transfer of enterprises,
the Minister of Labor may, under the conditions prescribed by the
Presidential Decree, provide necessary support for the suspension of
work, the conducting of vocational ability development training
necessary for job conversions, the relocation of manpower, or other
measures for workers’ employment security.” The following paragraph
stipulates; “The Minister of Labor may provide necessary assistance for
the business owner who takes measures for the employment security of
workers in an unstable employment situation, such as employing
workers separated from jobs due to employment adjustment as in
paragraph (1), under the conditions stipulated by the Presidential
Decree.” These provisions make it clear that the Employment
Insurance Act seeks to prevent unemployment in the employment
adjustment process by supporting business owners who take the
necessary measures for the workers’ employment security. To this end,
Articles 16 and 19 of the Enforcement Decree of the Employment
Insurance Act specifies the tools such as the Aid for Employment
Maintenance and Grants to Promote Employment of Displaced
Workers that can be employed as the support for employment
adjustments.
The Aid for Employment Maintenance is granted to employers who
choose to use measures such as temporary shutdowns, working hour
reductions, training, worker dispatch, manpower relocation to retain
the employees rather than to dismiss them when employment
adjustments are unavoidable. The Aid for Employment Maintenance
provides business owners with part of the wages and vocational
training expenses to ease their financial burden and to prevent the
unemployment of workers.
The Grants to Promote Employment of Displaced Workers are
provided to business owners who hire workers separated by
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employment adjustments (limited to those who were qualified insured
workers at the time of the separation) through the placement services
provided by the Employment Security Office. The Employment
Stabilization Program also has other schemes aimed at promoting the
early reemployment of marginal workers and the unemployed
displaced in the course of employment adjustment. Grants to Promote
Employment of the Elderly are for those business owners who have
elderly workers making up more than a certain percentage of their
entire workforce. Furthermore, various schemes were developed and
implemented to encourage active labor participation of the female
workforce, such as the Grant for a Leave of Absence for Child Rearing,
the Aid to Management of Daycare Centers and Loans for Installation
Expenses as well as services including the provision of employment
information and vocational guidance.
In order to balance the supply and demand of manpower and to
improve labor market flexibility, it is important to provide accurate and
timely employment information to both the job seekers and the
employers. Services such as vocational guidance, vocational counseling,
and job placement should also be provided in an efficient manner. To
this end, Paragraph (1), Article 20 of the Employment Insurance Act
stipulates, “The Minister of Labor may carry out activities for business
owners, the insured and other job-seekers, such as furnishing
information about job offers, job seekers or other employment
information, offering vocational guidance and job placement services,
building the foundation for employment security and deploying the
professional manpower needed for these, under the conditions
determined by the Presidential Decree.”
Whereas other programs under the Employment Insurance System
target the insured businesses or workers and the formerly insured,
employment information and vocational guidance services are
provided to all job seekers and employers as well as potential job
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seekers.

3.5 Job Skill Development Program
Paragraph (1), Article 21 of the Employment Insurance Act declares
the principles of the Job Skill Development Program as the following;
“The Minister of labor shall provide the insured, etc., with
opportunities to develop and improve their vocational competency
throughout the period of their employment and implement support
activities for the development and improvement of vocational ability.”
The Job Skill Development Program is aimed at improving the
quality of human resources and encouraging workers to enhance their
own vocational competencies so that both the worker and the business
can better respond to the rapid changes in the economic environment.
As such, the development of vocation competencies of workers can
provide businesses with better productivity and workers with higher
job security based on better vocational competencies.
Prior to the launch of the Employment Insurance System, business
owners with 150 or more employees were required to conduct
vocational training of their workers. Businesses were to either carry out
vocational training that conformed to the training standards set by the
government or pay the vocational training levy. The mandatory
vocational training system was based on the assumption that
businesses would try to avoid providing such training for their
employees on a voluntary basis and would only carry out active
vocational training activities if they were required to pay the difference
between the required training expenses and the actual amount spent to
the government in the form of the vocational training levy.
In comparison, the Job Skill Development Program under the
Employment Insurance Act assumes that the basic competencies
required prior to employment are provided by various types of
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educational institutions or public vocational training facilities and that
business enterprises are more interested in providing workers with
ongoing vocational training that can maximize their profits. Against
this backdrop, the Job Skill Development Program supports the
voluntary vocational training of businesses in areas of their needs and
encourages private-sector initiatives for vocational training.
There had been quite a bit of controversy as to whether the Job Skill
Development Program should be included in the Employment
Insurance System when the system was being launched. In the
beginning, the Job Skill Development Program was applied only to
businesses with less than 1,000 employees. Larger businesses were
required to continue with the mandatory vocational training.
The activities of the Job Skill Development Program can be largely
divided into assistance to employers, assistance to employees, and
promotion of vocational training.
Assistance to employers refers to the full or partial subsidies for
training expenses incurred when business owners provide vocational
training for the insured workers. Assistance to employees refers to the
partial subsidies or loans for vocational training in which workers
enroll on their own. Vocational training needed for the reemployment
of the insured is also offered. The promotion of vocational training
includes the installation of public vocational training facilities or loans
that assist the private sector to set up training facilities.
In implementing the vocational training activities, the Minister of
Labor must give priority to enterprises whose number of workers and
other conditions meet the standards prescribed by the Presidential
Decree (Paragraph 2, Article 21 or the Employment Insurance Act).
3.6 Unemployment Benefits Program
Unemployment benefits are the cash benefits provided to the
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insured who became unemployed for inevitable reasons. The payments
are intended to support the basic livelihood and the job-seeking
activities of the insured over a certain period of time.
The Unemployment Benefits Program provides support for the
basic living of the insured and the family to keep the insured from
being forced into inappropriate employment under the pressure to earn
a living for him or herself and the family. By allowing the insured to
take the time to find a befitting job, the program prevents the worker
from falling into a vicious cycle of hasty reemployment and separation.
When necessary, the insured can live on the unemployment benefits
while receiving vocational training to improve his or her competency
or skill and enhance the quality of his or her labor. The Unemployment
Benefits Program balances the economy by creating labor demand and
increasing employment at times of economic recession and
suppressing the surplus demand when the economy is brisk by
reserving the insurance fund. Since the low income class whose
employment status is relatively unstable has a higher probability of
receiving the benefits, the program also contributes towards income
redistribution.
Korea’s Unemployment Benefits Program consists of the basic
benefits and the employment promotion allowance. The employment
promotion allowance includes early reemployment allowance,
vocational training promotion allowance, nationwide job-seeking
allowance, and a moving allowance (Article 28, Employment Insurance
Act).
3.6.1 Basic benefits

Basic benefits, the key benefit among the unemployment benefits,
are paid to the qualified recipients who meet the qualification
requirements prescribed by the Employment Insurance Act.
Basic benefits are paid to the insured persons who are out of work
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and meet the following conditions.
i) During the 18 month (hereinafter referred to as “base period”)
prior to the date of job-loss, the aggregate unit insurance period
shall be 12 months or more.
ii) Despite having the will and ability to work, they still did not find
jobs.
iii) The reasons for job loss shall not fall under one of the grounds
restricting eligibility to receive benefits such as dismissal due to
serious faults of his or her own or separation on personal
grounds without justifiable reasons.
iv) They shall report unemployment at the Public Employment
Office upon separation and actively make efforts to be
reemployed.
For the basic benefit, 50% of the average wages over the 12 months
prior to separation are paid for 30~210 days in accordance to the
insured period and the age at the time of separation (see Table 17-1).
It is advisable that unemployment benefits are paid only to those
displaced involuntarily by conditions beyond the control of the worker
concerned. Handing out the benefits to workers who are responsible
for their unemployed state in one way or another is not only unfair for
the other insured workers but should be avoided to keep the
unemployment benefits system from being abused. Moreover, it can
also undermine the soundness of the insurance budget. Thus, it is
crucial to restrict the qualification for the benefit payments by the
causes of separation.
The insured is not considered qualified for benefit payment in the
case he or she is fired due to serious faults of his or her own or is
separated from employment on personal grounds without justifiable
reasons (Paragraph 1, Article 45, Employment Insurance Act). Also, in
case a qualified recipient refuses to accept the job introduced by the
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Table 17-1 Duration of the Basic Benefits at the Time the System was
Launched

(Unit: days)
Insured Employment Period
1 ≤ year < 3 3 ≤ year < 55 ≤ year < 10 10 ≤ year
age < 25
30
60
90
120
Age at the 25 ≤ age < 30
60
90
120
150
time of
30 ≤ age < 50
90
120
150
180
separation
50 ≤ age, the disabled
120
150
180
210

head of an Public Employment Office or to receive the vocational
ability development training, etc., designated by the head of an
Employment Security Office, the payment of basic benefits shall be
suspended for two and four weeks, respectively, from the date such
refusals are expressed (Paragraph 1, Article 46, Employment Insurance
Act). In case one attempts to receive or has received the payment of
unemployment benefits by means of fraudulent or other unfair
conduct, the payment of the basic benefit shall not be made from the
date such attempt or payment is made (Paragraph 1, Article 47,
Employment Insurance Act).
3.6.2 Employment promotion allowance

The employment promotion allowance is a supplementary
allowance intended to promote the reemployment of the beneficiaries
of the basic benefits rather than a support for the livelihood of the
unemployed.
The allowance is paid to the qualified recipient of the basic benefits
who manages to get reemployed early, is taking vocational training
courses, or engages in nationwide job-seeking activities. The amount of
employment promotion allowances other than the early reemployment
allowance is not very significant as they are mostly reimbursements for
the actual expenditures.
The employment promotion allowance consists of early
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reemployment allowance, vocational training promotion allowance,
nationwide job-seeking allowance, and a moving allowance.
The early reemployment allowance is paid when a qualified recipient
of the basic benefits finds secure employment with one half or more of
the prescribed number of benefit payment days remaining. The
allowance is intended to promote early reemployment through active
job-seeking activities (Article 50, Employment Insurance Act). The
amount of the early reemployment allowance is calculated by
multiplying the daily allowance of the basic benefits of the recipient
with one-third of the remaining prescribed payment days.
The vocational training promotion allowance is paid in addition to
the job-seeking benefits for the period of the vocational ability
development training, etc., during which the qualified recipient
undergoes the vocational ability development training, etc., designated
by the head of the Public Employment Office so as to help the
qualified recipient attend the training courses.
The payment of nationwide job-seeking allowance may be made to
the qualified recipient in case he or she engages in job-seeking in large
areas offered by the Public Employment Office and if the head of the
Public Employment Office deems it necessary. The amount of the
allowance is determined by the distance covered and the number of
nights spent away from home during the wide-area job-seeking activity.
The moving allowance is paid to the qualified recipient when he or
she moves to other places to be employed or to undergo job skill
development training, etc., designated by the head of a Public
Employment Office (Article 53, Employment Insurance Act).
3.7 Insurance Premiums
In order to cover the expenses required for the insurance activities,
premiums are collected from business owners and the insured workers.
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Provisions on premiums are stipulated in Chapter 6 of the
Employment Insurance Act. Expenses required for the insurance
activities refer to those necessary for the Employment Stabilization
Program, the Job Skill Development Program, and the Unemployment
Benefits Program.
The premium rates shall be determined separately for the
employment security premium rate, the vocational ability development
premium rate, and the unemployment benefits premium rate within
30/1,000 in consideration of the changes in insurance earnings and
expenses and economic conditions. (Article 57, Employment
Insurance Act). The premium to be paid by the insured worker shall be
the amount of his total wage multiplied by one half of the
unemployment benefits premium rate, and the premium to be paid by
business owners shall be the total sum of the entire wage amount of his
insured workers multiplied by the employment stabilization program
premium rate, by the vocational ability development premium rate and
by one half of the unemployment benefits premium rate (Paragraphs 2
and 3 of Article 56, Employment Insurance Act). At the time the
Employment Insurance System was introduced, the premium rates
were as follows: With the total wage as the standard, i) 2/1,000 for the
Employment Stabilization Program, ii) for the Job Skill Development
Program, 1/1,000 for businesses for less than 150 employees, 3/1,000
for small and medium sized enterprises with 150 or more employees,
and 5/1,000 non-SMEs with 150 or more employees, and iii) 6/1,000
for the Unemployment Benefits. However, a premium rate of
0.5/1,000 was applied for the Job Skill Development Program to
business owners mandated to carry out vocational training or programs
related to vocational training as required by the Basic Act on Vocation
Training. The government may provide from its general account part
of the expenses required annually for the insurance activities (Article 5,
Employment Insurance Act). The Minister of Labor is required to
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establish the Employment Insurance Fund in order to appropriate the
expenses needed for the insurance activities. The fund is to be formed
with the premium, collected money, reserve fund, profits derived from
the operation of the fund and other revenues according to the
Employment Insurance Act (Article 66, Employment Insurance Act).
3.8 Management of the Insurance System
The Minister of Labor is in charge of the employment insurance
(Article 3, Employment Insurance Act). The Labor Minister operates
the central and local administrative councils, account and payment
councils, evaluation council, and the deliberation council in order to
manage the Employment Insurance System.
Activities such as collecting, analyzing, and providing information
on the labor market, management of the programs and the insured,
payment of various benefits and bounties such as the unemployment
benefits, management of job-seeking data and job offers, job
placement services, and gathering, analyzing, and providing
information on vocational training are essential in operating the
employment insurance system. In order to fulfill the necessary
requirements, the Central Employment Information Management
Agency was established under the Ministry of Labor and the
Employment Security Offices set up at each region to carry out the
insurance activities.
The Minister of Labor may delegate a part of his authority as
prescribed by the Employment Insurance Act to the head of the Public
Employment Office (Article 84, Employment Insurance Act).
The Employment Insurance Deliberation Committee was set up and
is managed by the Employment Insurance Examiners to simplify and
expedite the rights-recovery process for the insured or the business
owners who wish to appeal the administrative decisions on
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unemployment benefits or need to check on their status on the
acquisition or loss of qualification.

4. The Development of the Employment Insurance
System
The Employment Insurance Act of Korea was established and
promulgated on December 27, 1993. As of March 2004, the Act
underwent 11 revisions, and the Enforcement Decree of the same Act
which was established on April 6, 1995, 21 revisions. The Enforcement
Regulation of the Employment Insurance Act was also revised 14 times
since its establishment and promulgation on June 12, 1995.
Such frequent revisions of the related laws were perhaps inevitable
considering that the Act was still in its initial stage and needed frequent
overhauls. However, the more important reason was the considerable
amount of changes that occurred in both the economic front and the
labor market since the introduction of the system. In order to adapt the
Employment Insurance System flexibly to the changing environment
and to help the system fulfill its role in protecting the workers and the
unemployed, revisions of the related laws were often necessary.
Revisions of laws on the employment insurance system are also
common in advanced nations with a longer history of the system when
there are big changes in the economic conditions or in the labor
market.
The March 1996 revision of the Enforcement Decree and the
Enforcement Regulation of the Employment Insurance Act addressed
matters such as the easing of the payment conditions for the various
subsidies and bounties of the Employment Stabilization Program and
the Job Skill Development Program and the upward adjustment of the
amount.
The revision of the Employment Insurance Act on December 30,
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1996, the revision of the Enforcement Decree on May 8, 1997, and the
revision of the Enforcement Regulation on June 18 of the same year
brought a number of changes to the Employment Insurance System.
The Collective Application System for Construction Work was
introduced and the eligibility requirements of the employment
adjustment support scheme were eased. For the Employment
Stabilization Program, various new employment adjustment support
schemes such as the Business Startup Training Scheme, Grants to
Promote Employment of Displaced Workers, Grants to Promote
Outplacement Service, and Subsidy for Mutual Retirement Fund for
Construction Workers were introduced along with some new
employment promotion assistance schemes including the Grants to
Promote Employment of the Elderly and Grants to Promote
Employment of Women. The definition of the priority-support
enterprises for the Employment Stabilization Program and the Job
Skill Development Program was modified1 and the term ‘basic
benefits’ of unemployment benefits changed to ‘job-seeking
allowance.’ The basic daily standard wage was changed from the
average wages of one year to that of three months.
When the mass unemployment crisis followed the eruption of the
financial catastrophe of the Asian region at the end of 1997, the
Employment Insurance Act was amended once again on February 20,
1998 and the Enforcement Decree of the same Act on December 31,
1997 and February 12 and 24, 1998 to align the insurance system with
1

In the past, the small and medium-sized enterprises (SME) as defined by the
Act on Small and Medium Enterprises were given top priority for the support.
However, it was pointed out that the definition used in the Act on Small and
Medium Enterprises was not appropriate for the Employment Insurance
System. In response to the criticism, priority-support enterprise was redefined
as business enterprises with 300 or less employees for the mining industry, 500
or less for the construction sector, 300 or less for the transportation · storage
and communication industry, and less than 100 for the other industries.
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the dramatic changes in the labor market. The application scope of the
Employment Insurance System was expanded, the eligibility
requirements of unemployment benefits eased, and the Special
Extended Benefits System was introduced. The coverage of the
Unemployment Benefits Program was expanded starting January 1,
1998, from businesses with 30 or more employees to businesses with
10 or more employees. On March 1, 1998, the scope was further
expanded to cover all businesses with five or more employees. The
scope of the Employment Stabilization Program and the Job Skill
Development Program was expanded from 70-employee businesses to
50-employee business starting January 1, 1998. The qualification
requirements of the job-seeking benefits were temporarily eased so that
the insured workers separated between March 1, 1998 and June 30,
1999 could qualify for benefit payments if he or she had been
employed at an insured enterprise for six of the twelve months prior to
unemployment instead of 12 out of the 18 months. For the insured less
than 25 years old, the prescribed number of benefit payment days was
30~120 days depending on the insured period as shown in Table 17-1.
But the revision eliminated the criteria of younger than 25 year-olds
and adjusted the prescribed days to 60~150 for qualified recipients
under 30 years of age. The Special Extended Benefits System was
introduced so that the prescribed number of benefit payment days of
the job-seeking benefits could be extended not to exceed 60 days at
times of high unemployment. The minimum daily allowance of the
job-seeking benefits was adjusted upward so that extended benefits
amounting to 70% of the minimum daily allowance could be paid if the
daily allowance of the job-seeking benefits is less than the minimum
wage. The early reemployment allowance paid to the qualified recipient
of the job-seeking benefits who is reemployed with one-half or more of
the job-seeking payment days remaining was also increased from
one-third of the remaining amount of the job-seeking benefits to
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one-half in order to motivate early reemployment among the displaced
insured workers. The eligibility requirements of the Employment
Stabilization Program were eased and the Grants to Promote
Employment of the Long-term Unemployed added to the program.
On July 1, 1998, the Enforcement Decree of the Employment
Insurance Act was revised to streamline and simplify the Employment
Stabilization Program. The qualification requirements were eased, and
the level of benefit payments was raised. The application scope of the
Employment Stabilization Program and the Job Skill Development
Program was expanded to business establishments with five or more
employees starting July 1, 1998.
The payment condition for the Special Extended Benefits was
defined so that the benefit payments could be made during
high-unemployment periods such as when the jobless rates exceed 6%
on an ongoing basis. The Special Extended Benefits System was
implemented between July 15, 1998 and December 31, 2000, extending
the prescribed number of benefit payment days of the job-seeking
benefit by 60 days. Also, the premium rates for the insurance were
raised as of January 1, 1999 as is shown Table 17-2.
Table 17-2 Changes in Employment Insurance Premiums

(Unit: %)
Before 1998.12.31

1999.1.1~
2002.12.31

2003.1.1~
Present

Employ- Employ- Employ- Employ- Employ- Employees
ers
ees
ers
ees
ers
Unemployment Benefits

0.3

0.3

0.5

0.5

0.45

0.45

Employment Stabilization Program

-

0.2

-

0.3

-

0.15

Job Skill Development Program
Employees < 150
Priority Enterprises with Employees ≥ 150
150 ≤ Employees < 1,000
1,000 ≤ Employees

-

0.1
0.3
0.5
0.5

-

0.1
0.3
0.5
0.7

-

0.1
0.3
0.5
0.7

Employment Insurance(Yoo, Kil-Sang)

593

When the rise in unemployment following the Asian financial crisis
far surpassed the initial projection, the Employment Insurance Act was
revised on September 17, 1998 and the Enforcement Decree and the
Enforcement Regulation on October 10, 1998. With the revision, all
business establishments came under the coverage of the Employment
Insurance System regardless of size starting October 1, 1998. As a
result, workers separated from small enterprises were also offered
protection during the mass unemployment period (see Table 17-3).
Table 17-3 Expansion of the Scope of Application for the
Employment Insurance System

Programs

Scope of Application
1995. 7. 1

1998. 1. 1

1998. 3. 1

1998. 7. 1

1998. 10. 1

Unemployment 30 or more
Benefits
employees
Employment
Stabilization & · 70 or more
Job Skill
employees
Development

10 or more
employees

5 or more
employees

5 or more
employees

1 or more
employee

50 or more
employees

50 or more
employees

5 or more
employees

1 or more
employee

In order to expand the employment insurance coverage to
temporary · daily and part-time workers, the exclusion standard for
daily workers was adjusted from less than three months to less than
one month, and the exclusion criteria for part-time workers from those
working ‘less than 30.8 hours of work per week’ to ‘less than 80 hours
of work per month.’ Moreover, the standard wage system was
introduced and the function of the employment insurance business
association strengthened so as to make it easier to apply employment
insurance to the small business establishments.
With the employment situation expected to reach its worst in the
first half of 1999, the Enforcement Decree and the Enforcement
Regulation of the Employment Insurance Act were revised on
February 1 and 22, 1999, respectively. As a result, the Employment
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Stabilization Program was activated to prevent unemployment and to
promote employment. The coverage of the Aid for Employment
Maintenance was expanded and the eligibility requirements and the
degree of support provided by the Grants to Promote Employment of
Displaced Workers enhanced. In addition, a special support system
was set up for businesses retaining the employees of the acquired
enterprises. In light of the fact that real wages had declined since the
financial crisis, the upper limit of the basic daily wage was lowered
from 70 thousand won to 60 thousand won, pulling the monthly limit
down from 1.05 million won to 900 thousand won.
Though the employment market started recovering in the second
quarter of 1999, some serious side effects such as the lengthening of
the employment term lingered, calling for the need to promote the
reemployment of the vulnerable class. In response, the Grants to
Promote Employment of Displaced Workers and the Grants to
Promote Employment of the Long-term Unemployed were
incorporated into the Employment Stabilization Program through the
revision of the Enforcement Decree on July 1, 1999 and the
Enforcement Regulation on August 9, 1999. The two grant schemes
were intended to promote the reemployment of the insured persons
displaced by employment adjustment measures and to promote the
employment of workers who have been jobless for over a year,
respectively. Also, the payment conditions of grant systems under the
Employment Stabilization Program such as Grants to Promote
Employment of Displaced Workers and Grants to Promote
Employment of Women were eased in consideration of the reality.
The Employment Insurance Act and the Enforcement Decree were
revised once more on December 31, 1999 and February 9, 2000,
respectively. As a result, the insured period, one of the eligibility criteria
for the job-seeking benefits, was modified from ‘12 months or more in
the 18 months prior to separation’ to ‘180 days or more in the 18
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months prior to separation.’ The minimum daily allowance of the
job-seeking benefits was adjusted upward from 70% to 90% of the
minimum daily wage. The prescribed number of benefit payment days
for the job-seeking benefits was also increased by 30 days from 60~210
days to 90~240 days as of January 1, 2000 (see Table 17-4).
Table 17-4 Duration of the Job-seeking Allowance (Since January 1, 2000)

(Unit: days)
0.5 ≤ year < 1 1 ≤ year < 3 3 ≤ year < 5 5 ≤ year < 10 10 ≤ year
Age < 30
30 ≤ Age < 50
50 ≤ Age, the
disabled

90
90

90
120

120
150

150
180

180
210

90

150

180

210

240

The insured who did not manage to find reemployment until the
prescribed number of payment days for the job-seeking benefits were
depleted and were experiencing difficulties making basic living
expenses could be supported with the Individual Extended Benefits
which, by its nature, was a type of unemployment assistance. The
job-seeking benefits could be deferred for a period of three months
from the unemployment report date for the qualified recipient who
received money and valuables as retirement pay, exceeding 100 million
won, at the time of separation. The qualifications for the early
reemployment allowance were eased and the payment term for the Aid
for Employment Maintenance extended.
On December 30, 2000, the revision of the Enforcement Decree of
the Employment Insurance Act overhauled the Employment
Stabilization Program to increase its efficiency. The measures taken at
this time included the expansion of the coverage of the Grants to
Promote Employment of the Long-term Unemployed. The Job Skill
Development Program was also strengthened through a wider
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application of the Vocational Training Subsidy. The upper limit of the
basic daily wage of the job-seeking benefits was also restored to the
pre-crisis level of 70 thousand won from 60 thousand won.
The revision of the Enforcement Decree on July 7, 2001 introduced
the Grant to Promote Outplacement Service into the Employment
Stabilization Program. The system subsidized business owners
providing outplacement services to the insured or the formerly insured
workers with one-half (one third in the case of large enterprises) of the
expenses from the employment insurance fund. In addition, the early
reemployment allowance system of the job-seeking benefits was
improved so that the qualified recipient who became reemployed in a
production facility of small and medium manufacturing businesses that
had been short of labor for over a month received all the remaining
benefits in a lump sum.
The subsequent revision of the Employment Insurance Act on
August 14, 2001 and of the Enforcement Decree on October 31, 2001
launched the childcare benefits and the maternity leave benefits in
Korea as of November 1, 2001. As a result, maternity leave benefits
stipulated by the Equal Employment Act could be paid out of the
employment insurance, and the insured worker who took childcare
leave could also be partially compensated by employment insurance for
the wages lost during the unpaid leave.
The childcare leave benefits consist of a monthly payment of 200
thousand won for the insured who takes a childcare leave of 30 days
(excluding the overlapping period of the 90 day-maternity leave under
Article 72 of the Labor Standards Act) or more as stipulated in the
Equal Employment Act.
The maternity leave benefits stipulated by the Equal Employment
Act are paid to qualified recipients who take the maternity leave
according to Article 72 of the Labor Standards Act and meet the
specified requirements for the payment. The lower limit for the
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monthly payment is the minimum wage and the upper cap 1.35 million
won.
The revision of the Employment Insurance Act and the
Enforcement Decree on December 30, 2002 stipulated the inclusion of
the daily workers under the coverage of the unemployment benefits
starting January 1, 2004. The payment period for the Training
Extended Benefits was reduced from two years to one year as of
January 1, 2003 and the monthly payment of the childcare leave
benefits increased from 200 thousand won to 300 thousand won. As
the reserve for the Employment Stabilization Program and the
Unemployment Benefits Program was expected to exceed the
appropriate level (Hur, Jai-Joon · Dong-Heon Kim · Jae Min Seong,
2001), the premium rates for the Employment Insurance System were
lowered on January 1, 2003 for the first time since its hike during the
Asian financial crisis. More specifically, the premium rate of the
Employment Stabilization Program was reduced from 0.3% to 0.15%,
and that of the Job Skill Development Program from 1.0% to 0.9%.
Also, in order to promote the reemployment of the unemployed
workers who are 40 years or older and to increase the effectiveness of
the reemployment training for the unemployed, the Grants to Promote
Employment of Mid to Prime-Aged Workers was introduced. To
activate the Job Skill Development Program the coverage of the
Vocational Training Subsidy was expanded and a new loan system set
up to help the insured pay for their competency development courses.

5. Future Challenges
The Employment Insurance System of Korea has managed to make
some significant achievements despite its short history. The system has
contributed greatly in overcoming the mass unemployment crisis that
followed the recent economic turmoil and succeeded in transforming
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itself in an effective and timely manner in response to the changes in
the labor market. Also, the employment insurance fund has maintained
good health throughout its eight year history (Yoo, Kil-Sang et al.,
2000). However, there are still some hurdles that need to be cleared
before an even more successful future can be ensured for the
Employment Insurance System (Yoo, Kil-Sang et al., 2000; Yoo,
Kil-Sang et al., 2003).
First, the system’s role as a social safety net for the unemployed
should be strengthened. Though the system is already playing that
crucial role at the moment, only 72% of the potential targets have been
insured and are being managed at the present. Thus, some parties argue
that the system still needs further improvement if it is to meet its
expectations. In order for this to be possible, some institutional
reforms including the distribution of employment and wage records to
the worker at the time of accession or separation is necessary so that
employment insurance can be applied properly to small businesses.
Second, high quality human resources and infrastructure are
necessary for an efficient operation of the Employment Insurance
System. Effective Employment Security Offices, professional
resources, a robust labor market information structure, and the
development of various job-seeking support programs that can be used
by the public Employment Security Offices are some examples of the
measures needed at this moment to streamline the labor market
infrastructure (Keum, Jae-Ho et al., 2002; Yoo, Kil-Sang, 2002; Yoo,
Kil-Sang et al., 2000). There have been some impressive improvements
in the infrastructure since the financial crisis, but the level of expertise
of the human resources working in the Employment Security Offices is
not yet satisfactory. Also, the development of programs that can be
used by the Employment Security Offices to support job-seeking
activities are inadequate. As a result, there is a lack of a dynamic link
among the unemployment benefit payments, job placement services,
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and the active labor market policies that are essential in providing
practical support for the reemployment of the displaced workers.
Therefore, a dramatic overhaul of the employment insurance
infrastructure is urgent in order for the system to advance. The job
security of the counseling agents and securing competent resources are
also pressing issues. Most of the counseling agents are employed as
daily workers and this employment form should be reconsidered as
soon as possible. A systematic training program is also needed to
improve the level of expertise of the agents. More reemployment
promotion programs and specific counseling schemes such as the
‘Achievement Program’ should be developed. Labor market
information networks such as the Work-Net should be improved both
in terms of quality and quantity. To provide better information on jobs,
vocational studies should be encouraged.
Third, the dead-weight effect of the wage subsidies of the
Employment Stabilization Program is quite high and thus has low net
employment effect.2 Therefore, the Employment Stabilization
Program should be evaluated on a continuous basis so that the
subprograms showing poor performances can be overhauled or
reconsidered altogether (Keum, Jae-Ho et al., 2002).
Fourth, the Job Skill Development Program should be improved in
tune to the changing environment and the training programs
continuously upgraded. In order to maintain global competitiveness
and to reduce the risk of unemployment, more investments should be
made in vocational training. However, companies are slashing their
training budgets as environmental uncertainties increase. Therefore, it
is advisable to encourage workers to select and enroll in training
programs on their own accord and to provide support for such
2

According to the study of Kim, Dong-Heon · Eui-Kyung Park (2000), the deadweight
loss of the Employment Maintenance Subsidy is as high as 80%.
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initiatives. In short, voluntary development of vocational
competencies should be promoted. To this end, the Job Skill
Development Program should divert some of its focus from
businesses to workers and support worker-initiated competency
development activities (Kim, Jooseop, 2002).
Fifth, the Employment Insurance System should have a
user-friendly service delivery structure. The system still tends to deliver
its services in a manner that prioritizes the providers rather than the
beneficiaries. For example, the qualified recipient is required to report
to the Public Employment Office every two weeks for an interview to
obtain recognition of unemployment. But this process has become a
target of criticism along with the in-depth counseling for the vulnerable
class because both have become little more than a formality. Therefore,
the process for the recognition of unemployment should be reformed
to improve user-convenience. By doing so, cost savings and better
efficacy could be achieved (Yoo, Kil-Sang, 2001). For instance,
communication media such as the phone, mail, and the internet could
be adopted to make the unemployment recognition process less
troublesome for the insured workers. Through this approach, the more
competent workers can be encouraged to refer to job offers online
while the less knowledgeable workers can be provided with in-depth
counseling and job placement services. The advance of ICT
(information and communication technology) that started in the mid
1990s has brought substantial changes to the delivery system of
employment insurance. Employment stabilization offices in other
advanced nations are making considerable efforts to innovate the
process for recognition of unemployment. The recognition of
unemployment is conducted over the phone in most of the states in the
United States while Canada is now going online for both the
recognition of unemployment and the application for unemployment
benefits. The use of the phone and the internet are reported to be very
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Chapter 18

UNEMPLOYMENT BENEFITS
Hwang, Deok Soon∗

1. Introduction
The Employment Insurance System of Korea which was launched on
July 1, 1995 consists of not just the passive labor market policy
represented by the Employment Benefits Program but also the active
labor market policies such as the Job Skill Development Program and
the Employment Stabilization Program. These active programs were
aimed at improving the employment structure and job security of
workers as well as promoting reemployment through active job
placement services. However, there is no denying that the keynote of the
Employment Insurance System is the Unemployment Benefits Program
which seeks to protect the livelihood of the unemployed. The purpose of
this chapter is to examine the current status and performance of the
∗ Research Fellow, Korea Labor Institute/ Ph. D. in Economics, Seoul National
University/ Main field of study and research: unemployment benefits, labor market/
Main research papers and publications: A Comparative Study on Work-Related Welfare
Policies (2002) co-author; International Comparison of the Social Safety Nets (II): USA (2003),
etc.

602

Labor in Korea, 1987~2002

Unemployment Benefits Program of Korea and to trace the general
outline of the eight-year history of the program. An evaluation of the
program and recommendations for improvements will follow.
The Unemployment Benefits Program demonstrated its full
potential during the economic crisis that erupted at the end of 1997
and the high-unemployment years following the crisis. When the
Employment Insurance System was first launched in 1995, no one
even imagined that a mass unemployment crisis was waiting just
around the corner. Confronted with the sudden surge in
unemployment during the financial crisis, the Unemployment
Benefits Program played the role of the first-line social safety net for
the unemployed. Responding without delay to the environmental
changes in the labor market, the coverage of the Unemployment
Benefits Program was rapidly expanded, and the strict eligibility
criteria of the Employment Insurance System were temporarily eased.
The Special Extended Benefits scheme was also introduced to deal
with the rising unemployment. This scheme was discontinued once
the jobless rates came under control, but the duration of benefits was
extended. As such, the Unemployment Benefits Program underwent
a series of institutional improvements to reinforce its effectiveness as
a social safety net. However, the general consensus is that the
program still has much catching up to do in order to be on a par with
similar programs in other OECD nations. Against this backdrop, this
chapter will evaluate the past performance of the program in an
attempt to identify ways to further improve the program.

2. The Unemployment Benefits Program
2.1 Eligibility Criteria
The eligibility criteria for unemployment benefits include whether
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or not the person has contributed sufficiently as an insured worker,
the validity of the cause of separation, and whether or not the worker
has been actively engaged in job search activities after job separation.
Let’s go over the respective criteria one at a time.
2.1.1 Base period and minimum insured period

Whether or not a worker has contributed sufficiently as an insured
is determined by the base period and the minimum insured period.
The current base period and the minimum insured period are 18
months and 180 days, respectively. In other words, a worker must
have been insured for 180 days or more during the 18 months prior
to separation.
When the Employment Insurance System was first launched in
1995, the base period and the minimum insured period were 18
months and 12 months, respectively. However, with unemployment
rate skyrocketing since the onset of the financial crisis at the end of
1997, the Employment Insurance Act was revised on February 20,
1998 to adjust the base period and the minimum insured period
temporarily to 12 and 6 months, respectively, from March 1, 1998 to
June 30, 2000. But the coverage of the Employment Insurance
System was expanded on October 1, 1998 to include all workplaces
and the temporary and part-time workers in addition to full-time
employees. At this point there was a call to readjust the base period
and the minimum insured period. This was because the previous base
period and the minimum insured period were not appropriate for
employees at small enterprises or for temporary and part-time
workers. In light of the situation, the Employment Insurance Act was
revised again on December 31, 1999 to readjust the base period and
the minimum insured period to the current 18 months and 180 days,
respectively.
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2.1.2 The validity of the cause of job separation

In order to qualify for unemployment benefits, the insured must
have a justifiable reason for the separation. In other words, the
insured cannot qualify for benefits if he or she was ‘separated on
personal grounds without a justifiable reason’ or was ‘dismissed for
serious fault of his or her own.’ Considering that most of the western
advanced countries, with the exception of the United States, Spain
and the Czech Republic, only suspend the benefit payment
temporarily in such cases, the eligibility requirements of Korea are
quite strict.
The evaluation criteria for judging the validity of the reasons for
separation have not changed significantly since the launch of the
Employment Insurance System. Basically, benefits are not paid to
workers who separated voluntarily without justified cause or those
dismissed for a serious fault on the part of the worker. However,
there have been some gradual changes towards leniency on the basis
of judging the validity of the unemployment reasons or the fault of
the worker.
The criteria for judging the validity of the reason for voluntary
separation is guided by the established regulations or the official
announcements made by the Ministry of Labor. Some such approved
reasons are incompliance with legal working conditions or changes in
working conditions in disfavor to the worker, insecurity in employment,
introduction of new technologies, moving, discrimination, illegal
businesses, expiration of the term of contract, or having reached the
mandatory retirement age. Among these reasons, the stipulations on
discrimination, leaves, workplace practices, and minimum wage were
added to the regulations after the launch of the system, whereas some
of the stipulations including those on delayed payment of wages and
honorary retirement are eased versions of the original guidelines.
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2.1.3 Requirements for registering for a job and active jobseeking activities

Even if a worker has fulfilled the requirements for contribution
and the cause of separation, he or she needs to make active
job-seeking efforts in order to become eligible for the ‘job-seeking
benefits.’ A person who intends to receive job-seeking benefits must
present him or herself at the Employment Security Office
immediately upon separation and report unemployment. This process
includes an application for a job and an application for the
recognition of unemployment. The worker must also present him or
herself at the Employment Security Office once every two weeks and
report the efforts made towards reemployment in order to obtain
unemployment recognition for the preceding 14 days. Workers who
were temporarily employed during any part of the two-week term will
not be eligible for the job-seeking benefits for the term of
employment while those who earned a certain level of income
through labor that does not qualify as employment can receive the
benefits after some deductions.
The approval process for recognition of unemployment has not
changed in the fundamental sense since the launch of the system.
However, the judgment criteria for ‘active job-seeking activities’ have
been relaxed somewhat over time. For example, a worker can win
partial recognition for unemployment for being engaged in
job-seeking activities while preparing to start his or her own business.
Applying for positions through the Internet, attending vocational
guidance programs provided by the Employment Security Office, or
participating in community services recommended by the head of the
Employment Security Office in regions that lack job offers are also
ways to receive recognition for unemployment.
A worker might become ineligible for the ‘job-seeking benefit’
when he or she loses the ability to work due to injuries or illnesses.
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Workers in such situations are paid ‘injury and disease benefits’ for up
to the number of days he or she was ineligible for job-seeking
benefits. The injury and disease benefits applies only to workers who
were sick or out of work due to injuries for seven days or longer.
Workers who have been out of work for less than seven days can still
obtain recognition for unemployment and qualify for the job-seeking
benefits.
2.2 Duration of Unemployment Benefits
2.2.1 Prescribed duration of unemployment benefits

The prescribed duration of benefits is determined by the age and
insurance period of the beneficiary. Generally, the prescribed duration
increases with age and insurance period. The prescribed duration is as
shown in Table 18-1, and the changes introduced since the launch of
the system are described in the note following the table.
Table 18-1 Prescribed Duration of Unemployment Benefits
Past

Present

Insurance Period

Insurance Period
1≤
year
<3

3≤
year
<5

5≤
year
< 10

10 ≤
year

30

60

90

10 ≤ 180
year days ≤
year
<1
120

25 ≤ Age < 30

60

60

90

120

150

90

90

120

150

180

30 ≤ Age < 50

60

90

120

150

180

90

120

150

180

210

Age ≥ 50 and
the disabled

60

120

150

180

210

90

150

180

210

240

Age at the time
of separation

6
months
≤ year
<1
Age < 25

1≤
year
<3

3≤
year
<5

5≤
year
< 10

-

Note: Rows other than the 6 months ≤ year < 1 section on the left side have been
shaded because the minimum insured period was 1 year or longer at the time
the Employment Insurance System was initiated. During the high
unemployment period (1998.3.1~2000.6.30), the minimum benefit duration
was temporarily increased to 60 days and the minimum insured period was
also adjusted (the three lower rows on the left side), and the 1999 revision of
the Employment Insurance Act put the new duration guideline (on the right
side) into effect starting in 2000.
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According to the current law, the prescribed minimum duration is
90 days when the worker is 30 years old or under and the insurance
period is under three years. The prescribed maximum duration is 240
days if the insurance period is 10 years or longer and the worker is 50
years or older or is handicapped. But as the system is not yet 10 years
old, the longest duration possible to date is 210 days.
Unless there is a special reason to do otherwise, the unemployment
benefits must be claimed within 1 year of separation. The
unemployment benefits are not paid for seven days counting from
the date unemployment was reported as they are considered as a
waiting period. The feasible period for the benefits within which a
qualified claimant can receive his or her benefits was originally 10
months, but was increased to 1 year with the extension of the
duration of benefits. The waiting period was reduced to seven days
from 14 days with the revision of the law in December 2002.
2.2.2 Extended benefits scheme

If the prescribed duration of benefits is not deemed adequate to
protect the livelihood of the unemployed due to personal
circumstances of the individual recipient or deterioration of general
economic conditions, an extended benefit amounting to 70% of the
daily amount of the job-seeking benefits can be paid. The Extended
Benefits Scheme consists of Training Extended Benefits, Individual
Extended Benefits, and Special Extended Benefits.
The Training Extended Benefits can be paid for a maximum of 1
year (2 years at the time of the launch) to eligible recipients attending
job training courses as ordered by the head of an Employment
Security Office. The Individual Extended Benefits are paid for a
period not exceeding 60 days to a qualified recipient who experiences
severe economic hardship, and received job placement services from
the Employment Security Office on three or more occasions until the
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prescribed duration of benefits is exhausted. The Special Extended
Benefits can be paid at the discretion of the Labor Minister for a
period not exceeding 60 days. These benefits can be enforced if the
unemployment rate exceeds 6% for three consecutive months, or the
number of the beneficiaries of job-seeking benefits exceeds 3% of the
number of the total insured workers for three consecutive months, or
the number of new benefit claimants exceeds 1% of the number of
the total insured workers for three consecutive months. The Special
Extended Benefits Scheme was enforced between July 1, 1998 and
December 31, 1999, but the Individual Extended Benefits and the
Training Extended Benefits were not widely used.
2.3 Amount of Unemployment Benefits
The amount of job-seeking benefits is generally 50% of the average
wages earned at the previous employment though the amount is
bound by upper and lower limits. The lower limit for the daily
amount of job-seeking benefits is 90% of the minimum daily wage
and the upper limit is 35 thousand won. The wage substitution rate
between the upper and lower limits have not changed since the law
was put into effect though the lower limit was newly established after
the launch and the upper limit revised on two occasions thus far.
There had been no lower limit on the amount of daily payment at
the time the program was first launched. It was first incorporated into
the Employment Insurance Act during its revision on September 17,
1998 at 70% of the daily minimum wage and was adjusted upward to
90% on December 31, 1999.
In the case of the upper limit for the daily amount of the
job-seeking benefits, there is an upper limit to the daily amount of the
job-seeking benefits and the amount can be adjusted in three years’
time considering economic conditions. The original upper limit was
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35 thousand won but was lowered to 30 thousand won on February 1,
1999 in consideration of the overall decline in wage levels during the
economic crisis. When the crisis was deemed to be at an end, the
amount was brought back to 35 thousand won as of January 1, 2001.
As there are upper and lower limits in the daily amount of the
job-seeking benefits, the real wage substitution rate in relation to the
average wages before separation has been 43~45% since the launch
of the system.
2.4 Employment Promotion Benefits
Various types of employment promotion benefits including an
early reemployment allowance, vocational training promotion
allowance, wide-area job-seeking allowance, and moving allowance
have been in operation since the launch of the Employment
Insurance System to promote the reemployment of the recipients of
unemployment benefits.
According to the Employment Insurance Act, the qualified
recipient who is hired in a position with a job security of at least 6
months is paid one-half of his or her remaining job-seeking benefits
as early reemployment allowance, if the remaining benefit duration
exceeds one-half of the prescribed duration. The guidelines were
eased in order to resolve the labor shortage in small and medium size
enterprises. Since 2001 the remainder of the job-seeking benefits can
be fully granted to the qualified recipient who becomes employed as a
technician or related technical personnel, operator or assembler of
equipment and machinery, or unskilled manual worker for
priority-support occupations as specified by the Ministry of Labor in
the fishery, manufacturing, or construction sector.
The payment for the vocational training promotion allowance is
made for the period the qualified recipient undergoes vocational
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training designated by the head of the Employment Security Office.
In essence, this allowance covers the expenses incurred in the process
of attending the training such as the cost of transportation and meals.
The current daily allowance is five thousand won.
The wide-area job-seeking allowance is intended for qualified
recipients who engage in job-seeking activities in large areas offered
by the Employment Security Office (more than 50 kilometers away
from the place of residence) but is not supported for the incurred
expenses such as that of transportation and lodging by the owner of
the business. The current standard for lodging expenses is 22
thousand won per day, and the transportation fee in accordance with
the cost of train (Mugunghwa economy or Tongil grade) or economy
express bus tickets.
A moving allowance is paid to the qualified recipient who moves to
other places to be employed or to undergo vocational training
designated by the head of the Employment Security Office but whose
moving expenses are not paid by the owner of the business.

3. Track Record of Unemployment Benefits
First, Table 18-2 shows the trend in the number of recipients of
unemployment benefits and the amount granted by year. The number
of new qualified recipients totaled only 7,199 in the second half of
1996 when unemployment benefits were first granted. However, the
number surged to 39,911 in 1997 and to 373,899 in 1998 (growth
rate: 836.8%) as the unemployment rate skyrocketed during the
economic crisis.
The growth rate of the number of new beneficiaries lost steam and
gradually went down in 1999 as the economy regained its footing,
posting 307,568 in 1999 and 227,789 in 2000. However, another
economic downturn in 2001 leveraged the number up again to
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Table 18-2 Trends in the Number of Beneficiaries by Year: 1996~2002

(Unit: Persons, %, Thousand KRW)
New
Growth
Beneficiaries Rate
1996 (2nd half)
1997
1998
1999
2000
2001
2002

7,199
39.911
373,899
307,568
227,789
314,778
276,023

836.8
-17.7
-25.9
38.2
-12.3

Total Number of
Growth Total Amount
Beneficiaries
Rate
Granted
(Annual)
16,089
10,381,811
126,626
77,863,818
1,379,939
989.8
785,149,384
1,741,416
26.2
936,183,005
918,446
-47.3
470,792,743
1,403,605
52.8
845,112,430
1,306,213
-6.9
839,317,304

Source: Employment Insurance DB.

314,778, a number which decreased slightly in the following year as
the economy slightly recovered.
The annual total number of beneficiaries peaked in 1999 at
1,379,939 but was behind the new beneficiaries in terms of growth
pace. This is due to the fact that some of the beneficiaries that started
receiving their unemployment benefits in 1998 continued to do so
into 1999. The total amount of unemployment benefits granted
moves in tune with the annual total of beneficiaries, reaching its all
time high of 936.2 billion won in 1999.
A close examination of the types of benefits handed out shows that
the job-seeking benefits account for most of the benefits granted (see
Table 18-3). In the second half of 1996, the beneficiaries of
job-seeking benefits made up 94.3% of all unemployment benefit
recipients, and the proportion rose up to 98.6% in 1998 before
declining gradually to 96.1% by 2002.
Though its overall proportion against the total is negligible, the
early reemployment allowance nonetheless represents the second
largest group. The proportion was 5.1% in the second half of 1996
when the system was first launched. It plummeted down to 1.3% in
1998, however, before posting a steady growth to reach 3.3% in 2002.
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But when we consider the fact that the number of job-seeking
benefit recipients shown in Table 18-3 is the annual sum and that the
early reemployment allowance is paid only once, the actual number of
beneficiaries for the early reemployment allowance is under expressed.
Taking this into account, another proportion of the early
reemployment allowance beneficiaries in relation to the new
beneficiaries is added for comparison in the [ ] as indicated in the
note of Table 18-3. This might not be an accurate comparison since
some of the new beneficiaries for each year are paid their early
retirement allowances in the following year, but it is accurate enough
to enable us to follow the overall trend. According to the data, the
proportion of beneficiaries of the early reemployment allowance has
increased steadily from 4.6% during the economic crisis of 1998 to
15.8% in 2002.
Table 18-3 Number and Proportion of Beneficiaries by Type of Allowance:
1996~2002

(Unit: Persons, %)
1996
Total
Job-seeking
Benefits

Others

1998

1999

Beneficiaries

16,089 126,626 1,379,939

Proportion

(100.0)

(100.0)

(100.0)

Beneficiaries

15,179 121,716 1,360,760

1,710,920

Proportion

Beneficiaries
Early
Reemployment
Proportion 1)
Allowance
Injury and
Disease
Benefits

1997

Beneficiaries
Proportion
Beneficiaries
Proportion

(100.0)

1,741,416

2000

2001

2002

918,446 1,403,605 1,306,213
(100.0)

(100.0)

(100.0)

888,586 1,351,329 1,254,650

(94.3)

(96.1)

(98.6)

(98.2)

(96.7)

(96.3)

(96.1)

814

4,404

17,321

25,154

24,712

44,135

43,693

(5.1)
[11.3]

(3.5)
[11.0]

(1.3)
[4.6]

(1.4)
[8.2]

(2.7)
[10.8]

(3.1)
[14.0]

(3.3)
[15.8]

56

333

1,707

5,213

5,095

7,934

7,624

(0.3)

(0.3)

(0.1)

(0.3)

(0.6)

(0.6)

(0.6)

40

173

151

129

53

207

246

(0.2)

(0.1)

(0.0)

(0.0)

(0.0)

(0.0)

(0.0)

Source: Work Information Center of the Human Resources Development Service of
Korea, Yearly Statistical of Employment Insurance, each annual issue.
Note: 1) The numbers in the [ ] represent ‘early reemployment allowance
beneficiaries/ new beneficiaries x 100’ for each year.
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Meanwhile, the performance of other items such as the vocational
training promotion allowance, wide-area job-seeking allowance, and
moving allowance are nearly negligible, showing that unemployment
benefits, vocational training, and labor market policies aimed at
resolving the imbalance in the supply and demand of regional labor
markets lack a collaborative link.
Next, we will compare the number of unemployment benefit
recipients with the number of insured job separators, which could be
considered one of the indicators demonstrating the effectiveness of
the Unemployment Benefits Program. Table 18-4 shows the number
of separators, new claimants, the new approved claimants, and their
relative proportions. The number of separators is generally affected
by economic conditions and by the increase in the number of insured
workers due to the expansion of the EI coverage.
The number of the separators increased dramatically since 1998
due to deteriorating economic conditions and the expansion in the
coverage of the Employment Insurance. The number of the
separators in 1998 had increased significantly from 1.45 million of the
previous year to 2.03 million. The number continued to rise in and
after 1999 even as the economy regained its balance. The trend seems
attributable to the expansion of the Employment Insurance coverage
to all workplaces with one or more workers and to temporary and
part-time workers at the end of 1998 plus the ongoing employment
adjustment efforts.
Meanwhile, the proportion of the claimants and ones approved to
the total separators hit a ceiling in 1998 at 22% and has been
fluctuating within the range of 9~11% since then.
The ratio of the approved claimants against the total number of
claimants is about 99%, showing that unemployment benefits are
generally granted to most new claimants.
Considering that the judgment for eligibility is based on the
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Table 18-4 Number of New Claimants and Beneficiarie: 1996~2002

(Unit: Persons, %)
New Claimants
Job
for
B-to-A
Claimants C-to-B C-to-A
Separators
Unemployment Ratio Approved (C) Ratio Ratio
(A)
Benefits (B)
1996 (2nd half)
659,084
15,336
2.3
14,963
97.6
2.3
1997
1,452,818
75,661
5.2
74,522
98.5
5.1
1998
2,034,443
453,094
22.3
449,107
99.1 22.1
1999
2,638,719
310,023
11.7
307,612
99.2 11.7
2000
3,089,452
278,847
9.0
277,212
99.4
9.0
2001
3,159,238
336,360
10.6
334,852
99.6 10.6
2002
3,169,020
292,300
9.2
290,111
99.3
9.2
Source: Employment Insurance DB.

requirements for contribution and the reason for separation, the
dramatic surge in the percentage of approved recipients in 1998
seems to be due to the relaxation of the contribution requirements
and the increase in involuntary separation caused by the economic
crisis. The subsequent drop in the proportion of beneficiaries is
deemed to have been caused by the decrease in the number of
involuntary separations as the economy recovered.
Table 18-5 shows the distribution of job separators by cause of
separation. According to the table, Korea has a high rate of voluntary
separation. When the system was first implemented in 1996, the
proportion of voluntary separation was 70.1%. The ratio increased to
74.3% in 1997 and plummeted to 57.8% in 1998 before climbing
again to the 75% level during 2000~2002. Workers who left their jobs
on a voluntary basis can also be qualified for unemployment benefits
if they have valid causes for the separation. However, most cases of
voluntary separation fail to satisfy this requirement and are not
granted the benefits. Thus, the cause of separation is thought to be
the key determining factor for the proportion of approved applicants
each year.
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Table 18-5 Number of Job Separators by Cause of Separation: 1996~2002

(Unit: Persons, %)
Total

Voluntary
Separation

Involuntary
Separation

Others

1996

1,408,350(100.0)

987,630(70.1)

94,999(6.7)

325,721(23.1)

1997

1,452,818(100.0)

1,078,934(74.3)

173,578(11.9)

200,306(13.8)

1998

2,034,443(100.0)

1,176,110(57.8)

674,197(33.1)

184,136(9.1)

1999

2,638,719(100.0)

1,826,988(69.2)

736,113(27.9)

5,618(2.9)

2000

3,089,452(100.0)

2,315,889(75.0)

758,198(24.5)

15,365(0.5)

2001

3,159,238(100.0)

2,311,914(73.2)

834,413(26.4)

12,911(0.4)

2002

3,169,020(100.0)

2,431,038(76.7)

727,951(23.0)

10,031(0.3)

Source: Employment Insurance DB.

Meanwhile, the fact that the highest proportion of qualified
recipients recorded in relation to the total number of separators was
merely 22.0% in 1998, and the drop to the 10% level since that time
implies that the function of the current Unemployment Benefits
Program as a social safety net is very weak. This point will be
examined in detail in the following section on the effectiveness of the
Unemployment Benefits Program.

4. The Effectiveness of the Unemployment Benefits
Program
The purpose of the Unemployment Benefits Program is to protect
the livelihood of the unemployed during their term of unemployment.
By protecting the livelihood of the jobless workers during their job
search period, the program is also expected to help the workers find
better employment. By enhancing the quality of reemployment, the
program promotes a more efficient distribution of human resources
at the national level. Meanwhile, many studies in other countries on
the effect of unemployment benefits point out that unemployment
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benefits have a negative side effect of lengthening the duration of
unemployment. Against this backdrop, we will distinguish the
livelihood-protecting role of the Unemployment Benefits Program
from its effect on reemployment in examining the effect of the
program on the labor market.
4.1 Unemployment Benefits as a Social Safety Net for the
Unemployed
The proportion of beneficiaries to the total number of the
unemployed is one indicator of the effectiveness of the Unemployment
Benefits Program as a social safety net. According to Table 18-6, the
annual average proportion of the job-seeking benefit recipients in
relation to the total number of the unemployed investigated by the
Economically Active Population Survey, was 14.8% as of 2002.
Table 18-6 The Unemployed and the Unemployment Benefits Recipients:
1996~2002

(Unit: Persons, %)
Proportion of the Job-seeking Benefit Recipients Relative to the
Number of the Unemployed

Monthly
Average of Relative to the Relative to the
the Job- total number unemployed
whose
of the
Seeking
Benefits unemployed unemployment
duration is less
Recipients
than 1 year

Relative to the Relative to the
former wage former regular or
temporary
workers whose
unemployment workers whose
duration is less unemployment
duration is less
than 1 year
than 1 year

1996 (2nd half)
1997
1998
1999
2000
2001

2,530
10,226
113,397
142,577
74,049
112,611

0.6
1.8
7.6
10.4
8.1
13.3

9.4
13.6
10.3
17.0

11.2
15.8
12.2
20.0

16.9
27.4
20.0
30.9

2002

104,554

14.8

18.8

22.2

33.4

Source: Author’s calculation based on raw data of the Economically Active
Population Survey and the Employment Insurance DB.
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This number has been growing steadily since the introduction of
the system. When the financial crisis was at its height in 1998, the
proportion posted a mere 7.6%. Such a steady increase in the
proportion of benefit recipients is attributable to various reasons
including the increase in the number of the insured due to the
expansion of the Employment Insurance coverage, relaxation of the
eligibility criteria for unemployment benefits, the implementation of
the Special Extended Benefits Scheme, and the extension of the
prescribed duration of benefits.
Though the proportion of the unemployment benefit recipients
against the unemployed has increased steadily since the
implementation of the Employment Insurance System, it is still far
behind that of the major European countries and the United States.
The proportion of the beneficiaries and the income substitution rate
of these nations are shown in Table 18-7.
According to Table 18-7, the ratio of beneficiaries in the United
States which has only an Unemployment Insurance (UI) system and
no Unemployment Assistance (UA) system is 34% whereas that of
other nations that have a system of the UA nature – though the data
vary depending on the source – all exceed 60%. Though the data is
not represented in Table 18-7, the beneficiary ratio of Japan’s
employment insurance system also posted 39% in 1997. In
comparison, the beneficiary ratio of Korea lags far behind that of
both the European countries operating the UA system and the
United States or Japan that does not have the UA system.
Korea is also behind the European nations represented in Table
18-7 in terms of the income substitution rate, which indicates the
income-guarantee level of the unemployment benefit system. Since
Table 18-7 shows the income substitution rates as the ratios of the
granted amount relative to the incomes of the year following
unemployment, they should not be compared with the 43~45%
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Table 18-7 Proportion of Social Security Beneficiaries and Income
Substitution Rate of the Social Security Systems in Major
Countries

(Unit: %)
Income Substitution Rates
(baseline: 1997)3)
Standing
Total Income Net Income
(as of 1992)2)
Substitution
Substitution
Rates
Rates
13
27
62.3
19
62
70.3(1995)
28
77
79.9
66
70
60.2
27
57
45.0
37
43

Ratio of Beneficiaries
OECD
Jobs Study1)
U.S.
U.K.
Sweden
Denmark
Germany
France

34(1990; UI)
71(1990; UI, GI)
93(1988; UI, UA)
89(1990; UI, UA)
98(1991; UI, UA, GI)

Sources: OECD, The OECD Jobs Study – Part II, 1994, p. 188.
Standing (2000), Unemployment and Income Security, ILO, p. 23, p. 25.
Notes: 1) UI (Unemployment Insurance), UA (Unemployment Assistance), GI
(Guaranteed Minimum Income). The systems in the parenthesis are those
being implemented in the respective nations. Though the UK does not
have an independent UA system, there is a similar institution in practice.
The ratio in the table is the ratio of the beneficiaries of the social security
system for the unemployed (administrative statistics) relative to the total
number of unemployed persons determined by a survey at a specific time
point.
2) The sum of the UI and the UA (calculated using the Eurostat).
3) The total benefits granted in the year following unemployment divided by
the average labor income of a man who is single or has a spouse to
support. The annual average was used because the substitution rate can
differ depending on when the comparison is made. The total income
substitution rate was calculated on the basis of total income and the net
income substitution rate with income after tax. Calculations were done
using the Benefits and Work Incentives Database of OECD (Standing,
2000).

income substitution rate of Korea, which is relative to the wage level
of the previous workplace as we have examined previously. If we
consider the actual duration of benefits, the income substitution rate
in Korea would be about one third of the 43~45% level.
There are three key reasons as to why the proportion of
unemployment benefit recipients in Korea is lower than that of other
countries. First, the percentage of the insured among the total
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employed is low. This is because the proportion of persons qualified
to be insured among all employed workers in Korea is slightly over
60%, causing Korea to lag far behind other developed nations.
Moreover, only slightly more than half of the total qualified persons
are actually managed as the insured. To examine the differences in the
benefit-receiving rate according to such characteristics, Table 18-6
shows the beneficiary ratio calculated controlling the characteristics
of the unemployed. According to the data, the ratio of the
beneficiaries relative to those who were regular or temporary workers,
who are most similar to those once insured was 33.4% as of 2002,
which is more than twice the 14.8% ratio relative to the total number
of the unemployed.
The second reason for the low benefit-receiving rate is the strict
eligibility requirement. The contribution requirements such as the
base period and the insurance period are generally similar to those of
other countries, but the criteria for judging the validity of the reason
for separation are very stringent. While other countries apply a
suspension period to those who quit their jobs voluntarily without a
justifiable reason or were dismissed in disciplinary action, the Korean
program deprives such workers of their eligibility altogether. We will
go over this subject in more detail when proposing the improvement
measures for the program.
Third, when we consider the fact that the duration of benefits is set
differently according to the age and the insured period, the average
prescribed duration of benefits of the Korean program is shorter than
that of other countries’ programs which usually exceeds six months.
4.2 The Effects of Unemployment Benefits on Unemployment
Rates and Reemployment
The theoretical basis for the idea that unemployment benefits have
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negative effects on the reemployment of the jobless includes the job
search model and the labor supply model. According to the job
search model, unemployment benefits lengthen the term of
unemployment by reducing the opportunity costs of job search
activities. The labor supply model accuses the unemployment benefits
system of reducing the opportunity costs of choosing leisure. In
addition to the duration of unemployment, unemployment benefits
can also influence a worker in making a choice among being
unemployed, being economically inactive, or being employed.
Though the effects of unemployment benefits may vary depending
on how the system is designed, the benefits system can encourage the
transition from the state of employment to unemployment or
increase the probability of a separated worker moving into
unemployment rather than being economically inactive (Decker,
1997).
Due to the relative short history of the Unemployment Benefits
Program in Korea, there is still only a short list of studies conducted
on the subject . But the financial crisis that erupted at the end of 1997
and the mass unemployment that followed brought a corresponding
increase in the number of unemployment benefit recipients and the
number of studies on the effects that unemployment benefits have on
the labor market. Such studies conducted in Korea using microdata
are those of Hong, Seong-Woo · Chae-Yeol Yang (1999), Ryoo,
Keecheol · Jae-Seul Ryoo (1999), Hwang, Deok Soon (2000), and
Yoo, Kil-Sang et al (2003). Nam, Sung Il · Hwa-Young Lee (1999)
and Kim, Dae-Il (2000) analyzed the effect of the Unemployment
Benefits Program by setting up proxy variables for eligibility using the
data from the Economically Active Population Survey. Phang,
Hanam (1998) and Phang, Hanam et al (1998) compared the
reemployment rates of the beneficiaries and non-beneficiaries of the
Unemployment Benefits with follow-up surveys.
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It is worth noting that the above studies, in contrast to similar
research projects conducted overseas, failed to produce consistent
results on the effect of unemployment benefits on the labor market.
The simple comparison of reemployment rates between beneficiaries
and non-beneficiaries (Phang, Hanam, 1998; Phang, Hanam et al.,
1998; Hwang, Deok Soon, 2000) shows that the reemployment rate
of the beneficiaries is lower than that of their counterparts. However,
studies using the Hazard Model show inconsistencies in their results.
While Hong, Seong-Woo · Chae-Yeol Yang (1999) and Nam, Sung Il
· Hwa-Young Lee (1999) state that unemployment benefits do not
extend the term of unemployment, Ryoo, Keecheol · Jae-Seul, Ryoo
(1999), Hwang, Deok Soon (2000), and Yoo, Kil-Sang et al (2003)
claim that they do. Kim, Dae-Il (2000) failed to discover any negative
effects of unemployment benefits as the study found no differences
in unemployment rate between the beneficiaries and nonbeneficiaries.
Some of the reasons attributable for such inconsistencies in the
studies are the lack of data needed to carry out an accurate analysis on
the Unemployment Benefits Program, the short history of the
Program, and the fact that most of the studies conducted to date were
focused on the economic crisis years during which job shortages and
unemployment were prevalent. Thus, further studies are needed to
elucidate the true effect of the Unemployment Benefits Program.

5. Suggestions for a Better Unemployment Benefits
Program
Based on the evaluation carried out thus far, two suggestions could
be made for the improvement of the Unemployment Benefits
Program. The first would be directed at reinforcing the program’s
role as a social safety net for the unemployed. This includes measures

622

Labor in Korea, 1987~2002

to improve the benefit-receiving rate of unemployment benefits such
as easing the eligibility requirements on the causes of separation.
Second, the system needs to improve employment promotion
schemes to offset the negative effects that unemployment benefits
can have on the reemployment of the jobless beneficiaries. Measures
to promote active job-seeking efforts such as better job placement
services and improvement of the early reemployment allowance
scheme could be possible options.
5.1 Improving the Benefit-Receiving Rate of the
Unemployment Benefits Program
Though the lack of an unemployment assistance system is the key
reason the benefit-receiving rate is lower than in other countries,
other factors such as the employment structure and scope of actual
coverage, eligibility requirements, and the duration of benefits are also
in play. Since the topic of unemployment assistance is beyond the
scope of this chapter and the employment structure is also an
objective matter outside the system, we will resort to examining and
offering recommendations on the remaining factors: the coverage of
the Unemployment Benefits Program, the eligibility requirements,
and the duration of benefits.
As for the coverage, the legal expansion of coverage can be
considered about complete. The system now encompasses all
business enterprises with one or more workers as well as the
temporary and part-time workers. Moreover, the revision of the
Employment Insurance Act at the end of 2002 extended the coverage
to daily workers with a contract of less than a month as of January,
2004. However, despite the legal expansion of the insurance coverage,
the actual rate of coverage in relation to the total number of legally
covered workers is estimated at only 61.9% as of August 2002
(Hwang, Deok Soon, 2003). Therefore, more efforts are called for to
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improve the actual efficacy of the expansion by creating a dynamic
link between the tax administration system and the management
system for the Employment Insurance System.
Secondly, the restrictions on the eligibility for the benefits should
be eased. Considering that those who quit their jobs voluntarily
currently account for three-fourths of the total insured job separators
(see Table 18-5), the relaxation of the restriction is expected to have
considerable effect on improving the benefit-receiving rate.
Table 18-8 describes the restriction on the eligibility for benefit
payments due to causes of separation as applied in major countries.
According to the table, with the exception of the United States,
Spain, and the Czech Republic, most countries pay the
unemployment benefits for voluntary separators after a suspension of
payment for 2~4 months. Though workers in the U.S. with voluntary
separation become ineligible for the benefits, they are not responsible
for any part of the premium payment and are thus less disadvantaged
compared to their Korean counterparts who have to bear half the
cost. Therefore, the total loss of eligibility for the insured in Korea
seems to be too stringent a measure.
In light of the situation, the government should seriously consider
introducing a ‘long-term unemployment benefit (tentatively named)’
to support voluntarily separated workers who end up in a state of
prolonged involuntary unemployment despite continued efforts to
search for a job. It would be advisable to have a suspension period of
about six months in its initial stage and gradually reduce the duration
to that similar to the Western countries after a sufficient evaluation of
the new policy’s effect on the labor market.1 Meanwhile, it is also
necessary to add to the list of valid reasons for separation.

1

Refer to Hwang, Deok Soon (2001) for detailed plans for improvement and their
expected effects.
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Table 18-8 Restrictions of Eligibility for Unemployment Benefits on Voluntary
Separation and Those Dismissed in Disciplinary Action

Nation

Contents of Restrictions

Australia

Suspension of 4~5 weeks

Belgium

Suspension of 8~52 weeks

Czech
Republic
Denmark

Complete disqualification

Note
- Can be substituted with 18%
reduction of benefits over 26 weeks
- Disciplinary dismissal: 8~52 weeks
- Voluntary separation: 26~52 weeks
- Only applies to repetitive separation
over 6 months

Suspension of 5 weeks

Finland

Suspension of 3 months

France

Suspension of 4 months

Germany
Norway

Suspension of 12 months
Suspension of 8 months

Spain

Complete disqualification

- Reduction to 1 month if the
employment was less than five days
- The candidate must provide proof of
active job-searching activities during
the suspension period to receive
benefits
- Can be reduced in special cases
- Disciplinary dismissal: Standby
period of 3 months
- Voluntary separation: Excluded

Switzerland
U.K.
Japan

Suspension of 6~12 weeks
Suspension of 1~26 weeks
Suspension of 1~3 months
Complete disqualification
U.S.
- differ by state
in most cases
Source: OECD, Employment Outlook 2000.

Finally, measures to reinforce the level of protection for the
unemployed should be considered. Simplifying the prescribed
duration of benefits by evaluating the graded system for determining
benefit duration according to both age and insured period could be
among these measures.
5.2 Promoting the Reemployment of the Unemployment
Benefit Recipients
Currently, the payment for job-seeking benefits accounts for most
of the unemployment benefit payments, and with the exception of
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the early reemployment allowance, other benefits correlated with
active labor market policies have been showing a poor performance
(see Table 18-3). The number of beneficiaries of the early
reemployment allowance is increasing steadily, but only about 15% of
the eligible population are receiving the payment at the moment.
Moreover, job placement services provided for unemployment
benefit recipients in the unemployment recognition process are highly
inadequate (Hwang, Deok Soon · Keecheol Ryoo, 2000).
In light of the situation, the basic direction for improving the
system could be set as aiming at achieving higher effectiveness of the
early reemployment allowance scheme, reconsidering the employment
promotion measures correlated with various active labor market
policies, and strengthening the link between unemployment benefits
and job placement services.
Let’s first go over the measures for improving the early
reemployment allowance scheme. At the moment, the allowance is
awarded only to qualified recipients whose number of remaining
benefit duration exceeds one-half of the prescribed duration of
benefits. It is necessary to refer to a similar system in Japan and
consider granting the allowance when the remaining benefit duration
exceeds one-third of the total prescribed duration. However, the
number of remaining days should be at least 40 days or more if the
prescribed number of benefit payment days is 90 days. Adding an
incentive scheme to the early reemployment allowance to encourage
qualified beneficiaries to find jobs at the earliest date possible is also
worth considering. For example, the system can be redesigned to
grant two-thirds of the remaining benefits to the recipient who found
employment within two-thirds of the prescribed duration of benefits
remaining, one-half if between two-thirds and one-half of the days
are left, and one-third if less than one-half of the prescribed duration
is left.
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Next, efforts should be made to activate the poor-performing
allowances such as the vocational training promotion allowance,
wide-area job-seeking allowance, and moving allowance through
active vocational counseling in the process of recognizing
unemployment. If they continue to show little efficacy in the mid to
long-term despite such efforts, a complete overhaul or reorganization
of the allowances should be considered.
One option for suppressing the negative effects of unemployment
benefits on the labor market is to create a dynamic link between
recognition of unemployment and job placement services. Hwang,
Deok Soon · Keecheol Ryoo (2000) shows that such a link is
effective in promoting reemployment. To ensure the efficacy of such
a measure, it is also necessary to enhance the employment security
infrastructure so that good quality vocational counseling services can
be provided to the unemployed. Moreover, it is advisable to offer
better conveniences to the claimants in the unemployment
recognition process in line with strengthening the tie between job
placement services and Unemployment Benefits (Yoo, Kil-Sang,
2001).

Chapter 19

INDUSTRIAL ACCIDENT COMPENSATION
INSURANCE

Kim, Hokyung*

1

1. Introduction
The Industrial Accident Compensation Insurance (IACI) of Korea
is an important part of the nation’s social safety net. It is one of the four
national social insurance systems that include the National Pension
Plan, National Health Insurance, and the Employment Insurance
System. While the other social insurance systems protect citizens
against risks such as aging, deterioration of health, and unemployment,
the IACI is a security against the injuries and diseases that can result in
relation to work. By protecting the working population against such
work-related risks, the IACI motivates better performance from
workers and helps the workers lead stable and safe working lives.
* Research Fellow, Korea Labor Institute/ Ph. D. in Economics, University of Texas,
Austin, U.S.A/ Main field of study and research: budget and premium rates of the
Industrial Accident Compensation Insurance, insurance and finance, corporate
pension / Main research papers and publications: A Study for the Enhanced Efficiency of
the Industrial Accident Compensation Insurance System and the Social Safety Net (2001), etc.
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Since its establishment in 1964, the Industrial Accident
Compensation Insurance (IACI) has undergone numerous expansions
in terms of its scope of application and the amount of compensation in
order to provide better living security for the insured workers. The
range of industrial accidents covered by the insurance system was also
expanded to fulfill its role as a social safety net. However, there are still
some hurdles to clear before the system can fully meet its expectation.
First, the IACI is faced with the social demand to expand its scope
of application even further. Up until the present, the self-employed
workers, small-scale workers in the agriculture, fishery, forestry, and
hunting sectors, and workers in special forms of employment who
were not classified as workers under the current classification
guidelines were excluded from the protection of the IACI. However,
there are now strong calls to change this. Considering that Korea has a
high proportion of self-employed workers and irregular workers, the
demand is clearly an issue that merits full attention in order for the
insurance system to become a true national social security net.
Moreover, the types of industrial accidents and diseases are undergoing
changes along with the advance of the industries. Therefore, safety
measures and regulations should be enforced all the more strictly to
prevent industrial accidents while the range of industrial accidents
covered by the IACI are reviewed and adjusted accordingly.
Meanwhile, it is also necessary to step up the efforts to secure
long-term stability and soundness of the system’s financial standing. At
the moment, the IACI is experiencing a rapid increase in its benefit
payments. This seems to be attributable at least in part to the increase
in the number of workers requiring long-term treatment and the
severely disabled. Moreover, the number of beneficiaries receiving
compensation in annuity payments is building up as the insurance
system matures. In light of the situation, it is clear that the current
demands for the expansion of IACI’s scope can be an additional
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burden on the IACI funds if embraced indiscriminately without careful
consideration, and this may require a sudden increase in premium rates
in the near future
It is important that the IACI, as a social safety net, maintains its
footing on stable grounds over the long term. Against this backdrop,
the chapter will attempt an in-depth analysis of the various issues faced
by the IACI of Korea and devise recommendations for resolving them.
Also, the chapter will examine the factors straining the insurance
budgets and discuss measures for ensuring the stability of the system’s
budget.
Following the introduction in Section 1, Section 2 will briefly
describe the institutional features of the IACI and the current statistics
on industrial accidents and diseases in Korea. Section 3 will discuss the
safety management measures of the IACI and Section 4 will cover the
trends observed in the expansion of scope for the insurance system, its
current status, pressing issues and problems, and improvement plans.
Section 5 will touch upon the trends and the current status of the
expansion in benefit payments, the concept of compensation,
problems related to the types of benefits offered, and appropriate
improvement plans. All these discussions will be developed taking into
serious account the tight insurance budget of the IACI and the
expansion of the social safety net in the nation. Section 6 will examine
the range of officially acknowledged occupational injuries and diseases,
and Section 7 the need for changes in the insurance premiums and the
method of financing the system as well as the desirable direction for
changes. When we consider the tight financial situation of the IACI,
accepting the previously mentioned demands for the expansion of the
social safety net can very possibly lead to depletion of the funds and a
sudden increase in the premium rates in the near future. Thus, proper
countermeasures for the anticipated side effects must be devised well
in advance. In other words, the financing method should be changed in
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order to stabilize the premium rate and the budget in the long term.
Section 8 shall draw a conclusion for the chapter and bring up some
additional issues that require further studies.

2. Key Characteristics of the IACI and Insurance
Benefits
The IACI was established to protect the economic stability of
workers from industrial accidents. The benefits provided under the
IACI consist of medical care benefits for workers receiving treatment
for work-related injuries or diseases and the wage-replacement benefits
intended to offset the income loss incurred by debilitating conditions.
The IACI is differentiated from other social insurance systems in the
following ways. First, the premiums of the IACI are paid solely by the
business owner. Though this might result in indirect repercussions for
workers such as lower wages, the workers nonetheless are not required
to make any direct contributions. Second, the IACI is a system based
on the principle of ‘liability without fault.’ The business owner is
required to bear responsibility for all work-related accidents
irrespective of whether or not the accident was intentional or if the
business owner was at fault. If an injury or disease is determined to be
work-related, the worker concerned can receive payments from the
IACI regardless of the solvency of the business owner.
The benefits provided by the IACI are classified into the following
seven categories according to the type and degree of the injury or
disease: medical care benefits, wage replacement benefits, disability
benefits, nursing benefits, survivors benefits, funeral expenses, and
injury-disease compensation annuity. With the exception of the
medical care benefits, all IACI benefits are cash benefits.
Medical care benefits are paid when the insured worker suffers an
injury or disease that requires three or more days of medical treatment.
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For injuries or diseases requiring treatment for less than three days, the
employer is required to pay for the treatment expenses in accordance
with the Labor Standards Act. Wage replacement benefits is a type of
compensation for the lost income paid to the insured worker who is
incapacitated and misses work in excess of three days due to the
industrial injury or disease. The amount of payment is 70% of the lost
income.
Disability benefits are paid either in a lump sum or in annuity. Lump
sum compensations are made for physical disability grades 8~14 and
annuities for grades 1~3. Workers with physical disability grades 4~7
are required to receive at least 50% of the compensation in annuity.
The surviving family member of the insured worker can also receive
payment in either a lump sum or in the form of an annuity. Lump sum
payments can be made for the amount equivalent to 1,300 days’ worth
of the average daily wage. If the beneficiary chooses to receive the
compensation in annuity, an additional 5% is added for each qualified
Figure 19-1 IACI Benefits

Injuries and
Diseases

Medical Care
Benefits

Medical care
benefits

Wage Replacement Benefits

Injury-Disease
Compensation
Annuity

Replacement

Industrial
Accidents

Disability
Benefits
Nursing
Benefits
Survivors’
Benefits
Death
Funeral
Expenses

Source: Kim, Hokyung (2000), p. 9.
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recipient of the annuity to the 47% of the average annual income. The
maximum annual annuity cannot exceed 67% of the average annual
income.
For funeral expenses, an amount equivalent to 120 days’ worth of
the average daily wage is paid. The injury-disease compensation annuity
is paid in addition to the medical care benefits if the insured fails to
recover from the work-related injury or disease after two years of
medical treatment and is classified as invalidity grades 1~3. Therefore,
the recipients of the injury-disease compensation annuity cannot
receive the wage replacement benefits. The injury-disease
compensation annuity is paid in the form of annuity as its name implies,
and the amount of payment made depends on the degree of the injury
or disease suffered. Workers with injuries or diseases resulting in
physical disabilities of grades 1, 2, and 3 can receive annuities
equivalent to 329 days’, 291 days’, and 257 days’ worth of average
wages, respectively, identical to the case of the disability annuity.

3. Trends in Industrial Accidents and the Current
Status of Safety Management
3.1 The Number of Industrial Accident Victims and the Rate
of Industrial Accidents
As is shown in Figure 19-2, the number of industrial accident
victims has been decreasing for the last 15 years with the exception of a
few recent years. The drop was even more pronounced during the
economic downturn of 1998. But the numbers started picking up again
as during 1999~2000 as employment rates rose in line with economic
recovery and higher operation rates in the manufacturing sector. The
manufacturing sector is generally acknowledged to be very prone to
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industrial accidents.
Figure 19-2 Number of Industrial Accident Victims
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Figure 19-3 Industrial Accident Rates

0

Note: Industrial accident rates as of end of August, 2002 have decreased by 0.03%
over the same quarter of 2001.
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3.2 Industrial Safety Management
As was mentioned previously, the statistics show that the industrial
accident rates have been decreasing rapidly over the years. However, an
in-depth examination of the data indicates otherwise.
Figure 19-4 and Figure 19-5 show that the number of severe
disability cases and deaths have increased steadily over the years. The
number of severely disabled workers increased gradually up until 1995
and posted an unusually pronounced growth in 1995 due to the
increase in large-scale accidents. The growth rate had somewhat leveled
out since then until another spike appeared in 2001.
Figure 19-4 Number of the Severe Disability Cases
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The number of deaths caused by industrial accidents grew steadily
until the economic recession abruptly reversed the trend in 1998. But
Figure 19-5 shows that the number started climbing again in the
following year as the economy began to recover. Deaths by industrial
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accidents are particularly common in industries with high occupational
risks such as the construction and manufacturing sectors.
These data from the past indicate that the number of severely
disabled workers has been growing steadily during the past 20 years or
has at least not shown any improvement from the level a decade ago
despite an overall decrease in the number of industrial accident cases
and accident rates. Moreover, the number of deaths has been
increasing continuously to date. This shows that safety management of
worksites has not kept up with the progress of industrialization which
has resulted in the increase of projects with high risk profile such as the
construction of high-rise buildings and facilities involving the use of
heavy machineries.
Then why does the general (industrial) accident rate appear to be
decreasing? The facts discussed above allow us to conclude that the
incidence of minor accidents has been decreasing. But reports from the
Figure 19-5 Number of Deaths by Industrial Accidents
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industrial accident sites reveal that the supposed decrease in the
number of minor accidents is actually due to the concealment of
industrial accidents.1 The tendency to conceal industrial accidents is
suspected as one of the adverse effects of the Zero-Accident Campaign
implemented to reduce accident rates. Thus, there is no clear proof
demonstrating the decline in industrial accident rates.2
The first-line government agency involved in the management of
statistics for industrial accidents is the Korea Labor Welfare
Corporation. Since a victim of industrial accidents is recorded as such
only after the corporation recognizes the incident as an industrial
accident, concealed cases fail to make it into the data pool. Therefore,
the data on industrial accident rates, and those on minor accidents in
particular, seem to be distorted by a wide margin.
In order to reduce the long-term cost of operating the IACI, safety
management needs to be carried out in a more effective manner. Figure
19-6, Figure 19-7, and [Figure 19-8] show the yearly trends in the
number of severe disability cases and deaths by industry. According to
the figures, the number of deaths has been posting steady growth in the
construction and manufacturing industries and eventually recorded the
highest in these two areas. These two industries were followed by the
1
2

Korea Labor Institute, Discussion Materials on Industrial Safety and Trade Unions and the
Role of Honorary Industrial Safety Supervisors in the IMF Era, 1998.
The Zero-Accident Campaign was implemented by the Ministry of Labor in
accordance with the ‘Implementation Guideline for Zero-Accident Campaign for
Workplaces’ established on February 2, 1982. The responsibility was then
transferred to the Korea Occupational Safety and Health Agency in 1989.
According to the campaign guideline, business owners of establishments with
records of three or more industrial accidents are subjected to an inspection of the
industrial safety management system. Companies that fail the inspection are
ordered to take corrective measures. Because the costs of setting up and
maintaining the safety system are considerable, companies tend to conceal minor
accidents and either persuade or coerce the worker to cover the treatment costs
with the national health insurance system. The more serious accidents are less likely
to be concealed because workers tend to be more reluctant to accept the company’s
request to hide the incidents.
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mining and the transportation/storage/communications industries.
However, the latter group of industries is showing a gradual decline in
recent years. The interesting point is that the number of deaths in other
industries has increased rapidly over the last 10 years.
The number of severe disability cases is the highest in the
construction and manufacturing industries, and that of the mining
industry has been declining continuously during the last 5~10 years.
Other industries have been showing a gradual increase in the severe
disability cases in the last 10 years.
To be more specific, the number of workers who ended up with
physical disabilities grades 1~3 had increased rather speedily in the
manufacturing and construction industries up until 1995 before
plummeting in 1996. The number has leveled off since then. The
number of workers with disability grades 4~7 also increased rapidly
until 1995 but experienced a significant drop in 1996. The declining
trend continued until recently before picking up the pace again.
Meanwhile, the number in the construction sector has continued to
grow gradually. The manufacturing sector saw a slight decline during
the recent economic recession but saw a surge in 2001. Most industries
posted a sudden increase in the number of severe disability cases in
1995 because of the disastrous collapse of Sampoong Department
Store that killed or injured hundreds of people. Even if 1995 is
excluded from the count, it is hard to say that the industries other than
mining saw a decrease in the severe disability cases (physical disability
grades 1~3 and 4~7) over the last 10~15 years if we consider that the
few temporary drops in industrial accident rates were due to the recent
Asian financial crisis and the economic recession.
In consideration of all these facts it is not difficult to conclude that
preventive safety management against industrial accidents has been
lacking or inefficient at best thus far. Therefore, it is necessary to put a
special emphasis on the safety management of accident prone
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Figure 19-6 Trends in the Number of Deaths by Industry
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Figure 19-7 Number of Injured Workers with Physical Disability Grades 1~3 by
Industry

500

400

300

200

100

0
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Mining

Manufacturing

Utilities (Elec·Gas·Water)

Construction

Transportation·Storage·Communications

Other Industries

Industrial Accident Compensation Insurance(Kim, Hokyung)

639

Figure 19-8 Number of Injured Workers with Physical Disability Grades 4~7 by
Industry
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industries to increase the efficiency of safety management. Such an
approach will be effective in reducing both the frequency and the
seriousness of industrial accidents and, subsequently, the expenditure
of the IACI. The industries that require such attentive management are
construction, manufacturing, and other industries. Considering that
the construction industry, in particular, is experiencing a steady rise in
the number of injured workers with disability grades 4~7, more
scrutiny is needed to identify the cause of the high accident rates.

4. Scope of Application of the IACI
Industrial Accident Compensation Insurance (IACI) was launched
in 1964 to cover the 80 thousand workers of the 64 manufacturing and
mining business establishments with 500 or more employees. Since
then, the scope of application has expanded steadily and the
requirement regarding the size of the establishment also eased (see
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Table 19-2). Starting in 1998, a special exception case was announced
so that students receiving job-site training, vocational trainees, and
workers dispatched to overseas worksites can also be protected by the
IACI Act. On July 1 of the same year, the scope of the insurance
system was expanded to include finance and insurance companies with
four or more employees. On July 1, 2000 the scope was further
expanded to establishments with one or more workers, which
effectively put all business enterprises under the effect of the IACI.
Moreover, business owners of small and medium enterprises with less
than 50 workers were also permitted to be insured by the IACI under
the condition that the owner also works in his or her production sites
along with the rest of the employees.
Despite such an active expansion in the scope of application, some
of the industries and workers, including the self-employed, still remain
outside the borders of the IACI due to administrative difficulties of
managing these workers and the inability to verify whether or not any
workers are actually employed by enterprises. Construction projects
with a budget of less than 20 million won, privately-run construction
projects on an area less than 300m2, the forestry, fishery, and hunting
industries, housekeeping services with less than five employees,
businesses compensated by other laws and institutions, and businesses
with the number of employees averaging less than one person (due to
intermittent hiring) are all excluded from IACI coverage.
These businesses and industries are excluded from the institutional
framework of the IACI. There are also industries and businesses that
are technically marginalized by the IACI.
The fact that the low-wage workers in the special forms of
employment are still excluded from the social safety net actually implies
that there is a potential risk embedded in society. Such workers of
special employment include insurance agents, workbook teachers, golf
caddies, and REMICON truck operators and drivers. The advocates
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for the idea of expanding IACI coverage to encompass these workers
argue that they, too, should be regarded as ordinary employees in case
of industrial accidents because they maintain an ongoing employment
relationship with the enterprises using their services. The opposing
party counters that it is difficult to prove these irregular workers are
working for one business establishment or another at a certain time
period. Moreover, they say, the nature of their work makes it difficult
to judge whether their accidents are indeed work-related.
The IACI is a risk-management system aimed at protecting
the workers from accidents or diseases that can occur due to
work-related reasons. In Korea, the IACI is considered a social
insurance. Thus, it is only proper that the IACI plays true to such a role
and aims at protecting the entire working population from industrial
accidents.
However, in real world, it is difficult to offer this kind of protection
to certain types of workers. There are a few contributing reasons. First,
as was mentioned above, most of these workers are either irregular
workers or their employment types are of special forms. Second, the
wages paid to these workers lack objectivity. This can be a problem
because the wages are what serve as the baseline for calculating the
premium rate of a worker.
Therefore, it might be reasonable to start the expansion with the
workers whose wages and the conditions of employment contracts are
relatively clear. However, careful consideration is needed for workers
who lack clarity and objectivity in both these criteria. Lack of clear data
on the past accident rates and wage levels of a particular group of
workers makes it difficult to carry out an accurate calculation of the
proper premium rate, which implies that it may also have serious
detrimental effects on the financial standing of the IACI. The tentative
size of workers in this category is shown in Table 19-1.
To facilitate the application of the IACI to irregular workers and to

642

Labor in Korea, 1987~2002

Table 19-1 Size of Irregular Worker Groups

(Unit: Establishments, Persons)

No. of Business
Establishments

Total

Agriculture

Forestry

Fishery

1,135

1,052

20

63

Workers in Special
Form of
Employment

200 thousands
(Estimation)
Note: Data for ‘Agriculture’, ‘Fishery’, and ‘No. of Business Establishments’ refers to
corporations (data from NSO, 2000). Data for ‘Forestry’ and ‘No. of Workers’
is from the Survey Report on Establishment Labour Conditions from the Ministry of
Labor. Data on private enterprises and the hunting sector is not available.
No. of Workers

2,246

1,785

41

420

Table 19-2 Regulation for the Scope of Application of the IACI: Industry and
Business Size

1964
1965
1966
1967
1969
1974
1976
1982
1983
1986
1987
1988
1991
1992
1996
1998
2000

No. of
Business Sectors
Employees
≥500
Coal, manufacturing
≥200
Electricity · gas, transportation · storage newly added
≥150
≥100
Organic business (25,000 or more persons per year)
Construction, services, water supply · hygiene & sanitation
≥50
facilities, and communications newly added
≥16
Mining and manufacturing (chemical, petroleum, coal, rubber,
≥16(5)
and plastics): five or more employees
≥10
Logging added
≥10
Commissioned sales and brokerage for agricultural goods added
14 industry types including veneer board manufacturing: five or
≥5
more employees
20 industry types including timber board manufacturing: five or
≥ (5)
more employees
16 industry types including electronics manufacturing: five or
≥5
more employees
Mining, forestry, fishery, hunting, wholesale & retail, and real
≥10
estate: expanded to 10 or more employees
Mining, forestry, hunting, wholesale & retail, real estate: five or
≥5
more employees
Educational services, health & social welfare services
Finance, insurance, worker dispatch to overseas
SME Business owners (Establishments with less than 50
≥1
employees)

Source: Kim, Hokyung (2000), p.13; Ministry of Labor.
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those in special forms of employment, an institutional solution should
be devised to maintain a precise record of their employment contracts.
Launching a separate industrial accident compensation plan for
irregular workers could be an option if it is necessary to push ahead
with the expansion while such records are lacking. If a new insurance
plan can be developed to meet the needs of each worker group, it
would be possible to prevent the unnecessary waste of insurance funds.

5. The Trend in the Expansion of Insurance Benefits
When the IACI was first introduced, the medical care benefits were
only offered to workers requiring medical treatment for nine days or
longer. The requirements were eased in 1971 to include those requiring
treatment for seven days or longer and to three days or longer in 1982.
Wage replacement benefits which amounted to about 60% of the
average wage at the time of initial enforcement were adjusted upwards
to 70% in 1989. The 10-grade classification system for physical
disabilities was further segmented to a 14-grade system in 1971 and the
amount of insurance benefits also adjusted accordingly. In 1989,
workers with disability grades 1~3 were only permitted annuity
payments whereas those with grades 4~7 had a choice between annuity
and lump sum payment. But starting 2000, grades 4~7 were also
permitted only half their payments in lump sum.
The payment for survivors benefits was a lump sum payment of
1,000 days’ worth of average wages in the initial stage, but the amount
was adjusted upward to 1,300 days. The annuity form of payment was
first introduced in 1970, and the payment level was increased
respectively in 1971, 1977, and 1982. Only annuity payments were
permitted at first, but the laws were amended in 1999 to allow a lump
sum payment of half the amount if the beneficiary so desires.
At first, the payment for funeral expenses amounted to 90 days’
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Table 19-3 Expansion of IACI Compensations
Implem
entation
Dates

Medical
Care
Benefits

Wage
Replacement
Benefits/
Injury-Disease
Compensation
Annuity

Disability Benefits

Survivors
Benefits

Lump sum payment:
Max (Grade 1: 1,000
days)
Min (Grade 10: 50 days)

Lump sum
10 days 60% of average
payment: 1,000
1964.7.1 or longer wages
days’ worth of
10 days or longer Lump sum payment:
average wages
If not recovered after one
year: 1,000 days’ average
wages
Grade adjustment:
Max (Grade 1: 1,340
days)
Min (Grade 14: 50 days)

1971.1.1

7 days or
7 days or longer
longer

Annuity payment
introduced
Target: Grades 1~3
Amount of annuity :
Grade 1 (240 days’
average wages)
Grade 2 (213 days),
Grade 3 (188 days)
Lump sum payment
1,340 days’ average wages
after two years

Annuity payment
introduced
Insurance
benefits per
survivor
1 survivor (30%
of annual
income)
2 survivors (35%)
3 survivors (40%)
4 survivors (45%)

1977.
12.19

Increase in the
amount of
Increase in the amount of
survivors benefits
annuity payments:
1 survivor (45%
Grade 1 (279 days’ of
of annual
average wages)
income)
Grade 2 (248 days)
2 survivors (50%)
Grade 3 (219 days)
3 survivors (55%)
4 survivors (60%)

1982.1.1

Increase in the amount of
annuity payments:
Grade 1 (313 days’ of
average wages)
Grade 2 (277 days)
Grade 3 (245 days)
Grade 4 (213 days)
Grade 5 (184 days)
Grade 6 (156 days)
Grade 7 (131 days)

3 days or
3 days or longer
longer

Increase in the
amount of
survivors benefits
1 survivor (52%
of annual
income)
2 survivors (57%)
3 survivors (62%)
4 survivors (67%)

Funeral
Expenses

90 days’
average
wages
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Table 19-3 Continued

1983.7.1

The
Injury-Disease
Compensation
Annuity System
added
(Baseline: average
wages)
Grade 1 (313 days)
Grade 2 (277 days)
Grade 3 (245 days)
Amount of wage
replacement
benefits increased:
70% of average
wages
Amount of
injury-disease
compensation
annuity increased
Grade 1 (329 days)
Grade 2 (291 days)
Grade 3 (257 days)

1989.4.1

‘Treatme
nt for
Complic
2000.7.1 ations’
system
introduc
ed

Lump sum payment
system discontinued

Annuity payment
mandated for disability
grades 1~3
Amount of lump sum
payment for disability
benefits increased:
Grade 1 (1,474 days),
Grade 2 (1,309 days),
Grade 3 (1,155 days),
Grade 4 (1,012 days),
Grade 5 (869 days),
Grade 6 (737 days),
Grade 7 (616 days),
Grade 8 (495 days),
Grade 9 (385 days),
Grade 10 (297 days),
Grade 11 (220 days),
Grade 12 (154 days),
Grade 13 (99 days),
Grade 14 (55 days)
Amount of disability
annuity increased:
Grade 1 (329 days),
Grade 2 (291 days),
Grade 3 (257 days),
Grade 4 (224 days),
Grade 5 (193 days),
Grade 6 (164 days),
Grade 7 (138 days)
50% annuity payment
stipulated for disability
grades 4~7
Nursing benefits
introduced
Fulltime nursing (24,775
won/day)
Occasional nursing
(16,516 won/day)

Source: Kim, Hokyung (2000), pp. 17~18

Amount of lump
sum payment for
survivors benefits
increased: 1,300
days of average
wages

Funeral
expenses
increased:
120 days’
of average
wages

Survivors’
Max/Min
benefits
amount
- Annuity
fixed
- Lump sum in
exceptional cases
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worth of average wages but was increased to 120 days in 1989. In 1999,
the upper and lower limits were incorporated into the system so as to
reduce the gap between the high-wage workers and the low-wage
workers. The injury-disease compensation annuity was paid in a lump
sum since 1964 and the annuity form was only introduced in 1982.
In July 2000, nursing benefits were introduced for severely disabled
workers. But payments are reserved only for workers with disability
grades 1~2.
The amount of IACI benefits has increased steadily since the launch
of the system. This is the result of continuous requests by the insured
workers and the efforts made to bring the payment level up to par with
international standards.
In Korea, the reemployment rate of industrial accident victims is
very low. As a result, the compensations made by the IACI are usually
Table 19-4 International Comparison of the Amount of Compensation
Payments

Disability Benefits

Korea

Total disability: Annuity payment amounting to 138~329 days’ average
daily wage
Lump sum payment amounting between 55 days and 1,474 days worth of
average daily wage depending on the severity of the disability
Nursing benefits exist.
Max/min limits apply.

Japan

Correlated to the wage level. No limitation on the payment term
Depending on the severity of disability (grades 1~7): average daily wage
multiplied by 131~313 days
Less severe disabilities: Lump sum payment amounting to 56~503 days’
wages depending on the severity of the disability

Total disability: Lump sum payment amounting to 60 month’s income
Partial disability: Lump sum payment amounting to 50~100% of 50
months’ income depending on the severity of the disability
Total disability: Lump sum payment amounting to 6~12 years’ income
depending on the age of the recipient
Singapore
Partial disability: Lump sum payment, amount varies according to severity
of the disability
Taiwan
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the only source of income for the victims. Therefore, it is reasonable to
say that the payment of cash benefit payments for these victims has
been the main responsibility of the insurance system thus far. Also, it
appears that the annuity payment form was introduced to protect the
livelihood of the victims. However, it seems that the current
compensation system focused on cash benefits has failed to make a
significant contribution to the improvement of the quality of life of the
industrial-accident victims despite the considerable amount of benefit
payments made.
While the victims of industrial accidents have continued to make
demands for the increase in the amount of compensation payments,
their rate of return to the economic front has been very low. Table 19-5
shows the result from a telephone survey conducted by the Korea
Labor Institute of the recipients of the IACI insurance benefits. The
survey was intended to find out the employment status of the IACI
victims and whether or not they were looking to return to work. Out of
the 2,199 persons surveyed, only 48.4% were currently employed,
while 67.1% of the unemployed 1,105 persons replied that they were
hoping to find work.
The results from the survey show that the current compensation
system of the IACI has room for improvement. While most of the
victims receiving insurance benefits can and are willing to work, the
system is focusing on treatment and cash payments instead of offering
vocational rehabilitation programs that can help these people back into
the labor market.
Therefore, there is a need to change the focus of the compensation
for industrial accident victims from simple treatment and cash benefits
to medical treatment and vocational rehabilitation. In other words, it is
necessary to transform the paradigm of IACI benefits and
compensation towards one that conforms to the concept of productive
welfare by helping the victims and the disabled get back to work. Over
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Table 19-5 Reemployment Rates of the Injured Workers: Results from a
Fact-finding Survey

(Unit: Persons, %)
Total

Physical Disability Grades

Grades 1~3 Grades 4~7 Grades 8~14
Currently
1,064(48.4)
6(4.3)
93(30.6)
965(55.0)
Respondents Employed
(2,199)
Currently
1,135(51.6)
134(95.7)
211(69.4)
790(45.0)
Unemployed
Respondents Willing to work
741(67.1)
44(33.8)
138(68.0)
559(72.4)
Among the
Unemployed Not Willing to
364(32.9)
86(66.2)
65(32.0)
213(27.6)
Work
(1,105)
Source: Korea Labor Institute, A Study on the Rehabilitation Program for the Disabled by
Industrial Accidents, 2002.

the long term, such an approach is expected to mitigate the increase in
socioeconomic costs incurred by the cash benefit payments of the
IACI. Unless such an approach is taken, a significant portion of the
burden of dealing with the exponential growth of the compensation
costs will have to be passed on to the next generation. At the moment,
the compensation payments of the IACI are posting an exponential
growth due to the increase in benefits and injury-disease compensation
annuity payments brought on by the rise in the number of severe
disability cases and deaths caused by industrial injuries and diseases.
Considering that the number of beneficiaries would build up each year,
the benefits fund has to be expanded at a faster pace. Therefore, such a
cost-intensive compensation system should be gradually transformed
to a system more focused on rehabilitation and productive welfare.
Korea has recognized the importance of medical treatment and
vocational rehabilitation in relation to IACI and is in the process of
introducing various rehabilitation programs. However, simply bringing
in some rehabilitation programs is not sufficient to achieve this
conversion to a cost-effective system. In order to prevent the new
approach from becoming yet another ineffective, cost-generating
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burden on the IACI, and to gather sufficient funds to set up a proper
rehabilitation system, it is necessary to change the paradigm of the
current compensation system to one that is more centered on the
rehabilitation of the injured workers rather than on cash payments. To
this end, it is necessary to coordinate the current cash-compensation
system with the new rehabilitation system so that the two can
complement each other seamlessly. However, such a conversion of
paradigm is not something that can be achieved overnight. The cost of
the compensation system should be brought down gradually by
introducing a new paradigm of rehabilitation and reemployment, and a
stronger emphasis should be placed on achieving the goal of
productive welfare.

6. Range of Officially Recognized Injuries and
Diseases by Industrial Accidents
6.1 Range of Officially Recognized Injuries by Occupational
Accidents
The 1982 resolution of the International Labor Organization defines
occupational accidents (generally referred to as ‘industrial accidents’) as
occurrences that give rise to work-related death, diseases, or injuries.
However, ways of determining and acknowledging injuries by
occupational accidents vary from country to country.
In Korea, the cases where an injured worker is unable to work for
less than 4 days including the day of the accident are not covered by the
IACI nor included in the industrial accident statistics. Rather, the
business owners are responsible for the treatment and compensation
for these workers under the Labor Standards Act. Table 19-6 shows
the number of lost-working days due to industrial accidents to be
acknowledged and compensated by the Insurance and in turn included
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in the Industrial Accident Statistics of some selected countries. In the
case of Germany, the United States, and the United Kingdom, injuries
by occupational accidents are defined as those due to which the worker
is incapacitated and cannot report to work at all, or can come to work
but has difficulty working. Only Japan and Singapore acknowledge
injuries or diseases that disable workers from reporting to work at all.
Table 19-6 Number of Lost-working Days of the Industrial Accident Statistics of
Selected Countries

Korea
Japan Germany U.S. Singapore
U.K.
Lost-working Days
4 or more 5 or more 4 or more 2 or more 4 or more 4 or more
(including the day of
days
days
days
days
days
days
the accident)
Source: Korea Occupational Safety and Health Agency, Occupational Injuries · Diseases
and Statistical Systems in Major Countries, 2001.

6.2 Range of Officially Recognized Occupational Diseases
The types of officially recognized occupational diseases of the IACI
are clearly specified in Paragraph 1, Article 40 of the Enforcement
Decree of the Labor Standards Act. As is the case with injuries by
occupational accidents, only the diseases that necessitate treatment for
four days or longer are acknowledged by the IACI. Occupational
disease is a very sensitive subject as it is closely related to the
determination of industrial injuries. Due to changes in the industrial
structure and the kind of work available in the job market, the types of
occupational diseases are also undergoing changes of their own. Work
requiring repetitive movements over a long period of time leads to an
increase in musculo-skeletal disorders in the body parts or muscles
used in the particular movement. Therefore, it is necessary to analyze
the specific cause of such illnesses and to develop both preventive
measures and countermeasures.
Table 19-7 divides the occupational diseases into vocational diseases
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Table 19-7 Number of Occupational Diseases in 2000: Korea

Vocational Diseases
Total Hearing Pneumoloss
coniosis
Injuries 3,414
Deaths
955

251
0

425
364

Work-related Diseases
Chemical Cerebral· Physically Lumbago
Substances Cardiovascu- Demanding (Back
and Others lar Diseases
Work
Pain)
275
1,666
394
421
46
544
1
0

Source: Annual Report on the Industrial Accident Compensation Insurance System, Korea Labor
Welfare Corporation, 2001.

and work-related diseases. According to the table, cerebral diseases and
cardiovascular diseases are the most common forms of occupational
diseases.
It is difficult to compare the number of industrial accident victims of
Korea with that of other countries because all other countries, with the
exception of Japan, include all victims in the calculation regardless of
whether or not the worker was incapacitated. The statistics announced
by the United Kingdom are not even the sum of the victims but the
number of reported cases. Therefore, it is practically impossible to
make a direct comparison of the figure among different nations.
Moreover, it is also very difficult to compare the official occupational
diseases of each nation.
The Japanese insurance system only acknowledges occupational
diseases that result in four or more lost-working days (or death). The
types of officially recognized occupational diseases are stipulated in
Article 35 of the enforcement decree of the nation’s labor standards act.
Listed here are a total of 53 types of diseases that are recognized as
work-related. The number of deaths caused by occupational diseases is
simply included in the morbidity rate and is not recorded separately.
In Germany, workers who fall ill due to the occupational disease
stated in the related laws are all compensated by the occupational
insurance system regardless of whether or not they miss work. In
addition to this inclusive recognition scope, a wide range of diseases are
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recognized as work related, spanning approximately 70 types of
diseases including those caused by the chemical substances of BGBI. 1.
1997 S2623. The number of deaths caused by these diseases are either
recorded separately or included in the morbidity rate as needed.
The United States does not have a clearly established list of
occupational diseases, but is recording all work-related injuries and
diseases regardless of the degree of severity. The requirements of this
recording are all abnormal conditions or loss of normal physical and
mental functions caused by work-related diseases. Separate records are
not kept for the deaths. Since it is difficult to determine the duration of
the latency period or the relationship with work in the case of death,
only morbidity rates are managed statistically. Workers suffering from
occupational diseases are categorized as either ‘able to report to work’
or ‘unable to report to work’, and the records of those in the latter
group is kept for comparison. We can conclude that industrial diseases
are managed relatively strictly in the US.
In the U.K., industrial diseases are acknowledged according to
RIDDOR and its definitions regardless of whether or not the injured
worker can report to work. Schedule 3, Part 1 of the RIDDOR
specifies a total of 47 occupational diseases including skin diseases
caused by radiation.
All in all, it appears that the number of approved occupational
diseases varies according to nation. Whereas Korea only acknowledges
38 diseases as occupational diseases, the number can be as high as 70 in
Germany where the occupational insurance system is relatively
advanced. This implies that other developed nations recognize a
broader range of diseases as occupational diseases compared to Korea.
Table 19-8 shows the morbidity rate of each occupational disease by
country. The most common type of occupational disease appears to be
pneumoconiosis. In Japan, ‘diseases caused by injuries’ make up a
significant portion of occupational diseases as is the case in Korea. In
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comparison, injuries and diseases caused by any physical conditions or
repetitive movements are more common in Germany. The expansion
Table 19-8 Occupational Diseases in Selected Countries
Rank of
Frequency

Korea

Japan

Germany

U.S.

Diseases caused
Diseases due to
by repetitive
physical factors
movements
(44%)
(65%)

1

Cerebral &
cardiovascular
diseases (41%)

2

Respiratory
Pneumoconiosis
disorders and
Skin diseases
Pneumoconiosis and related
pneumoconiosis(14%)
complications
(24%)
related diseases
(14%)
(36%)

3

Hearing loss
(13%)

4

Diseases due to
injuries (70%)

Diseases due to
physical factors
(7%)

Skin diseases
(9%)

Diseases caused
Physically
Contagious
demanding work by working
diseases (7%)
posture (4%)
(8%)

5

Lumbago (4%)

Chemical-substa
nce induced
diseases
excluding cancer
(4%)

6

Others (4%)

Diseases caused
by pathogens
Others (1%)
(2%)

7

Oxygen
Organic solvents
deficiency
(3%)
(0.2%)

8

Metals and heavy
Others (0.1%)
metals (1%)

9

Specific
chemical
substances
(0.8%)

Others (12%)

U.K.
Hand-Arm
Vibration
Syndrome
(HAVS) (28%)
Occupational
dermatitis
(23%)

Tenosynovitis
(18%)

Respiratory
disorders and
pneumoconiosis- Spasm in the
related diseases hand and
forearm (9%)
caused by
hazardous
substances (7%)

Diseases caused
Diseases due to Occupational
by chemical
physical factors asthma
substances
(7%)
(4%)
(3%)
Diseases due to Carpal tunnel
addiction (1%) syndrome (5%)
Others (10%)

Source: Korea Occupational Safety and Health Agency, Occupational Injuries · Diseases
and Statistical Systems in Major Countries, 2001, p. 42.
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of the scope for occupational diseases in accordance with the growth
of the tertiary industry seems to be the reason. In the United Kingdom,
Hand-Arm Vibration Syndrome (HAVS) and dermatitis are the two
most common forms of occupational diseases. The observation so far
indicates that the type of occupational diseases common in a particular
country may vary depending on the course of industrial development
there and its stage.
Such musculo-skeletal diseases have not only spread across many
occupations in the advanced nations including the United States but
have already become the most common type of occupational diseases.
The latter situation is partly due to the fact that it has become relatively
easier to qualify for industrial compensation for such diseases as the
range of official occupational diseases is expanding gradually.
The scope of occupational injuries and diseases and work-related
diseases is changing along with the shift in industrial structures,
employment forms, and the characteristics of the work available in the
job market. In particular, nations can show big discrepancies in terms
of the occupational diseases that they acknowledge depending on how
active the industrial insurance is in including new diseases within its
scope. The incidence rate of musculo-skeletal diseases is on the rise in
Korea as well, but the government has yet to carry out a proper
fact-finding survey or develop any mid to long-term measures on this
matter. However, the workers are increasingly voicing their demands
for compensation in the musculo-skeletal diseases and ergonomic
working environments.
In light of this situation, the range of diseases officially
acknowledged, the characteristics of the industrial injuries and diseases,
and the safety measures merit further studies and analyses. But no
matter how well the guidelines are established as an industrial safety net,
the suffering workers would not be able to receive their due
compensations properly unless the practice of concealing industrial
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injuries and diseases is rooted out.

7. IACI Fund and Premium Rates
As was discussed in the previous section, the increase in the number
of victims requiring long-term treatment, the accumulation of the
severe disability cases, and the rise in the annuity form of payment are
all causing the insurance benefits to increase exponentially. This
growth is still in its initial stages at the moment, but this trend would
inevitably lead to a rapid and progressive growth in the annuity
payments as well as the overall insurance benefit payments.
Considering that the IACI is currently employing the pay-as-you-go
approach to finance its budget, the increase in insurance benefits is apt
to cause a rapid growth in premium rates. This would not only
substantially increase the burden on the businesses but also transfer the
insurance costs to the next generation. The small-scale businesses that
undergo frequent birth-and-death cycles are of particular concern since
the newly established enterprises of the next generation that have not
even caused any industrial accidents or diseases of their own are likely
Figure 19-9 Increase in the Number of IACI Beneficiaries Receiving Annuities
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Figure 19-10 Length of Medical Treatment Period for Industrial Accident
Victims
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Note: The number of workers under medical treatment and the length of treatment
were collected at a specific period of the respective years. Therefore, the
number of workers who received treatment either before or after the data
collection period is not included in the figures.
Figure 19-11 Insurance Premiums
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to have to foot the bill for their predecessors. In light of the situation,
the IACI needs to take on the funded structure in order to execute
properly the payments that are due in the future. In other words, the
funds needed for future compensation would have to be funded and
reserved at the time of the accident to prevent the premature depletion
of funds and also suppress a sudden hike in premium rates.

8. Conclusion: Summary and Future Challenges
All workers are exposed to the potential risk of industrial injuries or
diseases. Though the probability of the accidents may be low, they
must still be carefully guarded against, since any such occurrences, if
they do occur, can have devastating effects on the career and livelihood
of the worker. Since its establishment, the IACI has served as the
bedrock of risk management against industrial injuries and diseases.
However, there are still some issues that must be addressed for the
system to better meet its expectations.
First, the monitoring and control systems for preventive safety
measures and related investments need to be refined. Because of the
inadequacy of the systems, it is not clear whether or not the money
invested in the prevention of industrial injuries and diseases is actually
doing its job and achieving savings in insurance benefits. In other
words, the validity of the preventive investments cannot be readily
justified. Therefore, it is difficult to verify the efficacy and necessity of
such investments even though it is extremely important to prevent
industrial accidents and diseases.
The current data on industrial accident rates do not have much to
show for the achievement of the investments made thus far. Thus,
intensive safety management should be emphasized for accident-prone
industries in order to secure the efficiency of preventive investments in
the future.
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Second, the scope of application of the IACI should be expanded to
encompass currently marginalized groups in order to strengthen its
role as a social safety net. However, it is not all that easy to bring all of
the irregular workers and those in special employment into the sphere
of the insurance. It is because, due to the nature of their work, it is hard
to prove a correlation between their work and the injuries or diseases
they experience. In order to be able to apply the IACI to these workers,
an institutional overhaul is needed to ensure that all works are based on
labor contracts. But it is highly unlikely that the necessary restructuring
of institutional frameworks and practices can be accomplished in a
short time. Therefore, it is worth considering a separate (similar)
compensation insurance plan for these groups of workers. By
differentiating and tailoring the compensation plan to each group, the
plan can be designed to be highly cost-effective.
Third, owing to the steady stream of effort put into raising the
amount of insurance benefits, the level of cash benefits paid by the
IACI of Korea is comparable to that of other nations with similar
economic stature. The total amount of benefit payments made by the
IACI is growing at an accelerated speed due to the increase in the
number of annuity recipients, accumulation of severe disability cases,
and the increase in the number of industrial fatalities and the number
of injured requiring long-term treatment.
The compensation system of Korea is focused more on protecting
the livelihood of the severely disabled workers with cash benefits than
on achieving productivity gains and higher employment rates through
medical care and vocational rehabilitation. This is not a system that can
expect a reduction in benefit expenses over the long term. When we
also consider the fact the current system pays the industrial accident
victims with lifelong annuities, the cost of operating the compensation
system is very likely to increase exponentially over time along with the
number of severe disability cases. Therefore, it is crucial to introduce a
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change in the concept of compensation that the Korean system
harbors at this time. In order to prevent the system from buckling
under the pressure of the ever-mounting annuity payments,
compensations should be provided in the form of medical care and
vocational rehabilitation programs that help the victims find
reemployment. By doing so, the system should be able to get a step
closer to achieving productive welfare.
Fourth, the current system seems to be within the acceptable range
though it is difficult to make a direct comparison of the insurance
systems across nations. However, the range of occupational diseases
acknowledged by the system should be reconsidered in light of the
industrial advances and the degree of segmentation carried out so far.
Including the musculo-skeletal diseases within the scope as demanded
by various interest groups is a matter worth considering.
Fifth, the method of financing the insurance system should be
changed from the current pay-as-you-go method to a funded method
in order to avoid a deterioration of the insurance funds or a sudden
hike in premium rates. Moreover, the concepts and guidelines for
responsibility reserve should be established so as to put enough money
aside to bear future liabilities. By carefully establishing the premium
rates for the insurance system to secure the funds needed in financing
the insurance activities, a sudden hike in the rates or benefit level
adjustments can be prevented.
Though the topic was not discussed in this chapter, the adjustment
of the National Pension Plan and its benefits is also an issue that merits
future studies. Analyzing and developing countermeasures against the
increase in the number of workers under long-term treatment is
another. The IACI is currently paying lifetime annuities to the victims
of industrial accidents and diseases. It the strict sense, however, it is
only proper that the responsibility be passed on to the National
Pension Plan for workers who are 65 years or older as they are beyond
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what is considered the average retirement age. Therefore, the aged
beneficiaries of the IACI should be handed over to the National
Pension Plan since the purpose of the IACI does not require the
payment of the old-age pension. In sum, the system must be
redesigned so that new subscribers can be provided with a new and
more appropriate compensation plan.
Moreover, the injured or sick workeprs may be tempted to extend
their recuperation period beyond what is necessary since the IACI only
pays the wage replacement benefits to those who are under treatment.
Since such behavior can result in the unnecessary expenditure of not
just the insurance benefits but also the treatment expenses, an
institutional improvement is required so as not to waste the insurance
funds.

Chapter 20

INDUSTRIAL SAFETY

Yoon, Jo-Duk*

1

1. Introduction
The origin and history of industrial safety and health measures in
Korea are yet to be researched or studied. However, there is a record
from the Shilla Dynasty that proves the existence of institutional
devices that were meant to prevent faulty construction of castle walls.
Such a record was found in the inscription on Monument No. 1 of the
Namsan Shin Castle Monuments in Kyungju. The inscription reads
“申 亥年 二 月 二十 六 日 南 山 新 城 作 節 如 法 以 作 後三 年 崩 破 者 爲 聞 敎
令 誓 事之 ” meaning that, in accordance with the law, those who built
the Namsan Shin Castle on February 26, 591 shall be punished by law
should the castle fail to last for at least three years after completion.
* Senior Research Fellow, Korea Labor Institute/ Dr.-Ing. in Safety Engineering,
Universität Wuppertal, Germany/ Main field of study and research: industrial safety and
health, industrial accident compensation insurance/ Main research papers and
publications: An Analysis on the Validity of Industrial Accident Prevention Contribution of the
Industrial Accident Compensation Insurance Fund (2002) (Co-author); Industrial Accident
Compensation Insurance Premium Rates by Industry in 2003 and Germany’s Method of Calculating the
Rates and the Insights (2000) (Co-author), etc.
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Monument No. 1 from the Namsan Shin Castle Monuments is
currently on exhibition in Hall 1 of the National Kyungju Museum.
The contents of the inscription demonstrate a firm resolution of the
authorities to hold the engineers and officers in charge accountable for
their work and punish them should the castle fail to hold up a
minimum of three years due to faulty construction. The inscription
includes the titles of the engineers (e.g. 匠尺 , 文 尺 , 門 拓 上 , 小 石拓 上 ),
their place of residence (e.g. 阿良 村 ), and even their names (e.g. 末丁 次 ,
沒 奈 生 ). There are several such inscriptions that have been discovered
thus far. This shows that the names of the personnel participating in
constructions were disclosed in order to prevent irresponsible work
since as far back as the unified Shilla Dynasty, which in turn implies
that the history of industrial safety and health of our nation goes back
at least until then. It would be meaningful if a study could be carried
out on such a history in conjunction with one on the evolution of
technology in Korea.12
Industrial safety and health became an official agenda of the Korean
government with the establishment of the Industrial Safety and Health
Act in December 1981 and the Enforcement Decree and the
Enforcement Regulation of the Act in 1983. Prior to this period, the
focus of the government was on post-accident compensation for the
injured workers in accordance with the Industrial Accident
Compensation Insurance Act. However, the establishment of the
Industrial Safety and Health Act opened a new chapter in Korea’s
industrial history by jumpstarting the development and
implementation of preventive policies against industrial accidents. In
the first few years after its launch, the new law suffered a very low
1

The material ‘Commentary on Faulty Construction and its Prevention Inscribed on
the No. 1 Monument of the Namsan Sin Castle Monuments in Kyungju’ was
provided by the courtesy of Professor Rho, Tae-Cheon from College of
Engineering, Chungnam National University.
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awareness among both labor and management as there was a lack of
the basic social framework needed to implement the preventive
measures for industrial accidents.
In addition to its other results, the democratization movement of
the late 1980s also made workers more aware that they should have a
better quality of life. Consequently, the social awareness of and interest
about the safety and health of workplaces increased. In response to the
mounting demand for better working conditions and quality of life, the
government established the Korea Occupational Safety and Health
Agency in 1987 and also installed the Bureau of Industrial Safety under
the Ministry of Labor in January 1989. In January 1990, the Industrial
Safety and Health Act was overhauled, and the ‘Holistic Plan for
Occupational Disease Prevention’ and the ‘1st Six Year Plan for
Industrial Accident Prevention’ were established in 1991. In the
following year, the Industrial Health Research Center and the
Industrial Safety Research Center were established in the Korea
Occupational Safety and Health Agency. All in all, the basic framework
was completed to develop and execute industrial safety and health
policies in the 1990s.
As the globalization era of the 1990s began, industrial safety and
health became an issue not just of the workers and businesses but also
a factor related to import and export, the fundamental safety of
products, and the development of industrial safety and health
regulations in preparation for the market opening stipulated by the BR
(Blue Round) and the UR (Uruguay Round). However, the
deregulation of safety and health-related restrictions progressed
steadily after the early 1990s with the revision of the ‘Act on Special
Measures for the Deregulation of Corporate Business Activities’,23and
2

The Act on Special Measures for the Deregulation of Corporate Business Activities,
established on August 23, 1993, was revised continuously from 1994 onwards (refer
to the Book of Statutes from the Ministry of Labor).
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corporate investment in workplace safety and health. These coincided
with the outbreak of the Asian financial crisis in 1997. Administrative
downsizing followed in February 1998, with the industrial safety and
health offices being merged across the nation. The risk of industrial
accidents increased amidst changes such as lean management,
reduction of safety and health organizations, and increased labor
market flexibility. In response to the situation, the government
implemented policies aimed at minimizing economic losses by slashing
industrial accidents, promoting corporate initiatives for industrial
accident prevention, and encouraging higher awareness for industrial
accident prevention.
The industrial accident prevention policy of the government has
evolved through several phases. In the 1960s, the Labor Standards Act
fell short of establishing even the most basic standards, and
conventional accidents and disasters were common occurrences in the
underdeveloped economy. During this period, administrative control
was limited to labor supervision with an emphasis on post-accident
compensation. The 1970s saw a rapid increase in industrial accidents
and diseases as industrialization progressed and the heavy · chemical
industries grew. Efforts were made to ensure that the Labor Standards
Act stipulated minimum standards, and policies for prevention of
industrial accidents gained the attention of the stakeholders. The
government also made efforts such as designating a special promotion
period for industrial safety and health (1979). In the 1980s, severe
accidents and occupational diseases increased along with the scale of
the industrial facilities. During this period, the backbone of the
industrial accident prevention policies was formed, and the
development and implementation systems were installed for the
relevant policies. However, the specific means of verifying the efficacy
of the policies were yet to be developed.
In most of the 1990s, the development of industrial accident
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prevention techniques lagged far behind the brilliant advances of
industrial technologies. This was when the limitations of the previous
preventive policies were sorely recognized. This recognition nudged
the government into action. The laws and regulations were overhauled
to fill the gaps and to better address the changes in the workers’ needs
and the working environments. Mid to long-term plans for industrial
accident prevention were developed and put into effect. As the nation’s
distrust and uncertainties for safety peaked in the late 1990s due to a
series of mammoth accidents such as the collapse of the Sampoong
Department Store, the government also hastened its pace to streamline
safety measures. In 1996, the Three Year Plan for Advancement in
Industrial Safety (1997~99) was launched with the goal of achieving
‘safe and comfortable working environments’, ‘rewarding workplaces
in which the workers’ rights to safety and health are guaranteed’, and
‘safety-oriented values based on respect for human lives.’
Table 20-1 Evolution of the Industrial Accident Prevention Policies of the
Government

1960s

Legal·Institutional·Organizational Changes

 Economic growth driven by low wages and low  Working Health · Safety Management
Regulations (1961, 1962)
prices supported by the import replacement
 Establishment of the Safety and Health
strategy led by the light industries
Division under the Labor Administration
 Labor Standards Act failed to guarantee even
(1966)
the minimum standards
 Industrial Accident Compensation
 Conventional types of industrial accidents
Insurance Act established (1963)
continued to occur due to the industrial
underdevelopment
 Focused on labor supervision and
post-accident compensation
 Worker compensation system established

1970s

Major Contents

 Sharp increase in industrial accidents due to
rapid industrialization and transition towards
heavy chemical industries
 Securing the minimum standards with the
Labor Standards Act and industrial accident
prevention policies gained wide interest
 Designated a special promotion period for
industrial safety and health (1979)

 National Labor Science Research Center
established (1977)
 Safety Managers stationed in the local offices
of the Ministry of Labor (1979)
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2000’s

Latter half of the 1990s

First half of the 1990s

1980s

Table 20-1 Continued
Major Contents
 Increase of large facilities led to a
corresponding increase in major accidents and
occupational diseases
 The policies and implementation system for
industrial accident prevention was established
 The framework for industrial accident
prevention was set but the specific means of
securing the practical efficacy was lacking

Legal·Institutional·Organizational Changes
 Industrial Safety and Health Act (1981),
Pneumoconiosis Act (1984)
 Mid to Long-Term Plan for Industrial Safety
Prevention (1983~91)
 Installment of the Industrial Safety Division
in the local government offices (1987)
 Establishment of the Korea Occupational
Safety and Health Agency (1987)
 Establishment of the Bureau of Industrial
Safety under the Ministry of Labor (1989)
 The 1st Six Year Plan for Industrial Accident
 The method and technique for preventing
industrial accidents lagged behind the relatively Prevention (1991~96)
advanced state of industrial technology
 Holistic Plan for Occupational Disease
 The limitations of the industrial accident
Prevention (1991)
prevention policies of the past were
 Special Plan for Reduction of Industrial
acknowledged
Accident (1992)
 Changes in the working environment and the  Special Project for Industrial Accident
needs of the workers (needs for
Prevention (1995~97)
 Establishment of the Act on Special
survival→needs for living)
Measures for the Deregulation of Corporate
 Establishment and implementation of mid to
Business Activities (1993)
long-term policies
·Laws reorganized to streamline the institution
·Mid to long-term industrial accident
prevention plan established
 The citizens’ uncertainties about safety peaked  Safety Management Consultation
Committee chaired by the Prime Minister
as several large-scale accidents such as the
(1995)
collapse of the Sampoong Department Store
 The Three Year Plan for Advancement in
occurred consecutively.
 Ministry of Labor actively promoted the Safety Industrial Safety (1997~99)
 The 1st Five Year Plan for Industrial
Culture Campaign so that safety and
Accident Prevention (2000~ 2004)
health-conscious activities can be carried out
established
with the cooperation and participation of
 Operation of the Industrial Relations
workers
 Ministry of Labor designated 1996 as the ‘Year Reform Committee / Tripartite Committee
(1998~)
for Building the Foundation for Voluntary
Safety Management’ and stepped up the efforts
for preventive activities
 Common efforts by labor, management, and The 1st Five Year Plan for Industrial
the government to secure the safety and health Accident Prevention (2000~2004)
of the working population
 Scope of application of the Industrial Safety
 The social security net to be streamlined by
and Health Act expanded to business
improving the safety and health conditions of
establishments with less than five
the workers in small-scale workplaces
workers(2000.8.)
 Improvement plans for improved workplace  The Five Year Plan for Rehabilitation
safety and health to be linked with employment Program (2001~2005)
policies
 Clean 3D Project (2001~)

Source: Ministry of Labor, The 1st Six Year Plan for Industrial Accident Prevention, 1991; Bureau of
Industrial Safety under the Ministry of Labor, Plans for the Special Project on Industrial Accident
Prevention, 1994; Ministry of Labor, Three Year Plan for Advancement in Industrial Safety, 1996. 8;
Ministry of Labor, The 1st Five Year Plan for Industrial Accident Prevention, 2000; Ministry of Labor,
CLEAN 3D Project, 2001; Yoon, Jo-Duk, Industrial Safety and Trade Unions, Korea Labor
Institute, 2000, p. 7
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In 1999, the 1st Five Year Plan for Industrial Accident Prevention
(2000~2004) was established with the understanding that ensuring the
safety and health of the working population is a national challenge that
needs to be addressed by the mutual cooperation of labor,
management, and the government. In the new millennium, the scope
of the Industrial Safety and Health Act was expanded to include
business establishments with less than five employees (July 2000) in an
attempt to bring in the employees of small-scale enterprises under the
protection of the social safety net. Policies for resolving the manpower
shortage of the small and medium enterprises were also developed.
The evolution of the government’s industrial accident prevention
policies discussed so far is summarized in Table 20-1.

2. Trend in Industrial Accidents
2.1 Industrial Accident Rates
Over the last 11 years (1991~2001), the total number of workers
injured or afflicted with occupational diseases was 885, 521 (see Table
20-2). Of the total, 3.1% died (27,462) and 33.7% (298,807) were left
with permanent or partial physical disabilities. Workers who ended up
with physical disability grades 1~3 (100% incapacity for work) and
required the help of a third person for everyday living totaled 7,266
(0.82%). The number of workers with disability grades 4~7 (more than
50% incapacity for work) was 32,261 (3.64%). These workers are
unable to return to their original positions or workplaces because of
their disabilities and are in need of outplacement training. Supporting
these severely-disabled workers and the dependents of the workers
who died not only requires the payment of IACI insurance benefits
including the survivors’ benefits and disability annuity but also the
additional costs for outplacement training and other measures to help
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Table 20-2 Number of Physically Disabled Workers by Grade

(Unit: Persons, %)
No. of
Workers with
No. of
No. of
Industrial
Deaths
Workers Injuries or Industrial
(E)
Diseases Accident
Rate
(I)
1991

7,922,704

128,169

1.62

2,299

1992

7,058,704

107,435

1.52

2,429

1993

6,942,527

90,288

1.30

2,210

1994

7,273,132

85,948

1.18

2,678

1995

7,893,727

78,043

0.99

2,662

1996

8,156,894

71,548

0.88

2,670

1997

8,236,641

66,770

0.81

2,742

1998

7,582,479

51,514

0.68

2,212

1999

7,441,160

55,405

0.74

2,291

2000

9,485,557

68,976

0.73

2,528

2001 10,581,186

81,434

0.77

2,748

885,521

1.00

27,469
(3.1)

Total

No. of Disability Cases (D)

No. of
Workers with Severe
Industrial
Severe
Total Grades Grades Grades
(D/I)
1~3
4~7
8~14 Disabilities Accident
Rate
(F=D+E)
(A)
(B)
(C)
(F/I)
29,854
638
3,087 26,129
32,153
25.1
(23.3)
33,569
756
3,506 29,307
35,998
33.5
(31.9)
29,932
825
3,332 25,775
32,142
35.6
(33.2)
29,907
1,024
3,624 25,259
32,585
37.9
(34.8)
29,803
1,423
3,853 24,527
32,465
41.6
(38.2)
27,394
511
2,411 24,472
30,064
42.0
(38.3)
28,854
499
2,751 25,604
31,596
47.3
(43.2)
24,759
389
2,594 21,776
26,971
52.4
(48.1)
19,591
357
2,109 17,125
21,882
39.0
(35.4)
19,784
346
2,087 17,351
22,312
32.3
(28.7)
25,360
498
2,907 21,955
28,108
34.5
(31.1)
298,807
7,266 32,261 259,280
326,276
36.8
(33.7)

Source: Ministry of Labor, Analysis of Industrial Accidents, each annual issue.

them return to society.
2.2 Comparison of Losses Incurred by Industrial Accidents
The suspension of production in business establishments due to
labor strikes has always been considered a national issue, and it was a
common practice of the past several decades for the government to
jump to action and devise prompt and multidimensional
countermeasures whenever such situations occurred. However, the sad
reality is that industrial accidents or diseases have hardly ever received
much attention from the society and the government unless it was a
catastrophe of mammoth scale. In the year 2000, the number of
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*workdays lost due to industrial accidents (44,090 thousand days) was
23 times that of labor disputes (1,894 thousand days), and the
economic loss was also far more devastating (see Table 20-3).
An international comparison of lost workdays for every 1,000
employees due to industrial accidents shows that Korea posted 3,374
days in 1996 which is four times that of Taiwan (850 days), 46 times
that of Singapore (72 days), and 2.6 times that of France (1,285 days)
(see Table 20-4). The massive economic loss and the high number of
lost workdays are factors that undermine the corporate and national
competitiveness of Korea.
Table 20-3 Comparison of Loss Incurred by Industrial Accidents and Labor
Disputes

(Unit: 100 million KRW, thousand days)
Economic Loss due to Industrial
Accidents

Economic Loss due to Labor
Disputes
Export
Lost
Production Losses
Lost
IACI
Total
Indirect Workdays2) Losses
(Million Workdays
Compen
Loss 1)
USD)
Sations
1990 26,968
5,394
21,574
43,588
14,387
314
4,487
1991 35,078
7,015
28,061
46,245
12,317
238
3,271
1992 46,578
9,316
37,263
50,574
19,586
260
1,528
1993 43,627
8,725
34,901
46,835
20,872
564
1,308
1994 49,928
9,986
39,943
52,676
15,026
550
1,434
1995 56,679 11,336
45,343
55,332
10,757
200
393
1996 67,767 13,553
54,213
44,082
17,983
386
893
1997 77,802 15,560
62,242
46,634
29,929
498
445
1998 72,553 14,511
58,043
41,511
16,363
825
1,452
1999 63,711 12,742
50,969
39,398
18,908
771
1,366
2000 72,813 14,562
58,251
44,090
16,357
636
1,894
Sources: Ministry of Labor, Analysis of Industrial Accidents, each annual issue.
Korea Labor Institute (2002), KLI Labor Statistics 2002.
Notes: 1) Indirect loss is calculated as four times the direct loss (IACI benefit
payments) following the Heinrich Method.
2) Lost Workdays: lost workdays of the disabled by disability grade + lost
workdays due to death + lost workdays due to medical treatment for the
injured and the sick
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Table 20-4 Lost Workdays due to Industrial Accidents (for every 1,000
employees)

(Unit: days)
United
States
1980
4,023.5
743.1
1,552.4
508.7
1,536.1
474.7
1981
4,035.5
882.5
1,322.6
1,518.5
440.1
1982
3,870.9
773.5
1,556.7
601.0
1,538.9
409.9
1983
4,139.4
658.1
1,203.7
99.4
1,436.4
421.4
1984
4,047.7
773.9
2,456.4
92.1
1,376.3
466.2
1985
4,514.3
677.4
1,484.7
65.3
1,246.0
478.1
1986
4,526.3
526.1
1,749.5
70.4
1,248.8
482.2
1987
4,570.8
486.2
1,326.6
81.7
1,239.5
513.0
1988
4,013.1
470.3
1,008.9
86.5
1,316.4
561.9
1989
3,610.5
459.0
988.9
79.1
1,416.5
581.0
1990
3,980.6
978.6
79.8
1,385.9
623.1
1991
4,055.0
1,027.9
93.5
1,482.0
632.6
1992
4,353.0
972.5
74.0
1,467.2
680.2
1993
3,971.2
904.8
75.6
1,352.5
1994
4,273.8
1,101.6
67.2
1,334.6
1995
3,214.3
843.1
58.7
1,325.0
1996
3,374.1
850.1
72.5
1,285.7
1997
3,526,0
948.1
91.2
1998
3,405.2
755.5
67.1
Source: Korea Labor Institute (2002), KLI Labor Statistics in Selected Countines 2000, p. 98.
Raw data: ILO, Yearbook of Labor Statistics, each annual issue
Ministry of Labor, Analysis of Industrial Accidents, each annual issue
Japan, 勞動災害動向調査報告 [Trend Report on Industrial Accidents], each
annual issue
Taiwan, Yearbook of Labor Statistics, each annual issue
Korea

Japan

Taiwan

Singapore

France

3. Management, Operation, and Revenue Source of
the Industrial Accident Prevention Fund
3.1 Management and Operation of the Fund
Korea’s Ministry of Labor is the central control tower responsible
for the development and management of various policies and projects
on industrial accident prevention, compensation, and rehabilitation.
The actual execution of the policies is delegated to the Korea
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Occupational Safety and Health Agency and the Korea Labor Welfare
Corporation.
The Occupational Safety and Health Agency focuses on the research
and development on industrial health and safety techniques necessary
for preventing industrial accidents. The agency also provides
consultations and guidance on industrial safety and carries out PR
activities to promote a safety-oriented working culture. Meanwhile the
main responsibilities of the Labor Welfare Corporation include the
provision of medical treatments, compensation, and rehabilitation
services for workers injured or disabled by industrial accidents. These
services are aimed at helping them return to society and work.
3.2 Development Process for the Operation Plan of the
Industrial Accident Prevention Fund
Table 20-5 shows the process that is followed when developing the
plan for the operation of the Industrial Accident Prevention Fund. As
can be seen in this table, the Bureau of Industrial Safety of the Ministry
of Labor and the Korea Occupational Safety and Health Agency jointly
develop the proposal and the budget plan for the industrial accident
prevention projects which are deliberated first by the Labor Insurance
Office and then approved by the Minister of Labor. Once the proposal
is approved, the Labor Minister consults with the Ministry of Planning
and Budget. The proposal is voted on by the Cabinet Council members
and finally submitted to the National Assembly for deliberation and
voting. Once the proposal is passed by the National Assembly, it
obtains the Labor Minister’s approval for the project plan and budget.
The board of directors at the Korea Occupational Safety and Health
Agency then finalizes the detailed project plan and the budget, after
which the plan is put into action.
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Table 20-5 Fund and Budgeting Process for the Industrial Accident Prevention
Program and Industrial Accident Compensation Insurance

Industrial Accident Prevention
Program
Name of the Fund Industrial Accident
Compensation Insurance and
Prevention Fund
Related Laws
Industrial Accident
Compensation Insurance Act
(Article 81)
Industrial Safety and Health
Act (Article 65 and 66)
Person in Charge Minister of Labor
Development of
Industrial Safety Bureau
Project Plans
(Safety Policy Division) of the
(Proposal) and
Ministry of Labor, Korea
Budget Plans
Occupational Safety and
(Proposal)
Health Agency → Labor
Insurance Office (Labor
Insurance Policy Division) →
Labor Minister
Deliberation and
Voting for the
Fund Operation
Plan (Proposal)
Deliberation and
Voting of the Fund
Operation Plan
(Government
Proposal)
Approval of the
Project and Budget
Proposals
Confirmation of
the Project and
Budget Plans

Industrial Accident
Compensation Insurance
Industrial Accident
Compensation Insurance and
Prevention Fund
Industrial Accident
Compensation Insurance Act

Minister of Labor
Labor Insurance Office
(Industrial Accident
Compensation Insurance
Division) of the Ministry of
Labor, Korea Labor Welfare
Corporation → Labor
Insurance Office (Labor
Insurance Policy Division) →
Labor Minister

Ministry of Labor → Ministry of Planning and Budget →
Cabinet Council
National Assembly

Minister of Labor
Board of Directors of the
Korea Occupational Safety
and Health Agency

Board of Directors of the
Korea Labor Welfare
Corporation

3.3 The Establishment and Formation of the Industrial
Accident Prevention Fund
The Industrial Accident Prevention Fund is formed with the roceeds
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of the ‘Industrial Accident Compensation Insurance and Prevention
Fund’,3 the proceeds from the general account,44settlement of loans,
and other revenue sources. The fund is mostly used to finance the
activities of the Korea Occupational Safety and Health Agency and for
programs such as the Loan for Industrial Accident Prevention
Facilities.
The government’s revenue and expenditure in relation to the
industrial accident prevention projects are as shown in Table 20-6. The
source of revenue includes the contribution from the Industrial
Accident Compensation Insurance Fund and the general account, loan
settlements, and other revenues. Of the income, the contribution from
the IACI Fund increased by over three-fold in the 12 years between
1991 and 2002, from 34.6 billion won to 114.5 billion won, and now
accounts for 52.6% (1 trillion 235.6 billion won) of the total fund (2
trillion 351.1 billion won).
The contribution from the general account was 8 billion won in
1997 but decreased to 6.9 billion won by 2002. Over the last six years
(1997~2002), the contribution totaled 42.1 billion won, accounting for
2.6% of the total fund accumulated during the six year period (1 trillion
616.5 billion won). Loan settlements and other revenues which posted
459 million won in 1991 grew to 167.5 billion won in 2002, and
accounted for 45.7% of the total fund of 1 trillion 73.3 billion won over
the last 12 years.
Overall, the total fund has managed to grow steadily despite the fact
3

Of the total planned expenditure of the fund, 5% or more is appropriated for the
purpose stipulated by Article 61-3 of the Industrial Safety and Health Act and used
as contribution to the Agency according to the Korea Occupational Safety and
Health Agency Act (Article 81, Industrial Accident Compensation Insurance Act).
44In order to support the industrial accident prevention projects, up to 3% of the total
budget for the Industrial Accident Compensation Insurance and Prevention Fund
shall be appropriated from the general account (Article 80, Industrial Accident
Compensation Insurance Act).
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that the share of the IACI Fund contribution has dropped to the 30%
level since the launch of the Special Project on Industrial Accident
Prevention (1995~97). This is because the proportion of the loan
settlement and other revenues, which accounted for a mere 10~20%
up until 1996, ballooned up to over 60% due to the increase in loan
settlements starting 1998 (155.2 billion won).
In terms of expenditure, the contribution to the Korea Occupational
Safety and Health Agency has increased steadily from 17.2 billion won
in 1991 to 143.5 billion won in 2002. The reason for the increase
between 1995 and 1997 was the temporarily implemented Special
Project on Industrial Accident Prevention that transferred the budget
for the Loan for Industrial Accident Prevention Facilities (361.1 billion
won) from the Ministry of Labor to the Agency. In terms of total
expenditure, the contribution for the Korea Occupational Safety and
Health Agency accounts for 30~40% of the total operating budget.
The proportion was as high as 90% between 1995 and 1997 when the
Special Project on Industrial Accident Prevention was implemented.
The contribution for the Korea Occupational Safety and Health
Agency relative to the total appropriation of the last 12 years
(1991~2002) was 52.5%.55
The Loan for Industrial Accident Prevention Facilities increased
steadily from 4.7 billion won in 1991 to 182.1 billion won in 1998.
However, it suffered an abrupt drop to 92.1 billion in 1999 before
returning to the upward path and reaching 124.2 billion won in 2002.
The reason the loan budget was more than halved in 1999 was the fact
5

The net contribution for the agency during 1991~2002, excluding the budget for
the Loan for Industrial Accident Prevention Facilities (361.1 billion won) spent
during the three years of the Special Project on Industrial Accident Prevention
(1995~97), is 879.5 billion won. This amount accounts for 37.4% of the total
expenditure of 2 trillion 351.1 billion won. Therefore, the 52.77% shown in <Table
20-6>, which represents the proportion of the Korea Occupational Safety and
Health Agency contribution in relation to the total operating budget over the last 13
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that the business sector lost its appetite for investment after suffering
the economic downfall brought on by the Asian financial crisis. The
drop in investment pulled down the lending rate66and consequentially
lowered the budget of the following year. The Loan for Industrial
Accident Prevention Facilities accounted for 25~45% of the annual
expenditure and represented 31.6% of the total budget spent over the
last 12 years (1991~2000).
As for the budget for industrial accident prevention projects, 2~3
billion won is spent annually to pay the wages of the Safety and Health
Labor Supervisors of the Industrial Safety Division of the local offices
of the Ministry of Labor.
3.4 IACI Contribution to the Industrial Accident Prevention
Fund
3.4.1 The legal grounds for IACI’s investment in industrial
accident prevention

The law that provided the legal grounds to use the IACI Fund to
finance the industrial accident prevention projects was the Act on
Special Accounts for the Industrial Accident Compensation Insurance
established on December 6, 1963 (Act No. 1624). The first revision of
the same act on December 28, 1979 (Act No. 3813) stipulated that a
reserve in excess of 5/100 should be put aside so that the government
may respond promptly to large-scale disasters. This stipulation opened
the door for the IACI Fund to be used for industrial accident
prevention. The second revision of the act on December 17, 1981 (Act
No. 3468) converted the reserve scheme to a funded scheme and

6

years (1991~2002), seems a bit high when the nature of the project is considered.
According to the data from the Korea Occupational Safety and Health Agency, the
actual amount of loan granted (88,609 million won) out of the total budget for Loan
for Industrial Accident Prevention Facilities (182,144 million won) of 1998 was 48.6%.

Table 20-6 Revenue and Expenditure of the Industrial Accident Prevention Fund by Year: 1991~2002
(Unit: Million KRW, %)

Expenditure

Revenue

1991

1992

Contribution of the Industrial Accident
34,651( 98.7)
Compensation Insurance Fund
Contribution from the General
Account
Loan Settlements and Other Income
459( 1.3)
Total Operating Budget(Total)
35,110(100.0)
Contribution to the Korea Occupational
17,296( 49.3)
Safety and Health Agency 1)
Loan for Industrial Accident
4,799( 13.9)
Prevention Facilities
Industrial Accident Prevention Expenses of
the Ministry of Labor2)
3)
Fund Management Cost
Reserve Fund4)
13,015( 37.1)

49,375( 76.8)

Revenue
Expenditure

1994

75,461( 77.6)

-

1995

74,215( 65.4)

-

14,945( 23.2)
64,320(100.0)

167,453( 81.4)

-

21,826( 22.4)
39,284( 34.6)
97,287 (100.0) 113,499 (100.0)

1996

1997

172,737( 79.0)

186,385( 85.0)

-

-

8,048( 3.7)

38,331( 18.6)
205,784 (100.0)
171,985( 83.6)
[103,666]

45,857( 21.0)
218,594(100.0)
209,906( 96.0)
[127,437]

24,743( 11.3)
219,176(100.0)
207,289( 94.6)
[130,091]

-

-

-

29,234( 45.5)

30,401( 31.2)

47,387( 41.8)

18,384( 28.6)

26,850( 27.6)

41,200( 36.3)

3,024( 3.1)

3,981( 3.5)

1,812( 0.9)

2,558( 1.2)

2,627( 1.2)

56( 0.1)
36,956( 38.0)

43( 0.0)
20,888( 18.4)

46( 0.0)
31,941( 15.5)

60( 0.0)
6,070( 2.8)

67( 0.0)
9,193( 4.2)

16,702( 26.0)
1998

Contribution of the Industrial Accident
Compensation Insurance Fund
Contribution from the General Account
Loan Settlements and Other Income
Total Operating Budget(Total)
Contribution to the Korea Occupational Safety
and Health Agency
Loan for Industrial Accident Prevention
Facilities
Industrial Accident Prevention Expenses of the
Ministry of Labor
Fund Management Cost
Reserve Fund

1993

1999

2000

2001

2002

Total

103,881( 37.5)

114,578( 39.6)

1,235,665( 52.56)

95,175( 36.9)

80,037( 27.3)

81,717( 29.2)

7,548( 2.9)
155,266( 60.2)
257,989 (100.0)

6,548( 2.2)
206,827( 70.5)
293,412(100.0)

6,548( 2.3)
191,366( 68.4)
279,631(100.0)

6,548( 2.4)
6,926( 2.4)
166,896( 60.2) 167,514( 58.0)
277,325(100.0) 289,018(100.0)

68,838( 26.7)

92,115( 31.4)

101,572( 36.3)

121,202( 43.7)

143,554( 49.7)

182,144( 70.6)

96,000( 32.7)

116,511( 41.7)

132,057( 47.6)

124,265( 43.0)

1,903( 0.7)

1,876( 0.6)

2,094( 0.7)

5,310( 1.9)

2,717( 0.9)

27,902( 1.19)

104( 0.0)
5,000( 1.9)

95( 0.0)
103,326( 35.2)

93( 0.0)
59,361( 21.2)

106( 0.0)
18,650 ( 6.7)

108( 0.0)
18,374 ( 6.4)

778( 0.03)
339,476( 14.44)

42,166( 1.79)5)
1,073,314( 45.65)
2,351,145(100.0)
1,240,779( 52.77)
[361,194]
742,210( 31.57)6)

Source: Korea Occupational Safety and Health Agency, internal data (2002.10)
Notes: 1) Of the Contribution for the Korea Occupational Safety and Health Agency, the amount in the [ ] from 1995 to 1997 accounts for the funds transferred from
the Ministry of Labor to the Agency in accordance with the Special Project for Industrial Accident Prevention.
2) Industrial Accident Prevention Expenses refer to the labor cost of the Industrial Safety Division personnel employed by the 46 regional offices of the
Ministry of Labor.
3) The budget for Fund Management Expenses is divided into the Industrial Accident Prevention Program and the IT Prevention Management Program, and
is inclusive of the labor costs and other expenses of the respective programs.71
4) The Reserve Fund was discontinued in 2003.
5) Government contribution from the general account during 1997~2002 accounted for 2.61% of the total income of the Industrial Accident Prevention Fund.
6) Accounted for 43.5% of the total Industrial Accident Prevention Fund over the period of 1991~94 and 1998~2002, which excludes the term of 1995~97
during which the Loan Program for Industrial Accident Prevention Facilities was operated as part of the Special Project on Industrial Accident Prevention.

7

Industrial accident prevention management aims for the improvement of the laws and institutions governing industrial accident prevention
activities as well as the promotion of prevention activities including supervision and monitoring of industrial accident and health measures
implemented in workplaces. Labor Cost refers to the labor expenses for irregular employees such as the expert advisors in the Industrial Safety
and Health Policy Deliberation Committee (3 persons), monitoring agents charged with fund management and industrial accident reduction target
management, and health examination data collecting agents. Other Expenses are the operating expenses for the industrial accident prevention
activities carried out by the headquarters and the 46 local labor offices. IT Prevention Management is intended to increase the efficiency of the
projects by computerizing the industrial accident statistics, occupational diseases, workplace status and other relevant data. Labor Cost refers to
the labor expenses paid to the daily workers employed by the headquarter and the 46 local labor offices in order to input the necessary data on
workplaces included in the industrial accident prevention projects, workers showing signs of occupational diseases, and workplace status into the
computer system. IT Expenses refer to the expenses of acquiring and setting up statistical IT systems in the headquarters and the 46 local labor
offices, traveling expenses, and purchasing IT equipments to replace older systems. The Ministry of Labor is responsible for the cost of operating
and using the LAN system as it was transferred from the Korea Occupational Safety and Health Agency to the Ministry.
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created a system for long-term benefit payments. It also established the
basis for investment in industrial accident prevention. This revision
effectively started the engine for active prevention programs.
On November 28, 1987, the Korea Occupational Safety and Health
Agency Act (Act No. 3940) was established with the goal of improving
the efficiency of the prevention programs. This act officially stipulated
the inclusion of the IACI special account contribution as one of the
revenue sources for the agency (Ministry of Labor, Annual Report on the
Industrial Accident Compensation Insurance System, 1990, pp. 241~242).
The government (Ministry of Labor) established the Bureau of
Industrial Safety under the Ministry of Labor in 1989 to systematize the
industrial accident prevention policies and projects. On January 13,
1990, the Industrial Safety and Health Act was amended (Act No.
4220). Paragraph 1, Article 53 (Establishment of Fund) states that the
government shall establish the Industrial Accident Prevention Fund in
order to implement the industrial accident prevention projects
efficiently. Paragraph 2 goes on to specify the revenue sources of the
Fund: i) more than 5/100 of the total appropriation falling under the
Act on Special Accounts for the Industrial Accident Compensation
Insurance; ii) contribution and donations of the government or
persons other than the government; iii) loans and borrowed funds;
iv) profits derived from the operation of the Fund; and v) other

revenues as prescribed by the Presidential Decree. i) was amended by
the December 22, 1994 revision to ‘more than 5/100 of the total
appropriation falling under subparagraphs of Article 81 of the
Industrial Accident Compensation Insurance Act.’
In order to reorganize the various funds financed with either
government or private contributions, the National Assembly hosted
expert panel conferences with the related government agencies in 2000
and finalized the improvement plan aimed at streamlining the system
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and the funds. This plan was incorporated into the revision of the
Framework Act on Fund Management and submitted to the National
Assembly on December 30, 2000. The bill passed the Assembly in 2001
and was announced by the government on December 31, 2001 (Act
No. 6590).
The revised Framework Act on Fund Management has newly
included Article 12-2 (Merging and Discontinuance of Fund). The
No.3 under this Article stipulates that similar or redundant funds and
special accounts established under Article 9 of the Budget and
Accounting Act can be discontinued or merged with other similar
funds.
Paragraph 8, Article 5 of the Addenda (Transitional Measures
concerning the Revision of Other Laws) states “The assets, credits,
liabilities and all other rights and obligations of the Industrial Accident
Prevention Fund stipulated by the former Article 53 (Establishment of
Fund) of the Industrial Safety and Health Act at the time this Act is put
into effect shall be succeeded by the Industrial Accident Compensation
Insurance and Prevention Fund stipulated in Paragraph 1, Article 80 of
the Industrial Accident Compensation Insurance Act (Establishment
and Formation of Fund).” The Industrial Accident Prevention Fund
stipulated by Article 53 (Establishment of Fund) of the Industry Safety
and Health Act was integrated with the Industrial Accident
Compensation Insurance Fund stipulated by Article 80 (Establishment
and Formation of Fund) of the Industrial Accident Compensation
Insurance Act to form the ‘Industrial Accident Compensation and
Prevention Fund.’ Paragraph 9, Article 5 of the Addenda states that the
Fund Operation Plan for the Industrial Accident Prevention Fund
stipulated by Paragraph 1, Article 53 of the Industrial Safety and Health
Act shall be considered the Fund Operation Plan for the Industrial
Accident Compensation and Prevention Fund of Paragraph 1, Article
80 of the Industrial Accident Compensation Insurance Act. Paragraph

680

Labor in Korea, 1987~2002

10, Article 5 of the Addenda states that the Industrial Accident
Compensation Insurance Fund of Paragraph 1, Article 80 of the
Industrial Accident Compensation Insurance Act shall be considered
as the Industrial Accident Compensation and Prevention Fund
stipulated in Paragraph 1, Article 80 of the revised Act. Through this
provision, the Fund Operation Plan for the Industrial Accident
Compensation Insurance Fund was integrated into the Fund
Operation Plan for the Industrial Accident Compensation and
Prevention Fund.
In accordance with the revised Framework Act on Fund
Management, the project plans and budget and financing plans for the
Industrial Accident Prevention Projects and the Industrial Accident
Compensation Projects could be developed separately by responsible
agencies but must be merged and submitted as the Operation Plan for
the Industrial Accident Compensation and Prevention Fund to the
Labor Minister who will then submit it to the Minister of Planning and
Budget (Article 5, Framework Act on Fund Management).
As part of this overhaul of the legal framework for industrial
accident prevention, Chapter 7 of the Industrial Safety and Health Act
(Industrial Accident Prevention Fund: Articles 53~60) was deleted and
Article 61-3 newly inserted (Financial Resources for Accident and
Disease Prevention). The new Article states that the financial resources
for the following purposes shall be the Industrial Accident
Compensation Insurance and Prevention Fund as stipulated in
Paragraph 1, Article 80 (Establishment and Formation of Fund) of the
Industrial Accident Compensation Insurance Act: 1: Expenses
necessary for facilities related to accident and disease prevention and
the operation; 2. Expenses necessary for accident and disease
prevention projects, work entrusted to nonprofit corporations and the
operation and management of the Fund; and 3. Business expenses for
other projects necessary for accident and disease prevention which are
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approved by the Minister of Labor.
Moreover, No. 4 of Paragraph 1, Article 81 (Use of Fund) of the
Industrial Accident Compensation Insurance Act which states
‘Contribution to the Industrial Accident Prevention Fund as
prescribed by the Industrial Safety and Health Act’ was revised to
‘Purposes prescribed by Article 61-3 of the Industrial Safety and Health
Act.’ No. 6 was newly inserted to state ‘Contribution to the Korea
Occupational Safety and Health Agency under the Korea Occupational
Safety and Health Agency Act.’
In order to secure the minimum level of investment for industrial
accident prevention, more than 5/100 of the total appropriation falling
under the Industrial Accident Compensation Insurance and
Prevention Fund is required to be appropriated for the use prescribed
by No. 4, Paragraph 1, Article 81 of the Industrial Accident
Compensation Insurance Act.87
8

A) Article 81, Industrial Accident Compensation Insurance Act (Use of the
Industrial Accident Compensation Insurance and Prevention Fund)
(1) The Fund shall be used for any of the following purposes.
1. Payment of the insurance benefits and return of the refund;
2. Redemption of any loan and interest thereof;
3. Contribution to the Corporation;
4. Purposes prescribed by Article 61-3 of the Industrial Safety and Health Act;
<Amended by Act No. 6590, Dec. 31, 2001>
5. Promotion of the welfare of the workers suffering from the accidents;
6. Contribution to the Korea Occupational Safety and Health Agency under
the Korea Occupational Safety and Health Agency Act ; <Newly Inserted by
Act. 6590, Dec. 31, 2001>
7. Other insurance projects and the management and operation of other
insurance projects the Fund.
(2) The Minister of Labor shall appropriate 5/100 or more of the total Fund
expenditure budget for any purpose as prescribed in paragraph (1) 4 every
fiscal year. <Newly Inserted by Act No. 6590, Dec. 31, 2001>
B) Article 61, Industrial Safety and Health Act (Industrial Accident and Disease
Prevention Facilities)
The Minister of Labor may install and operate the following industrial accident
and disease prevention facilities:
1. Facilities for guidance, research, and education on industrial safety and
health;
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The evolution of the laws on revenue sources for the industrial
accident prevention project is summarized in Figure 20-1.
Figure 20-1 Revisions of Laws on Revenue Sources for the Industrial Accident
Prevention Project
Establishment of Act on Special Accounts for Industrial Accident Compensation
Insurance (1963.12. 6)
↓
1st Revision of the Act on Special Accounts for Industrial Accident Compensation
Insurance (1979. 12. 28)
·5/100 or more of the reserve shall be secured to cope promptly with large-scale accidents
↓
2nd Revision of the Act on Special Accounts for Industrial Accident Compensation
Insurance (1981. 12. 17)
·Reserve system converted to the funded system
·Laid the foundation for an active promotion of the industrial accident prevention projects
↓
3rd Revision of the Act on Special Accounts for Industrial Accident Compensation
Insurance (1987. 11. 28)
·Contribution to the Korea Occupational Safety and Health Agency Fund allowed → Agency
begins to secure revenue sources for its industrial accident prevention projects
↓
1st Revision of the Industrial Safety and Health Act (1990. 1. 13)
·Revenue source for the Industrial Accident Prevention Fund stipulated (Article 53, Industrial
Safety and Health Act)
·5/100 or more of the total appropriation under the Act on Special Accounts for the Industrial
Accident Compensation Insurance

2. Facilities for work environment monitoring and safety and health
diagnosis; and
3. Other facilities for preventing industrial accidents and diseases as
prescribed by the Ordinance of the Ministry of Labor.
C) Article 61-3, Industrial Safety and Health Act (Financial Resources of Accident
and Disease Prevention)
The financial resources to be appropriated to any of the following
subparagraphs shall be provided from the Industrial Accident Compensation
Insurance and Prevention Fund under Article 80 (1) of the Industrial Accident
Compensation Insurance Act:
1. Expenses necessary for facilities related to accident and disease prevention
and the operation thereof;
2. Expenses necessary for accident and disease prevention projects, work
entrusted to nonprofit corporations and the operation and management of
the Fund; and
3. Business expenses for other projects necessary for accident and disease
prevention which are approved by the Minister of Labor. <This Article
Newly Inserted by Act No. 6590, Dec. 31, 2001>
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↓

Revision of the Industrial Safety and Health Act (1994. 12. 22)
·5/100 or more of the total appropriation falling under subparagraphs of Article 81 (Uses of Fund)
of the Industrial Accident Compensation Insurance Act shall be appropriated for the Industrial
Accident Prevention Fund
·The Government shall appropriate the contribution of the Government for the appropriation in
the limit corresponding to 3/100 of the total appropriation
2nd

↓
Revision of the Framework Act on Fund Management, the Industrial Safety and Health
Act, and the Industrial Accident Compensation Insurance Act (2001. 12. 31)
·The Industrial Accident Prevention Fund and the Industrial Accident Compensation Fund shall be
merged into [Industrial Accident Compensation Insurance and Prevention Fund]
·The financing and operation plan for the industrial accident prevention projects shall be
incorporated into the [Management and Operation Plan for the Industrial Accident Compensation
Insurance and Prevention Fund]
·A minimum of 5/100 of the total appropriation of the [Industrial Accident Compensation
Insurance and Prevention Fund] shall be appropriate for the industrial accident prevention projects
·The Government shall appropriate each fiscal year the contribution of the Government for the
appropriation in the limit corresponding to 3/100 of the total appropriation for the Fund

Source: Ministry of Labor, Annual Report on the Industrial Accident Compensation Insurance
System, 1990; Framework Act on Fund Management (Amended by Act No. 6590,
December 31, 2001); Industrial Accident Compensation Insurance Act (Amended by Act
No. 6590, December 31, 2001); Industrial Safety and Health Act (Amended by Act No.
6590, December 31, 2001)

3.4.2 Contribution to the industrial accident prevention fund

Following the establishment of the Korea Occupational Safety and
Health Agency in 1987, the IACI started making contributions to the
Industrial Accident Prevention Fund starting in 1988 in accordance
with the Act on Special Accounts for Industrial Accident
Compensation Insurance, and 2.1~2.9% of the annual appropriation
was invested until 1990. The Industrial Safety and Health Act was then
revised in 1990, ensuring a stable investment for the Industrial
Accident Prevention Fund by stipulating that 5/100 or more of the
budget formed according to the Act on Special Accounts for Industrial
Accident Compensation Insurance must be contributed to the
Industrial Accident Prevention Fund. As a result, 4.5~11.9% of the
budget was invested in the fund annually from 1991 to 2001 (see Table
20-7, Table 20-8).
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Table 20-7 Industrial Accident Compensation Insurance: Number of Insured
Workers, Total Appropriation for the Insurance, and Investments in
Industrial Accident Prevention

(Unit: Persons, 100 million KRW)
Disabilities
Deaths
IACI Expenditure
No. of
Workers
No. of
Total
Insured
No. of PermilPermilPrevention
(in
Workers
ExpenDeaths
lage
lage
Rate (%)
thousands)
Disabled
diture

1964
1965
1970
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

81
160
779
1,319
1,517
1,836
2,269
2,646
3,105
3,607
3,752
3,456
3,464
3,941
4,384
4,495
4,749
5,356
5,743
6,687
7,542
7,922
7,058
6,942
7,273
7,893
8,156
8,236
7,582
7,441
9.485

840
845
1,005
909
1,174
1,395
1,537
1,273
1,295
1,230
1,452
1,667
1,718
1,660
1,761
1,925
1,724
2,236
2,299
2,429
2,210
2,678
2,662
2,670
2,742
2,212
2,291
2.528

0.70
0.62
0.50
0.40
0.44
0.45
0.43
0.34
0.37
0.35
0.37
0.38
0.38
0.35
0.33
0.34
0.26
0.30
0.29
0.34
0.32
0.36
0.34
0.33
0.33
0.29
0.31
0.27

155
1,198
3,368
5,025
6,490
7,804
11,336
13,013
17,247
14,879
14,806
15,882
16,868
16,655
19,824
21,923
25,244
26,239
25,576
27,813
29,854
33,569
29,932
29,907
29,803
27,394
28,854
24,759
19,591
19,784

0.97
1.54
2.55
3.31
3.53
3.44
4.28
4.19
4.78
3.97
4.28
4.58
4.28
3.80
4.41
4.61
4.71
4.57
3.82
3.69
3.77
4.76
4.31
4.11
3.77
3.36
3.50
3.27
2.63
2.08

0.4
2.6
24
52
77
122
143
240
353
612
720
883
1,128
1,341
1,620
2,019
2,340
2,662
72( 2.2)
3,362
113( 2.9)
4,172
124( 2.1)
5,873
346( 4.5)
7,766
493( 4.8)
10,279
754( 7.2)
10,467
742( 6.6)
11,254
14,071 1,675(11.9)
16,154 1,727(10.7)
18,345 1,864(10.2)
951(5.8)
16,458
800(5.3)
14,991
16,847
817(4.9)

2001

10,581

2,748

0.26

25,360

2.39 19,997

1,038(5.2)

Amount of
Industrial
Average
Accident
IACI
Prevention Premium
Investment
per Worker Rate (%)
(in KRW)

1,253
1,689
1,644
4,367
6,984
10,861
10,202
21,221
21,174
22,632
12,542
10,751
8,613

2.30
2.30
2.25
1.35
1.41
1.32
1.28
1.18
1.13
1.08
1.08
1.12
1.18
1.24
1.32
1.49
1.65
1.78
1.64
1.55
1.64
1.64
1.94
2.21
1.94
1.50
1.52
1.68
1.55
1.65
1.76

9,817

1.67

Source: Ministry of Labor, Analysis of Industrial Accidents, each annual issue; Annual
Report on the Industrial Accident Compensation Insurance System, each annual issue.
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Table 20-8 Composition of the IACI Budget by Expenditure Items: 1991~2000

(Unit: Million KRW, %)
Expenditure for
Total Annual
Industrial
Expenditure
Accident
Prevention
1991
776,677(100.0)
34,651(4.5)
1992 1,027,915(100.0)
49,375(4.8)
75,461(7.2)
1993* 1,046,697(100.0)
74,215(6.6)
1994 1,125,443(100.0)
1995 1,407,092(100.0) 167,453(11.9)
1996 1,615,422(100.0) 172,737(10.7)
1997 1,834,568(100.0) 186,385(10.2)
95,175(5.8)
1998 1,645,858(100.0)
80,037(5.3)
1999 1,499,174(100.0)
81,717(4.9)
2000 1,684,691(100.0)
2001 1,999,718(100.0) 103,881(5.2)

Insurance
Benefits
701,514(90.3)
931,564(90.6)
872,531(83.4)
998,563(88.7)
1,133,577(80.6)
1,355,337(83.9)
1,556,042(84.8)
1,451,066(88.2)
1,274,226(85.0)
1,456,265(86.4)
1,744,560(87.2)

Contribution
to Labor
Welfare
Corporation
11,755(1.5)
10,513(0.8)
8,443(0.8)
6,229(0.6)
74,390(5.3)
75,631(4.7)
77,434(4.2)
84,315(5.1)
129,296(8.6)
121,363(7.2)
125,449(6.3)

Ordinary
Expenditure
for Projects

Refund

22,939(3.0)
29,719(2.8)
29,999(2.8)
30,499(2.7)
17,794(1.3)
576(0.0)
713(0.0)
552(0.0)
668(0.1)
1,428(0.1)
1,794(0.1)

5,818(0.7)
6,744(0.6)
10,263(1.0)
15,937(1.4)
13,938(1.0)
11,141(0.7)
13,994(0.8)
14,750(0.9)
14,947(1.0)
23,918(1.4)
24,034(1.2)

Source: Ministry of Labor, Annual Report on the Industrial Accident Compensation Insurance
System, each annual issue.
Note: * Fund reserve of 50,000 million won (4.8%) was excluded from the 1993 data.

Investments exceeding 10% were made over the three years from
1995 to 1997. This was because 300 billion won was invested during
the three years of the Special Project on Industrial Accident Prevention
(1995~97) which was implemented with the goal of slashing industrial
accidents in small and medium sized business establishments.
3.4.3 Industrial accident prevention investment per insured worker

In 1988, the first year industrial accident prevention investments
were made from the IACI Fund, 1,253 won was invested per worker.
Then the Industrial Safety and Health Act was revised in 1990 to
stipulate that 5% or more of the IACI budget was to be invested. In
accordance to the revision, the per capita investment was raised to
4,367 won in 1991 (see Table 20-7). The per capita investment
increased steadily year over year to 10,861 won in 1993 and even
surpassed the 20,000 won level during the years of the Special Project
on Industrial Accident Prevention (1995~97) (1995: 21,221 won, 1996:
21,174 won, 1997: 22,632 won). However, the investment started
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sliding with the end of the project (1998: 12,542 won, 1999: 10,751
won, 2000: 8,613 won) and only showed a slight increase in 2001 (9,817
won).
3.5 Contribution from the General Account
3.5.1 Legal grounds

The Government first stipulated the investment for industrial
accident prevention from the general account in the January 1, 1990
revision of the Industrial Safety and Health Act (amendment by Act
No. 4220). Following this revision, Paragraph 3, Article 53
(Establishment of Fund) reads, “The Government shall appropriate
each fiscal year the contribution of the Government for the
appropriation in the limit corresponding to 3/100 of the total
appropriation of the Act on Special Accounts for Industrial Accident
Compensation Insurance.” This provision was amended to read, “The
Government shall appropriate each fiscal year the contribution of the
Government for the appropriation in the limit corresponding to 3/100
of the total appropriation falling under subparagraphs of Article 81 of
the Industrial Accident Compensation Insurance Act” with the
December 22, 1994 revision (Act No. 4826). This provision was
deleted from the Industrial Safety and Health Act during the December
31, 2001 revision (amended by Act No. 6590), and a new provision was
added to Paragraph 3, Article 80 (Establishment and Formation of the
Industrial Accident Compensation Insurance and Prevention Fund) of
the Industrial Accident Compensation Insurance Act to read, “In order
to implement the industrial accident prevention projects, the
Government shall appropriate each fiscal year the contribution of the
Government in accordance with Paragraph 2 for the appropriation in
the limit corresponding to 3/100 of the total appropriation for the
Fund” (see Figure 20-1).
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3.5.2 Government contributions from the general account and
usage by Item of expenditure

In 1997, 8 billion won of government contributions from the
general account to the Industrial Accident Prevention Fund was made
for the first time. The amount has decreased lightly since then, and the
cumulative contribution made over the last six years totals 42.1 billion
won (see Table 20-9).
As for the usage of the contribution, 2 billion won was invested in
the safety and health management improvement project for small-scale
businesses in 1997. Since then, the amount increased steadily and
totaled 19.9 billion won over the last six years (47.01%). In the Safety
Culture Campaign, 3.5 billion won was invested in 1997 and 2 billion
won each year thereafter, totaling 13.5 billion over the last six years.
Labor Organization Support Project received 548 million won each
year. The Industrial Dynamics Research Center Project was
temporarily supported with a total of 1 billion won between 1999 and
Table 20-9 Government Contribution from the General Account and Its
Usage: 1997~2002

(Unit: Million KRW, %)
Total
1997
(1997~2002)
Government Contribution from the
General Account
(G/R over the previous year)
1. Improvement of Safety and
Health Management of Small
Enterprises

Usage

2. Safety Culture Campaign
3. Support for Labor
Organizations (FKTU)
4. Industrial Dynamics
Research Center Project
(Changwon)
5. Support Project for Private
Occupational-Disease
Medical Centers

1998

1999

2000 2001

2002

42,166
(100.0)

8,048

7,548
( 6.2)

6,548 6,548 6,548
( 13.2)
(-)
(-)

6,926
(5.8)

19,878
(47.1)

2,000

2,500

3,500 3,500 4,000

4,378

3,500

2,000

2,000 2,000 2,000

2,000

548

548

548

548

548

548

1,000
( 2.4)

-

-

500

500

-

-

4,500
(10.7)

2,000

2,500

-

-

-

-

13,500
(32.0)
3,288
( 7.8)

Note: Korea Occupational Safety and Health Agency, internal data (2002.10).
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Table 20-10 Ratio of Total Government Contribution from the General Account
to the Sum of Industrial Accident Compensation Fund and
Industrial Accident Prevention Fund : 1997~2001

(Unit: Million KRW, %)
Total
(1997~2001)
Total Expenditure of the
Industrial Accident
Compensation
Insurance System
(Including the Industrial
Accident Prevention
Contribution for the
Korea Occupational
Safety and Health
Agency)
(A)
Contribution from the
General Account (B)
Loan Settlements and
Other Revenues
(C)
Total Sum of the
Industrial Accident
Compensation
Insurance Fund and the
Industrial Accident
Prevention Fund (D)
(D=A+B+C)
Ratio of Contribution
from the General
Account
(B/D)

1997

1998

1999

2000

8,664,009 1,834,568 1,645,858 1,499,174 1,684,691

2001

1,999,718

35,240

8,048

7,548

6,548

6,548

6,548

745,098

24,743

155,266

206,827

191,366

166,896

9,444,347 1,867,359 1,808,672 1,712,549 1,882,605

2,173,162

0.37

0.43

0.42

0.38

0.35

0.30

Note: Reconstituted from Table 20-6 and Table 20-9.

2000 and the Support Project for Private Occupational-Disease
Medical Centers with 4.5 billion won in the two years of 1997 and 1998.
Over the last five years, government contribution from the general
account for both the Industrial Accident Compensation Insurance
Fund and the Industrial Accident Prevention Fund totaled a mere
0.37%. This contribution fails to meet the requirement stipulated in the
provision “In order to implement the industrial accident prevention
projects, the Government shall appropriate each fiscal year the

Industrial Safety(Yoon, Jo-Duk)

689

contribution of the Government…for the appropriation in the limit
corresponding to 3/100 of the total appropriation for the Fund.” And
yet the proportion of government contribution is decreasing each year
(see Table 20-10).

4. Industrial Accident Prevention Projects of the
Korea Occupational Safety and Health Agency
4.1 Target of the Projects
The target of the industrial accident prevention projects executed by
the Korea Occupational Safety and Health Agency are the business
enterprises and workers covered by the IACI (see Table 20-11).
The target and actual beneficiaries (enterprises and workers) of the
Educational Support Projects and Technical Support Projects over the
last ten years (1989~2001) are summarized in Table 20-12.
4.2 Key Projects and Annual Budgets of the Korea
Occupational Safety and Health Agency
The key projects implemented by the Korea Occupational Safety
and Health Agency and their annual budgets are shown in Table 20-13.
The projects of the agency can be divided into seven categories.
They are: Enforced Technical Support Programs for Small-Scaled
Workplaces Vulnerable to Industrial Accidents, Support Programs for
Establishing Voluntary Safety Management in Workplaces, Safety
Securing Programs for Harmful and Dangerous Facilities, Prevention
Programs for Repetitive Industrial Accidents Such as Falls and
Cave-Ins, Programs for Working Environment Improvement and
Prevention of Occupational Diseases, Programs for Research and
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Table 20-11 Number of Business Establishments and Workers Insured and the
Number of Workers with Occupational Injuries or Diseases:
1987~2001
No. of Establishments

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

83,536
101,445
118,894
129,687
146,284
154,820
163,152
172,871
186,021
210,226
227,564
215,539
249,405
706,231
909,461

Year-onyear G/R
(%)
17.90
21.44
17.20
9.08
12.80
5.84
5.38
5.96
7.61
13.01
8.25
5.28
15.71
183.17
28.78

No. of Workers with
Occupational Injuries Industrial
or Diseases
Accident
Rates
Year-onNo. of
(%)
year G/R
Deaths
(%)
12.8 142,596
1,761
2.66
7.23 142,329
1,925
2.48
16.43 134,127
1,724
2.01
12.78 132,893
2,236
1.76
5.04 128,169
2,299
1.62
10.91 107,435
2,429
1.52
1.65
90,288
2,210
1.30
4.76
85,948
2,678
1.18
8.53
78,034
2,662
0.99
3.33
71,548
2,670
0.88
0.98
66,770
2,742
0.81
7.94
51,514
2,212
0.68
1.86
55,405
2,291
0.74
27.47
68,976
2,528
0.73
11.55
80,273
2,744
0.76

No. of Workers

5,356,546
5,743,970
6,687,821
7,542,752
7,922,704
7,058,704
6,942,527
7,273,132
7,893,727
8,156,894
8,236,641
7,582,479
7,441,160
9,485,557
10,581,186

Source: Korea Occupational Safety and Health Agency, internal data (2002. 3.).
Table 20-12 Targets and Actual Beneficiaries of the Educational and Technical
Support Projects

1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

Educational Support
Technical Support
No. of
No. of
No. of
Support
No. of
Support
Workers
Establishments
Workers
Rate (%) Establishments
Rate (%)
Supported
Supported
6,687,821
23,044
0.3
118,894
4,110
3.5
7,542,752
22,921
0.3
129,687
9,085
7.0
7,922,704
26,625
0.3
146,284
7,661
5.2
7,058,704
55,757
0.8
154,820
15,569
10.1
6,942,527
32,631
0.5
163,152
19,769
12.1
7,273,132
36,961
0.5
172,871
20,044
11.6
7,893,727
40,169
0.5
186,021
32,516
17.5
8,156,894
95,283
1.2
210,226
37,197
17.7
8,236,641
133,268
1.6
227,564
52,068
22.9
7,582,479
303,990
4.0
215,539
50,296
23.3
7,744,160
383,481
5.0
249,405
71,617
28.7
9,485,557
405,977
4.3
706,231
87,010
12.3
10,581,186
340,441
3.2
909,461
153,293
16.9

Source: Korea Occupational Safety and Health Agency, internal data (2002. 3).
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Development for Safety and Health and International Cooperation,
and Programs for Safety Awareness Education and Safety Culture
Campaigns.
The CLEAN 3D Project under the Reinforced Technical Support
Programs for Small-Scaled Workplaces Vulnerable to Industrial
Accidents was allocated with a budget of 48,138 million won in 2002,
and the Safety & Health Training and Support Project under the
Programs for Safety Awareness Education and Safety Culture
Campaigns with 4,555 million won.

Table 20-13 Summary of the Budget of the Korea Occupational Safety and Health Agency: By Year and Project

(Unit: Million KRW)
Total
1987 1988 1989
1990
1991
1992 1993 1994 1995
Expenditure
1. Technical Support Programs for Small-Scaled Workplaces Vulnerable to Industrial Accidents
CLEAN 3D Projects
63,138
Technical Support
Programs for
36,541
74
64
83
71
258
224 21,046
Workplaces Vulnerable
to Industrial Accidents
Financial Support for
the Improvement of
422,777
129
58
4,070 93,845
Industrial Accident
Prevention Facilities
Technical Support for
87,982
2,042
9,000
Safety and Health
Management
Support for Safety
6,291
1,075
224
905
212
216
279
Management
Subtotal
616,729
0
203 1,139
307
976
528
0 6,552 124,170
2. Support Programs for Establishing Voluntary Safety Management in Workplaces
Development of
Technical Standard for
1,809
48
121
5
70
67
85
82
Industrial Safety and
Health
Diagnosis of Industrial
4,393
1,068
182
179
292
83
197
379
Safety and Health
Establishment of the
Information Network
22,161
3,612
for Industrial Accident
Prevention
Systematic Management
of the Statistics on
2,697
24
13
88
Industrial Accidents
Subtotal
31,060
0 1,116
303
184
386
163
0
282
4,161

1996

1997

1998

1999

2000

2001

2002

15,000

48,138

8,877

979

1,292

499

1,022

1,587

465

138,528

144,912

6,440

9,730

10,487

12,990

1,588

9,000

14,362

14,430

14,485

16,854

7,809

186

210

419

275

1,392

398

500

156,591

160,463

22,581

24,989

29,755

37,784

50,691

83

191

92

246

327

236

156

374

360

475

180

183

100

341

3,825

2,039

2,520

1,557

2,075

2,550

3,983

125

104

122

154

488

798

781

4,407

2,694

3,209

2,137

3,073

3,684

5,261

3. Safety Securing Programs for Harmful and Dangerous Facilities
Inspection and Approval
of Protective Wear and
Safety Devices
Inspection of High Risk
Machinery · Equipment
and Facilities
Accreditation of Safety
for Industrial Machinery
and Equipment
Establishment of the
Safety Management
System for High Risk
Equipment and Processes
Subtotal

11,975

117

15,222

200

931

3,536

581

747

692

789

1,298

733

1,319

1,032

885

844

805

1,132

1,153

1,392

1,629

1,026

1,729

2,208

2,419

393

1,489

522

522

541

288

255

987

1,253

1,483

1,362

1,299

1,036

3,755

7,675
38,627

0

0

0

117

1,085

1,775

0

4,341

1,713

2,155

3,464

5,160

4,329

4,346

5,367

4,775

233

341

509

246

446

233

188

155

178

70

139

206

113

68

112

4. Prevention Programs for Repetitive Industrial Accidents Such as Falls and Cave-Ins
Inspection and Auditing
of the Risk and Accident
Prevention Plans
Increased Support for
Accident Prone
Construction Sites and
Diagnosis of Construction
Site Safety
Establishment of the
Framework for Voluntary
Industrial Safety and
Health Activities in
Construction Sites
Subtotal

2,732

10

73

120

708

10,796

14,236

0

0

96

150

152

230

96

160

225

350

0

3,361

395

250

399

502

871

1,835

1,446

3,594

736

759

715

1,087

1,310

2,136

1,669

1,109

1,399

Table 20-13 Continued
Total
1987 1988 1989 1990 1991
Expenditure

1992

1993

1994 1995 1996

1997

1998

1999 2000

2001

2002

5. Programs for Working Environment Improvement and Prevention of Occupational Diseases
Support for Improvement of Working Conditions

10,780

8

61

213

318

248 1,656 4,031

517

Prevention of Work-Related Diseases (Prevention of
Occupational Diseases)

10,953

136

106

29

570

474 1.062 1,057

2,150

Building the Framework for Protecting the Health of
Female Workers

264

30

56

Better Health Protection for Workers

5,162

11

402

760

901

1,185

1,903

Diagnosis of Working Environment and Management
of Special Health Examination Facilities

5,144

1,031

681

881

804

531

Establishing the Foundation for Industrial Health
Management (Health Management Support)

9,049

821 3,365

940

671

982

5,577 6,269 3,466

4,808

5,069

Subtotal

41,352

0

0

34

32

178

199

436

439

678 1,327

108

110

110

888

467

88

75

699

0 1,297 2,916 5,273

4,295

532

253

424

1,553

966

2,735 1,210

320

595

509
178

6. Programs for Research and Development for Safety and Health and International Cooperation
Research Program for Safety Management Policies

500

Research Program for Industrial Safety

7,314

Research Program for Industrial Health

23,439

International Cooperation with Industrial Prevention
Agencies in the Developed Nations

5,342

Subtotal

36,595

500
86

0

0

140

52

82

138

222

479

303

775

715

61 1,065

427 1,610 6,630

1,874

87

222

179

627 1,547

422

743

246

399

411

0 1,071 2,599 7,804

3,000

833

903

709

419

2,155 1,846 3,060

2,588

2,123

713

686

864

3,839 3,183 4,676

3,983

3,906

851

787

550

7. Programs for Safety Awareness Education and Safety Culture Campaigns
Education and Support for
Safety and Health
Operation of Curriculums for
Safety and Health
Development and Distribution
of Industrial Accident
Prevention Materials
Provision of High-Quality
Materials on Safety and Health
for a Cost

30,030

333

201

229

464

405

866

3,124

3,886

6,711
12,333

49

127

138

230

208

4,193

Expansion of the Safety
Culture Campaign
(Zero-Accident Campaign)

18,166

Improvement of PR Activities

22,303

Subtotal

93,736

Subtotal

872,335

Operating Expenses

508,678

0

300

113

189

272

207

90

505

511

683

789

772

946 1,067 1,649 1,609

0 2,091 2,800 2,256 5,626 7,299

0

306

1,237

3,708

6,473

4,243

4,555

733

937

999

1,275

1,528

1,239

366

524

514

486

940

1,212

1,894

2,523

3,122

683

498

141

598

415

349

357

582

570

866

647

3,502

1,783

2,291

1,745

1,759

2,246

2,246

976

1,558

257

2,665

2,642

1,958

3,097

2,716

3,856

3,757

6,351

8,300

6,571

8,462

9,971 14,855

8,126 20,894 142,646 185,289 181,202

13,838 15,588

49,915

52,188 62,307

71,133 86,689

960 4,798 8,409 11,152 13,762 25,998 26,340 31,249

36,486 37,351

46,556

46,541

47,997 47,442

59,151 64,486

Labor Cost

217,072

22 2,560 3,883 5,019 6,221 8,704 14,596 11,675

13,130 16,214

16,915

19,183

22,787 20,969

23,570 31,624

Operating Expenses

283,606

938 2,238 4,526 6,133 7,541 17,294 11,744 19,574

23,356 21,137

29,641

27,358

25,210 26,473

27,581 32,862

Reserve Fund
Total Budget

8,000
1,381,013

960 6,889 11,209 13,408 19,388 33,297 34,466 52,143 179,132 222,640 227,758

96,456 100,185 109,749 130,284 151,175

Chapter 21

WORKERS’ WELFARE

Park, Charnim*

1

1. The Concept and Types of Workers’ Welfare
Workers’ welfare refers to the extra-market wages and services
provided for workers and their families in correlation with the ‘work..’
Depending on the provider of the program, workers’ welfare can be
classified into public welfare, corporate welfare, and independent
welfare. Public welfare is provided by either the state or the local
government and encompasses all statutory payments and benefits,
including monthly and annual leaves with pay, menstruation leaves,
and retirement (severance) pay, as well as social insurances and
various work-related benefits and services for which the workers are
the beneficiaries. Corporate welfare refers to the overall non-wage
welfare intervention provided by the employer for the workers. In
* Research Fellow, Korea Labor Institute/ Ph. D. in Social Welfare, Yonsei University,
Seoul, Korea / Main field of study and research: industrial accident compensation
insurance, workfare/ Main research papers and publications: An International
Comparison of IACI Contribution System; Policy Suggestions for Expanding the Scope of
IACI, etc.
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this sense, it refers to the benefits provided by the business
voluntarily rather than by government directive.12
Figure 21-1 Classification of Workers’ Welfare by Provider

Public Welfare

Workers’ Welfare

Corporate Welfare

Independent Welfare

Independent welfare is defined as the overall measure taken by the
workers themselves through trade unions or independent councils so
as to improve their wellbeing. Setting up and operating independent
welfare shops, or providing loan services for the subscribed workers
would be some examples of independent welfare activities.

2. The Development of Public Welfare Policies for
Workers and Their Families in Korea
The development of public welfare policies for workers and their
families in Korea can be divided into three phases. The first phase
began with the nation’s liberation from the Japanese colonial
occupation. It lasted until 1977. During this period, basic working
standards were established, but public welfare programs for workers
and their families were lacking. The second phase which lasted from
1

Excluding statutory welfare costs (paid in the form of contribution for the social
insurance) and wages (paid in return for labor) in defining corporate welfare is an
approach more or less agreed upon by most scholars. Some examples of the
studies conducted on corporate welfare according to such a definition are: Lim,
Tae-Eun (1991), Choi, Kyun (1992), and Hong, Kyung-Joon (1996).
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the 1980s up until the year 2000 was a period of expansion for the
social welfare system and public welfare services for the workers. The
time period from 2000 to the present (2003) is the third phase during
which an optimal course of direction was explored for both the social
welfare system and public welfare programs for the workers. These
three phases merit a more detailed examination as follows.
2.1 Liberation~1977: Establishment of the Basic Labor
Standards and the Lack of Public Welfare Services for
Workers
The first phase can be further broken down into two stages. The
first is the 1st labor legislation stage when the general labor policies
and the basic framework for industrial relations were set up through
the establishment of the Labor Standards Act (1953), Trade Union
Act (1953), Labor Dispute Arbitration Act (1953), and the Labor
Relations Commissions Act (1953). The second stage covers the years
following the early 1960s when true industrialization began in Korea.
During this stage, the Labor Bureau of the Ministry of Health and
Society became the Labor Administration (1963), and labor legislation
developed in the earlier phase was revised.23 The Industrial Accident
Compensation Insurance (IACI) System was also introduced (1964).
Labor laws that were mere formalities in the past were streamlined to
better support the active industrialization process of this period.
Labor legislation of the 1950s was the first of its kind to stipulate
the details of the basic labor rights in Korea. This legislation was
relatively advanced in addressing the rights of the workers. The Labor
Standards Act specified the minimum labor conditions that must be
2

The Labor Standards Act (1961), Trade Union Act (1963), Labor Dispute
Arbitration Act (1963), and Labor Relations Commission Act (1963) went
through revisions in the early 1960s.
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satisfied by workplaces so as to protect the rights of the workers as
guaranteed by the Constitution. Included here were regulations on
dismissals and disciplinary actions, the limits on daily working hours,
overtime wages, severance pay for dismissed workers, and the
monthly and annual paid leave plans. The Trade Union Act and the
Labor Dispute Arbitration Act stipulated the workers’ rights to
organize, do collective bargaining, and take collective action. But in
the face of widespread poverty and unemployment, advanced labor
laws and institutions were not much more than formalities and had
little practical effect. Moreover, workers’ welfare systems as we
know them now were nearly nonexistent during this period as job
creation by necessity became the first and foremost priority.
The 2nd labor legislation stage in the early 1960s came as
industrialization began in full swing. With the revision of the Labor
Standards Act in 1961, the coverage of retirement pay was expanded
to ordinary retirees in addition to the dismissed workers. The
Advance Notice of Dismissal System was introduced, and businesses
employing 30 or more full-time workers aged less than 18 years old
were mandated to install educational facilities for their workforce.
The principle of strict liability was incorporated into the Industrial
Accident Compensation Insurance (IACI) System so that employers
have to take full responsibility and bear all financial costs for any
industrial accidents occurring during work regardless of whether or
not the worker is at fault.
The introduction of the IACI and the retirement pay plan means
that the minimum level of essential protective devices for workers
was put into place at the expense and as the responsibility of the
employer. The IACI is the first social insurance that most developed
economies adopt in the initial stage of industrialization (Flora and
Alber, 1984) and can be viewed as one of the most essential requisites
for protecting workers from industrial accidents. With no old-age
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pension, unemployment insurance, or any other social insurance
system in place to protect workers, the retirement pay system played
the role of social insurance as it buffered the financial difficulties
workers experienced when suddenly deprived of their income.
Though the government, by legislating labor laws and institutions,
took the initiative to establish basic working conditions and minimum
protective measures such as the IACI and the retirement pay system
for the ever increasing number of industrial workers, no budgetary
commitments accompanied these initiatives. In other words, the state
merely placed a requirement on businesses to meet the working
condition guidelines and to introduce minimum worker protection
systems at their own expense. No social security systems other than
the IACI were introduced, nor were there any social welfare services
for the general public. State-sponsored public welfare services for
workers were also non-existent.
2.2 1977~2000: Establishment of the Social Welfare
System and the Expansion of Public Welfare Services
for Workers
This particular period saw significant economic growth driven by a
few large leading enterprises. However, the period also faced the
challenge of redistributing the fruit of this growth. The need for
social welfare systems increased as did the financial capabilities to
meet those demands. Social insurances such as the National Health
Insurance System (1977), National Pension Plan (1988), and the
Employment Insurance (1995) were introduced and rapidly expanded.
Also, not only were laws on social welfare services for the traditional
beneficiaries such as children, the elderly, women, and the disabled
overhauled, but social welfare programs for the general public and
public workfare for workers also began.
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As for social insurance, the National Health Insurance (NHI)
System continued to expand its coverage rapidly after its introduction
in 1977. Following the inclusion of the agriculture and fisheries
workforce in its scope in 1988, the NHI opened its doors to the
entire national population in 1989. The National Pension Plan,
launched in 1988, embraced the agricultural and fisheries workers in
1995 and the urban self-employed workers in 1999 to become a true
national old-age pension scheme. Though the Employment Insurance
System only began in 1995, the system came to cover the entire
working population (except for daily workers) within three years of
kickoff because it encountered a unique situation called the Asian
financial crisis that sparked widespread unemployment. The IACI
which started out as the nation’s first social insurance in 1964 also
expanded its coverage steadily and succeeded in encompassing the
entire Korean workforce in 2000. By then, the entire national
population was under the coverage of all four social insurance
systems at least in appearance if not in substance.
As for social welfare services, the Elderly Welfare Act, the
Children’s Welfare Act, and the Disabled Persons’ Welfare Act were
enacted in 1981, followed by the Children’s Education Promotion
Act in 1982, and the revision of the Social Welfare Program Act in
1983. With these, the legal overhauls needed to provide social welfare
services to the necessary targets were taken care of. In 1992, the
Community Welfare Service Center Program began,3 4 signaling the
onset of social welfare services for the general public.
It was around this time that the welfare services for workers were
launched. With the upgrade of the Labor Administration to the
Ministry of Labor in 1980, more attention was given to workers and
3

Local community welfare service centers were installed and operated starting in
1983. The number of these centers totaled a mere 29 in 1985 and 88 in 1990 but
started increasing rapidly to reach 175 in 1992 and 343 in 1999.
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workforce-specific welfare programs began. The installation of the
Working Youth Center signaled the beginning of a series of related
activities and was soon followed by the establishment of various
welfare facilities for workers including Labor Welfare Centers,
Workers Welfare Shops, Workers General Welfare Centers, and
Workers Physical Training and Culture Centers. When housing
Table 21-1 Public Welfare Service Programs for Workers

Program
Workers Housing Program
Workers Housing Purchasing & Lease
Loans
Workers
Housing
Construction and Operation of Lease
Security
Apartments for the Working Youth
Support
SME Welfare Facility Loan (Inclusive
of support for dormitory
constructions)
Medical Expense
Loans
Workers Living Congratulations and
Workers
Security Loan
Condolences
Living
Program
Expense Loans
Security
Living Expense
Support
Loans
Scholarships for SME Workers and
Their Children
Working Youth Center
Workers Welfare Center
Culture·
Workers General Welfare Center
Sports·
Recreation Workers Sports and Cultural Center
Support
Workers Welfare Shops
Workers Culture and Arts Festival
Condominium Program
Infant & Childcare Center

Implementation
Period
1990
1994

Fund
National
Housing
Fund

1986
1996
1996
1998
1999
1995
1981
1983
1992
1995
1991
1980
1997
1995

Workers
Welfare
Promotion
Fund
(SME Welfare
Account)

Source: Nam, Chan-Seob (2000).
Notes: 1) Though the SME Welfare Facility Loan is not intended solely for housing
security, it has been classified into the category as its main role is to
support the construction of dormitories.
2) Refers to marriage and funeral expenses.
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demands became an issue in the late 1980s, housing programs for
workers such as the Workers Housing Program and the Workers
Housing Purchasing and Lease Loans were also deployed. During the
economic crisis years, financial support programs for the employee
were also implemented. By enacting the Welfare Promotion Act for
the Workers in Small and Medium Enterprises in 1993 and the Act
on Support for Stabilization of Workers’ Living and Employment in
1997, the state demonstrated its commitment to welfare for workers
and laid the foundation for the relevant undertakings. The
implementation timeline for the respective workers’welfare service
programs is summarized in Table 21-1.
Significant strides were also taken in terms of corporate welfare as
a means of labor management since the landmark labor struggle of
1987. The welfare and benefits expenditures of businesses increased
by six-fold between 1987 and 1997, and though the financial crisis
acted as a temporary roadblock to growth, corporate welfare was still
an important welfare device for workers (refer to Table 21-2). In 1991,
the government enacted the Employee Welfare Fund Act to change
its 8-year old approach towards corporate employee welfare funds
from simple recommendation to full-fledged support (in the form of
tax breaks for the total amount contributed by the enterprise) in an
attempt to encourage corporate participation in workers’ welfare
plans.
This was the period during which the welfare system put down its
roots in Korea. Social insurance, social welfare services, corporate
welfare, and public workers’ welfare systems coexisted, developing
along their respective paths. Because the welfare system was yet to
mature, the focus was on building the basic framework of the system
through social insurance. Before the scope of the insurance was
expanded to include all the citizens, some population groups had
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Table 21-2 Corporate Welfare and Benefits Costs per Worker

(Unit: Thousand KRW)
Total
Year-onYear-onNon- Year-onWelfare
Statutory
Year 1985=
Year 1985= Statutory Year 1985=
and
Welfare
Growth 100
Growth 100 Welfare Growth 100
Benefits
Costs
Rate
Costs
Rate
Rate
Costs

1985
32.0
100
8.2
1986
35.0
9.4
109
9.3
1987
37.9
8.3
118
10.8
1988
45.1
19.0
141
18.8
1989
55.4
22.8
173
19.7
1990
73.1
31.9
228
24.0
1991
113.2
54.9
354
37.9
1992
150.6
33.0
471
50.9
1993
186.5
23.8
583
61.9
1994
181.5
-2.7
567
55.1
1995
185.5
2.2
580
64.7
1996
220.5
18.9
689
81.0
1997
252.1
14.3
788
98.1
1998
262.1
4.0
819 121.3
1999
336.5
28.4 1,052 163.0
2000
350.9
4.3 1,097 182.2
2001
382.9
9.1 1,197 209.2
Note: 1985 data serves as baseline (100).

13.4
16.1
74.1
4.8
21.8
57.9
34.3
21.6
-11.0
17.4
25.2
21.1
23.6
34.4
11.8
14.8

100
113
132
229
240
293
462
621
755
672
789
988
1,196
1,479
1,988
2,222
2,551

23.8
25.7
27.1
26.3
35.7
49.1
75.3
99.7
124.6
126.4
120.8
139.5
154.0
140.8
173.5
168.7
173.7

Figure 21-2 Statutory and Non-Statutory Welfare Costs by Year

8.0
5.4
-3.0
35.7
37.5
53.4
32.4
25.0
1.4
-4.4
15.5
10.4
-8.6
23.2
-2.8
3.0

100
108
114
111
150
206
316
419
524
531
508
586
647
592
729
709
730
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been marginalized. The classes in need of the protection were given
priority in social welfare services, and the concept of universal social
welfare began to proliferate only in the 1990s. Thus, there were
practically no social services targeting workers as the beneficiary until
the early 1990s and this gap served as an opportunity for public
welfare programs for workers and corporate welfare to develop. Also,
the inadequacy of the public welfare system and the needs businesses
had for labor management under the enterprise-level union system
worked collectively for the advancement of corporate welfare,
establishing businesses as an important partner in welfare programs
for workers.
2.3 2000~Present: Exploring the Future Direction of Public
Welfare Services for Workers and the Enactment of the
Basic Workers Welfare Act
2.3.1 Exploring the future direction of public welfare services for
workers and the enactment of the basic workers welfare act

By 2000, the basic framework for the social welfare system was
more or less in place. The four social insurance systems were
covering the entire national population and welfare services were
being provided for the general public as well rather than just for the
classes in need of protection. Improvements were also evident in
wages and corporate welfare. Following this period, public welfare
programs for workers came to encounter a new situation.
The beneficiaries of public workers welfare programs are workers
and their families, and thus coincide with that of corporate welfare.
As workers and their families are also constituents of the nation’s
population, the target groups for public workers welfare programs
overlap again with that of other social welfare systems. As the welfare
systems mature, it is quite inevitable that the function and contents of
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the general social welfare system and public welfare system for
workers, as well as the corporate welfare system of the private sector,
overlap to a certain degree. In the initial stages of the systems, the
theoretical possibility of such a redundancy in function or the
distribution of resources was not much of a problem because the
systems were not fully functional and could actually benefit from the
coexistence. However, the improved implementation of each system
soon led to the realization of the redundancy.
In order for public welfare programs for workers and their families
to be maintained, the following questions must be addressed. First, if a
worker who is already a beneficiary of the social welfare system as a
national citizen is also covered by the public workers welfare programs
and is granted double payment, how is such a situation to be justified?
Second, is there a sector unique to the public workers welfare system
that sets it apart from the existing social welfare system?
The Basic Workers Welfare Act can be regarded as an attempt to
answer these questions and to state the future direction to be taken by
the government led initiatives on public welfare programs for workers
and their families.
The Basic Workers Welfare Act declares that the basic objective of
the welfare policy is to provide workers with more opportunities to
participate in socioeconomic activities, to motivate workers, and to
improve their quality of life. Essentially, the government’s aim is to
encourage the citizens’ participation in the labor market and motivate
them to work so that they can realize welfare through labor. This is in
line with the concept of productive welfare in which the state plays
the role of an enabler that develops the capabilities of the citizens and
helps them acquire welfare on their own.
In this sense, a certain level of redundancy between the employee
welfare system and other welfare systems can be justified. The
overlap in payments will provide the nonworking population with
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services that encourage them to join the labor market and offer the
working population with more and better services than their
nonworking counterparts. Such policies can achieve national
economic growth and better quality of life for the citizens by
motivating labor participation from the nonworking population and
productivity growth from the working population. In other words,
workers welfare can serve as an effective tool for productive welfare.
In order to answer the question as to whether it is possible and
necessary for public welfare programs for workers and their families
Table 21-3 Beneficiaries and Contents of the Welfare Systems

Welfare Systems

Targets
(Beneficiaries)

Basic Livelihood
The Poor
Security
All Citizens
Social Insurance
(Subscribers)
Social Welfare
Classes in
Service
Need of
(Residential
Protection
House)
Social Welfare
All Citizens
Service
(Service Facilities)

Corporate
Welfare

Workers and
Families

Public Welfare

Workers and
Families

Description
Living expense support (cash)
Preservation of income for loss of income or
extraordinary expenditures (cash and services)
Food and lodging
Psychological counseling, job-search services,
skills training, cultural courses, childcare, free
meal plans, rehabilitation services, training and
assignment of volunteers, sponsorship
development, recreation, sports facilities, living
convenience facilities, etc.
Support for housing security, living expense
loans, expenses for congratulations and
condolences, scholarships, medical expenses,
various other financial supports, sports
facilities, recreation, childcare facilities,
employee stock ownership programs, etc.
Living expense loans, loans for congratulatory
and condolence expenses and medical expenses,
scholarship program, condominiums, public
welfare facilities for workers and their families
(counseling, job-search services, skills training,
culture courses, recreation, leisure, living
convenience facilities, etc.)
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to have a unique beneficiary group, we first need to compare the
main beneficiaries and payments of the social insurance systems,
social welfare services, corporate welfare, as well as the public
assistance system and the public welfare system for workers (refer to
Table 21-3).
Existing social security systems and corporate welfare plans are
similar to the public workers welfare system in the sense that their
scope includes the working population. However, a closer inspection
of the beneficiaries reveals that there are certain groups yet to be
protected by the existing social security systems that require the
coverage of the public workers welfare scheme.
Though the details will be examined later on, the bottom line is
that it is difficult for SME employees or irregular workers to have
their welfare needs fully addressed by the current corporate welfare or
social insurance systems. And it is highly unlikely for the social
insurance systems or the public assistance programs to be able to
replace the public welfare services for workers even if they are further
expanded and improved. Since social welfare services target the low
income bracket as the main beneficiary, this particular system is also
not quite up to addressing the practical needs of the working
population.
The public welfare system for workers is the best way to resolve
the service gap for the workers who were previously marginalized
from other welfare services. This implies that the public welfare
system for workers should, in the practical sense, allocate its
resources to the workers group that did not benefit from existing
welfare schemes even when the plans were designed to cover the
entire working population. If it is made clear that the public welfare
program for workers protects those who have so far been excluded
from other social welfare systems, then the existence of the system is
more than justified. A closer inspection of the relationship between
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the public welfare system for workers and other social welfare
systems reveals the following points.
First of all, the Basic Livelihood Security System targets the poor
and consists of living cost subsidies and services like vocational
training. The system overlaps with the public welfare scheme for
workers as it provides job-seeking services and job opportunityrelated services for the self-supporting classes and some of the
working poor.
The social insurance systems are collective provisions against loss
of income due to aging, illness, occupational accident, or
unemployment of workers. The payments are meant to preserve the
income level and there are also some additional services required for
different types of situations. The social insurance systems and the
public welfare system for workers may seem redundant as both
schemes target workers. Moreover, the social insurance systems
would resemble the public welfare services even more when their
payment forms are further diversified to provide more diverse social
welfare services.
However, the social insurances and the public welfare services for
workers differ significantly in terms of financial resources though
their targets may be the same. The financial resources for the social
insurances are the workers and the employers, meaning that the
subscribers who contribute financially are also the beneficiaries. The
state contributes only part of the operating expense, keeping its
financial involvement minimal. But in the case of the public welfare
services for workers, the general public bears part of the burden by
purchasing lottery tickets and the remaining financial needs are
covered by the government. In this sense, the services offered by the
two systems have a fundamental difference though their contents may
be similar. In other words, the services provided by the public welfare
scheme, in contrast to that of the social insurance systems, partly
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reflect the state’s responsibility to protect the workers.
Though the social insurances are supposed to encompass all
citizens and the entire working population, the system fails to do so
in reality. Unlike other workers, SME employees and irregular
workers are classified as regional subscribers to the National Pension
Scheme and the National Health Insurance. Daily workers are not
even covered by the Employment Insurance which is a plan designed
exclusively for workers. The Industrial Accident Compensation
Insurance also fails to protect a significant portion of the irregular
workers.
The social welfare center programs of corporate welfare and social
welfare services can be a topic of debate as they not only include
workers in the target pool but overlap with public welfare to a large
extent (refer to Table 21-3). But a closer inspection reveals that the
main beneficiaries are different in each of the three welfare schemes
(refer to Table 21-4).
Though corporate welfare is equipped with various welfare programs
that aid workers, it does not provide the same level of benefits for all
workers at all enterprises. The welfare gap between large corporations
and SMEs is even greater than wage differentials 45 and what’s more,
corporate welfare programs are usually reserved only for regular
employees. In other words, the regular workers in large corporations
benefit from corporate welfare programs but other workers either have
no welfare plans at all or are entitled to very limited schemes. Though
corporate welfare offers benefits similar to that of public welfare, it fails
to encompass the entire workforce. Thus, the public welfare system is
the best answer to workers’ welfare needs for the moment.
4

A research on the listed companies shows that the welfare expense gap between
the chaebol enterprises and the non-chaebol businesses was twofold (Park,
Charnim, 1997). Considering this fact, it is relatively easy to deduce that the
welfare gap between large enterprises and SMEs is even greater.
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Table 21-4 Main Beneficiaries by Type of Welfare System
Classification of Welfare System

Classification of Targets
(Beneficiaries)

Social Welfare

Workers

Workers in Large
Enterprises

Social
Insurance

Workers in SMEs and
Irregular Workers

Social
Insurance

The Self-employed

Social
Insurance

The Working Poor

Basic
Social
Livelihood
Insurance
Security

Non-workers

Average Elderly,
Women, and Children

Social
Insurance

Basic
Low-income Elderly,
Social
Livelihood
Insurance
Women, and Children
Security
Low-income, Longterm Unemployed

Basic
Social
Livelihood
Insurance
Security

Those in Need of
Basic
Protection such as the Livelihood
Elderly and Children Security

Public
Corporate
Welfare for
Welfare
Workers

Welfare
Public
Services
Corporate
Welfare for
Welfare
(Service
Workers
Facilities)
Welfare
Public
Services
Corporate
Welfare for
Welfare
(Service
Workers
Facilities)
Welfare
Public
Services
Welfare for
(Service
Workers
Facilities)
Welfare
Public
Services
Welfare for
(Service
Workers
Facilities)
Welfare
Services
(Service
Facilities)
Welfare
Services
(Service
Facilities)
Welfare
Services
(Service
Facilities)
Welfare
Services
(Residential
Centers)

Note: The dark areas represent the most frequently used or awarded welfare
programs while the lighter areas indicate those available.

The welfare programs implemented by social welfare centers are
intended for the general public. As workers are also part of the
general public, it is reasonable to think that there is a redundancy in
the coverage. However, the services of the social welfare centers are
focused on special categories of citizens such as the disabled, children
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of low income families, the elderly, and women, and thus provide
very few services that meet the needs of the working public.56
2.3.2 The basic workers welfare act

The Basic Workers Welfare Act was enacted in January 2002.
Included in its scope are some streamlined versions of the housing
security and livelihood security projects from the Welfare Promotion
Act for the Workers in Small and Medium Enterprises and the laws
on employment security and improvement of the quality of life of
workers.
The Basic Workers Welfare Act stipulates that the workers’ welfare
policy should provide wider opportunities of economic participation
for workers, motivate them to work, and improve their quality of life.
The act states that employees at small and medium enterprises, low
income workers, and long-time employees should be granted special
treatment, and also clearly states the purpose and the target of the
public workers welfare policies.
The Central Workers Welfare Policy Committee was set up to
ensure a comprehensive and systematic development of the
workers’ welfare system. The Committee is chaired by the Labor
Minister and consists of 15 board members from labor, management,
and public interest groups. The ‘Basic Workers Welfare Promotion
Plan’ must be developed and considered by the same Committee
every five years before it can be announced. The ‘Basic Workers
Welfare Promotion Plan’ is a master plan under which farsighted
workers welfare policies can be implemented. Matters such as
housing security, living security, property formation, employee stock
5

According to the White Paper on Health and Welfare, “though the local community
welfare center is a facility that provides social welfare services for the general
public, its first priority is the prevention and resolution of local social welfare
problems of the low income groups and the vulnerable.”
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Table 21-5 Key Welfare Programs Supported by the Basic Workers Welfare Act

Objective
Housing Security

Living Security

Property
Formation

Programs
Loans for Housing
Purchasing, Construction,
or Lease
Support for residential
moves
Loans for Living Security

Main Beneficiaries
Payment
Mid · Low Income Cash
Workers
All Workers

Low Income
Workers and the
Unemployed
Loans for School Expenses Low Income
Workers
Credit Guarantee for
Low Income
Workers and the
Workers
Unemployed
Workers Preferential
Low Income
Workers
Savings
Merit-sharing Support
All Workers

Employee Stock
Ownership Program
Health Promotion Workers Welfare Facilities
and Leisure
Support
Activities

All Workers
All Workers

Cash
Cash
Cash
Opportunity
Opportunity
Cash and
Goods
Goods
Opportunity
and Goods

ownership system, installation and operation of workers welfare
facilities, and raising funds for workers welfare projects are addressed
by the plan (refer to Table 21-5).
The act also states that the Workers Welfare Promotion Fund is a
source of income for the workers welfare plan.

3. Analysis and Assessment of the Current Public
Welfare Services for Workers
3.1 Target Groups (Beneficiaries)
The current service plan can be divided into three different types
according to the beneficiary. They are the programs intended for the
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workers, the unemployed, and the employers. Of the three, the
program for individuals can be further broken down into the Housing
Security Support Program, the Living Security Support Program, and
the Leisure & Recreational Support Program (refer to Table 21-6).
Programs for individuals usually target the employees of SMEs and
the low income bracket, demonstrating the state’s commitment to
embrace those excluded from existing welfare policies. However, a
closer inspection of the target groups shows that various criteria are
combined. Moreover, these programs fail to encompass irregular
workers including temporary, daily, or hourly workers whose
numbers are increasing as labor market flexibility increases.
The Workers Housing Program and the Housing Purchasing Loan
Program are intended for workers who own no houses to date. As
these workers are likely to have the greatest need for housing, the
selection criteria are reasonable. These programs are based on the
principle of need and are applied exclusively to workers who earn less
than a pre-specified level of income and thus prioritize those with
bigger needs for the support. However, small businesses with less
than 5 employees are not covered by the workers housing program,
showing that the principle of need is not the sole criteria in play.
Living security programs are mostly loan programs. The Business
Startup Program and the Credit Guarantee for Workers Program, in
particular, have the unemployed as the beneficiary, and are
meaningful in the sense that they target those who are excluded from
corporate welfare schemes due to unemployment and are also
marginalized from public assistance for not being poor enough even
if they are having difficulties in making ends meet.
The Medical, Congratulatory, and Condolences Expense Loans
require the beneficiary to be of the low income group and to have a
certain number of service years. The income requirement translates to
need-based selection, while the service-year requirement shows that
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the amount of contribution is another key factor. The service-year
requirement mandating a certain length of service is what poses the
Table 21-6 Selection Criteria for Public Workers Welfare Services Targeting
Individuals
Classification

Characteristics of
Workers

Programs

Workers Housing Program

Selection Criteria for Beneficiaries

Houseless Workers, Lower
Limit in Business Size
Housing Housing Purchasing Loan
Houseless Workers, Upper
Security
Ceiling in Wages
Support Housing Lease Loan
Houseless Workers, Upper
Programs
Ceiling in Wages
Lease Apartments for the
Unmarried · Single Female
Working Youth
Workers
Medical/Congratulatory/Condo Upper Ceiling in Wages ·
lences Expense Loan
Lower Limit in Service Years
Living Expense Loan
Workers With Wages in
Arrears
Scholarship for SME Workers Limit in Terms of Industry
and Children
Type, Upper Ceiling in Wages,
Living
Preferential Treatment for
Security
Long-term Employees
Support
Programs Credit Guarantee for Workers Includes the Unemployed and
Irregular Workers
Business Startup Loan for the
The Unemployed
Long-term Unemployed
Unemployed Female Heads of
Business Startup Loan for
Households
Unemployed Female Family
Heads
Upper Ceiling in Business Size,
Leisure & Condominiums
Open to the Unemployed
Recreation
No Limit
al Support Culture and Arts Festival
Programs Workers Welfare Facilities
No Limit3)

The
Unem
ployLow
Small Irregued
InSizes lar
come

○

×

×

×

☼

○

▲1)

×

☼

○

▲1)

×

○

○

▲1)

×

☼

○

?

×

○

○

○

×

☼

☼

?

×

○

○

○

○

×

×

×

☼

×

×

×

☼

○

☼ ▲1) ▲2)

○
○

○
○

○
○

×
○

Notes: ☼: Exclusive application ○ : Application possible ▲ : Partial application
only
?: No stipulation prohibits application, but in reality, cannot be applied to
irregular workers with employment terms of less than one year
×: Cannot be applied
1) Can be applied to contract workers but not to daily workers or hourly
(part-time) workers.
2) Workers dismissed from SMEs, only within 1 year from the date of
dismissal.
3) Workers welfare facilities are intended for workers and their families.
However, in reality, there are no restrictions in the scope of beneficiaries.
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problem. As it is virtually impossible for irregular workers such as
temporary or daily workers to stay in employment for over a year,
they are in fact discriminated against by the service-year requirement
even though there is no explicit expression of such exclusion. In light
of the fact that the need for medical expenses and expenses for
congratulations and condolences is universal across the entire
working population, and yet the irregular workers are not entitled to
such support, the service-year requirement needs to be reconsidered.
In distributing a finite amount of resources, it is necessary to limit
the scope of beneficiaries through a set of selection criteria. However,
priority should be given to those whose needs are greater and yet are
not supported by other programs. Excluding the already marginalized
group of workers with additional, selective criteria such as the serviceyear requirement can damage the raison d’être of the public welfare
services.
At the moment, irregular workers are rarely supported by public
welfare services. However, the number of irregular workers is rising
rapidly, and thus, it is imperative that they be incorporated within the
scope of the service. Against this backdrop, the Credit Guarantee for
Workers is a positive new system intended to rescue workers who are
excluded from various welfare schemes in practice even when they do
qualify for coverage.
3.2 Types of Payment
The types of payments can be largely classified into cash and goods
and goods payments can be further broken down into opportunities
or tax breaks, services, goods, and certificates. The types of payment
currently employed by the public welfare services are as follows (refer
to Table 21-7).
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Table 21-7 Types of Payment Employed by Public Welfare Services

Employer Support
Program

Leisure & Recreational
Support Programs

Living Security Support Programs

Housing Security Support
Programs

Classification

Programs

Workers Housing
Program
Housing
Purchasing Loan
Housing Lease
Loan
Lease Apartments
for the Working
Youth
Medical/Congratu
latory/Condolenc
es Expenses Loan
Living Expense
Loan
Scholarship for
SME Workers and
Children
Credit Guarantee
for Workers
Business Startup
Loan for the
Long-term
Unemployed

Nature of Needs Payment Types

Details of the
Payment

Basic Expense

Goods

Basic Expense

Cash

Basic Expense

Cash

Basic Expense

Goods

Extraordinary
Expense

Cash

Purpose-based Cash Corporate
Loan
Welfare

Emergency
Income
Guarantee
Basic Expense

Cash

Emergency Cash
Loan

Cash

Purpose-based Cash Corporate
Support
Welfare

Basic Expense

Opportunity

Loan Opportunities None

Emergency
Income
Guarantee

Cash

Business Startup
Loan for
Unemployed
Female Family
Heads

Emergency
Income
Guarantee

Condominium
Rental Support

Extraordinary
Expense

Culture and Arts
Festival

Extraordinary
Expense

Workers welfare
Facilities

Extraordinary
Expense

Dormitory
Construction
Support

Basic Expense

Infant and
Childcare
Facilities

Basic Expense

Provision with
consideration
Purpose-based Cash
Loan
Purpose-based Cash
Loan
Provided at Actual
Cost

Other Welfare
Systems
Providing
Identical
Programs
Corporate
Welfare
Corporate
Welfare
Corporate
Welfare
Corporate
Welfare

None

Purpose-based Cash Business
Loan
Startup Support
Program of the
SME
Administration
Cash
Purpose-Based
Business
Cash Loan
Startup Support
Program of the
Women’s
Business
Association
Opportunity Cost Savings/
Corporate
Recreational
Welfare
Opportunities
Opportunity Opportunity to
Corporate
Participate in the
Welfare
Event
Opportunity Cost Savings/
Social Welfare
Recreational
Services
Opportunities
Opportunity/ Tax Reduction or
None
Cash
Exemption/
Purpose-based Cash
Loan
Opportunity/ Take Reduction or None
Cash
Exemption /
Purpose-based Cash
Loan

Source: Reconstructed from Nam, Chan-Seob (2000)
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The table shows that cash is the most common form of payment,
followed by opportunities and payment in goods. Services that usually
pay cash are housing and living security plans. Included are programs
such as Housing Purchasing or Lease Loan, Medical · Congratulatory
· Condolences Expenses Loan, Living Expense Loan, Scholarship for
SME Workers and Children, Credit Guarantee for Workers, Business
Startup Loans for the Long-term Unemployed and Unemployed
Female Family Heads, Dormitory Construction Support, and Infant
and Childcare Facilities. Services that grant opportunities as payment
are the Credit Guarantee for Workers Program, Condominium Rental
Support, Workers Culture and Arts Festival, Workers welfare
Facilities, Dormitory Construction Support, and the Infant and
Childcare Facilities. Programs that provide goods are Workers
Housing Program and Lease Apartments for the Working Youth.
One characteristic of the public workers welfare service is its low
transferability regardless of the type of payment. Though cash has
high potential of transfer, the cash payments made by the public
welfare services are mostly purpose-based loans or subsidies. This
means that payments are granted only for predetermined purposes,
and that the payments cover only a certain portion of the total
expense in order to minimize the transferability. Payments made in
the form of opportunities, by their nature, are not transferable. The
low transferability may be beneficial in the sense that the payment
cannot be diverted to unintended purposes. But unless diversity is
guaranteed, the low transferability may limit the choice of the
individuals.
3.3 Delivery System
The delivery system is a systematic connection between the service
provider and the user and can be generally divided into the
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Table 21-8 Delivery System and the Financial Resource Structure of Public
Welfare Services
Delivery System
Classification

Programs

Administration
and Management

Employer Support
Program

Leisure & Recreational Support
Programs

Living Security Support Programs

Housing Security Support Programs

Workers Housing Program

Selection of
Beneficiaries

Payment
Provider

Funds

Ministry of
Labor/
Ministry of
Construction
and
Transportation
Housing Purchasing Loan
Ministry of
Labor/
Ministry of
Construction
and
Transportation
Housing Lease Loan
Ministry of
Labor/
Ministry of
Construction
and
Transportation
Lease Apartments for the
Ministry of
Working Youth
Labor
Medical/Congratulatory/Co Ministry of
ndolences Expense Loan
Labor
Living Expense Loan
Ministry of
Labor
Scholarship for SME
Ministry of
Employees and Children
Labor
Credit Guarantee for
Ministry of
Workers
Labor
Business Startup Loan for Ministry of
the Long-term Unemployed Labor
Business Startup Loan for Ministry of
Female Family Heads
Labor
Condominium Rental
Ministry of
Support
Labor

Financial
Institutions

Financial
Institutions

National Housing
Fund

Financial
Institutions

Financial
Institutions

National Housing
Fund

Financial
Institutions

Financial
Institutions

National Housing
Fund

KLWC
KLWC

Private
Trustees
KLWC

KLWC

KLWC

KLWC

KLWC

KLWC
KLWC

Financial
Institutions
KLWC

Workers Welfare
Promotion Fund
Workers Welfare
Promotion Fund
Workers Welfare
Promotion Fund
Workers Welfare
Promotion Fund
Workers Welfare
Promotion Fund
Unemployment Fund

KLWC

KLWC

Unemployment Fund

KLWC

Workers Welfare
Promotion Fund

Culture and Arts Festival

KLWC

Private
Condominium
Companies
KLWC

KLWC

KLWC

Workers Welfare
Promotion Fund
/Employment
Insurance Fund

Workers Welfare Facilities

Ministry of
Labor
Ministry of
Labor

Dormitory Construction
Support

Ministry of
Labor

Infant and Childcare
Facilities

Ministry of
Labor

Workers Welfare
Promotion Fund
Local
Local
Workers Welfare
Governments/ Governments / Promotion Fund
Private
Private
/ National Treasury
Trustees
Trustees
(for construction)/
local government
budgets
KLWC/
KLWC/
Workers Welfare
Financial
Financial
Promotion Fund
institutions
Institutions

* KLWC: Korea Labor Welfare Corporation.
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administrative system and the executing system. As far as the public
welfare services are concerned, the Korea Labor Welfare Corporation
functions as the provider under the guidance of the Ministry of Labor.
As the payments are generally loans that partially preserve the cost of
the services supplied by the private sector, the delivery system will be
examined in terms of administration and management, the party
charged with the selection of the beneficiaries, and the payment
provider (refer to Table 21-8).
Of the loan programs, the Workers Housing Program and the
Workers Housing Purchasing and Lease Loans are co-managed by the
Ministry of Labor and the Ministry of Transportation and
Construction, and the payments are made to the qualified
beneficiaries through the financial institutions. Loans for Medical
Expenses, Expenses for Congratulations and Condolences, Living
Expense Loan, and Scholarship for SME Employees and Children are
financed by the Workers Welfare Promotion Fund. Meanwhile, the
Business Startup Loans for the Long-term Unemployed and the
Unemployed Female Family Heads are managed by the Korea Labor
Welfare Corporation under the auspices of the Ministry of Labor.
The Korea Labor Welfare Corporation is also responsible for the
selection of candidates for the Credit Guarantee for Workers
Program but the cash payments are made through financial
institutions.
Another project for which the Korea Labor Welfare Corporation
selects and awards the beneficiary is the Workers’ Culture and Arts
Festival. The Dormitory Construction Support Program is comanaged by the Korea Labor Welfare Corporation and the financial
institutions depending on the selection criteria and the payment
conditions.
Programs such as Lease Apartments for the Working Youth,
Infant and Childcare Facilities, and Workers Welfare Facilities are
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differentiated from other public welfare services in the sense that the
private sectors have been entrusted with the payments. The payment
for the Condominium Rental Support is also made by the private
sector as the facilities rented for use are owned by private enterprises.
Commissioning such facility-related projects to the private sector
seems to be a sound approach as such programs require expert
personnel who can coordinate and run the appropriate programs.
These programs provide far more viable help than a one-time cash
payment.
Programs for public welfare facilities for workers, however, are
rarely outsourced to organizations with proper personnel with the
necessary coordination capabilities even when the programs do get
commissioned to the private sector. Thus, it is extremely difficult to
have the kind of programs that are needed. This undermines the level
of satisfaction among the beneficiaries and leads to low utilization
rates of the public workers welfare facilities.
The inadequacy in the operation of public workers welfare facilities
is in part due to an insufficient budget. In order for the workers
welfare facilities to provide the high-quality, expert services as they
should, they must be supported with proper human resources as well
as funding. However, most public workers welfare facilities are run
on the principle of financial independence. This means that the
facilities receive almost no financial support from the central
government for their operation though a few might be partially
subsidized by local governments. But the support from the local
governments is highly dependent on the governments’ financial status
at the respective time period and is thus neither a stable source of
income nor highly effective. Therefore, financial support for both the
operating costs and labor costs should be made from the general
accounts in order for the public welfare facilities for workers and
their families to play their roles effectively.
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3.4 Project Funds
The main financial resource for public welfare projects is the
Workers Welfare Promotion Fund. Depending on the objective and
content of the project, the National Housing Fund, Unemployment
Fund, Employment Insurance Fund, the National Treasury, and some
of the local government budgets are also used for the projects.
The Workers Welfare Promotion Fund was set up in 1994 in
accordance with the Welfare Promotion Act for the Workers in Small
and Medium Enterprises in order to secure the funds needed for
welfare promotion projects. The Welfare Fund consists of
government contributions, cash, goods, and other properties
contributed by non-governmental parties, funds raised from lottery
sales, loans from financial loan special account, financial institutions
or other funds, proceeds from fund management, funds set up in
accordance with the Basic Employment Policy Act, and other income.
The Fund is currently divided into three accounts: the SME Welfare
Account, the Unemployment Account, and the National Campaign
Against Unemployment Account. The latter two were temporary
accounts set up to deal with the mass-unemployment caused by the
Asian financial crisis.
The Korea Labor Welfare Corporation is responsible for managing
the Welfare Fund, and the Fund Operation Council deliberates on
matters related to management of the fund such as developing plans
for the fund, modifying the plan, and settlement of accounts.
The SME Welfare Account provides financial support for projects
related to workers livelihood security programs, scholarship programs
for SME workers, loan programs for installation of SME welfare
facilities, support programs for workers’ leisure and recreational
activities, workers’ culture and arts festival, and installation and
operation of infant and childcare facilities. The Unemployment
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Account supports businesses startup programs for the long-term
unemployed, jobless female family heads, people unemployed from
the tourism industry, as well as the livelihood security programs for
the unemployed.
The Workers Welfare Promotion Fund in the SME Welfare
Account depends on government contribution and lottery sales for
most of its income. The fund was highly appraised at the time of the
launch for securing a stable source of income for the welfare projects
for SME employees. However, the fund now appears to be lacking in
both size and security. Originally, the fund was supposed to receive
an annual contribution of 15 billion won from the government over a
10 year period and also raise 15 billion won each year from lottery
sales. However, lottery sales turned out to be too slow to meet this
target. The notion of using lottery sales as a source of income is quite
problematic because it imposes the financial burden on the low
income bracket67and also because there is low guarantee that sales
profits would always be substantial enough. There is no telling what
the next round of lottery sales would bring in because the sales
figures are very easily affected by the overall situation in the lottery
market as well as the economic climate. Slow sales can seriously hurt
the execution of planned welfare projects. An examination of lottery
sales over the last few years shows that such concerns often quite
justified. Sales figures far below expectations affected project plans
and profit levels were particularly insecure during the crisis years of
1998 and 1999 (refer to Table 21-9).
If the various public welfare projects previously discussed are run
on such meager resources, there is a risk that most of the projects
6

Considering that most of the people who buy lottery tickets are from the low
income classes, the notion of using profits from lottery sales as the source of
income for public welfare programs can be interpreted as imposing the financial
burden of the welfare on the poor, and thus can raise the issue of equality.

724

Labor in Korea, 1987~2002

Table 21-9 Workers Welfare Promotion Fund

(Unit: 100 Million KRW)
1994

1995

1996

1997

1998

1999

2000. 6

Government
Contribution

-

150

150

150

300

250

76

Lottery Sales

67

78

49

44

3

18

68

67

228

199

194

303

268

144

Total

Source: Korea Labor Welfare Corporation (2000); quoted from Ryu, Jin-Seok (2000).

would become nothing more than titles. Such reality implies that the
profit structure of the Workers Welfare Promotion Fund must
change. In order for the fund to establish itself as a stable and
effective financial resource for workers’ welfare, unrealistic hopes
such as raising funds through lottery sales should be done away with.
Instead, government contributions should be expanded both in terms
of amount and duration.

4. Future Direction of Public Welfare Policies for
Workers and Their Families
4.1 Reinforcement of Links with Other Social Welfare
Systems and Setting up an IT Welfare Network
As was mentioned before, once the overall social insurance system
is streamlined and the social insurance system, corporate welfare
plans, and social welfare services are properly settled into their places,
an overlap of payment is quite inevitable as individuals receive
redundant coverage as workers, employees, and also as national
citizens.
In order to minimize the waste of resources and to ensure an
efficient management of public welfare services, workers welfare
should reinforce its ties with social welfare services targeting workers
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and the unemployed, especially those run by the local community
welfare centers. By taking advantage of such close relationships,
redundant payments can be minimized through efficient exchange of
information. Moreover, it is necessary to better meet the needs of the
workers with more diverse programs, and to raise public awareness of
such programs with publicity activities.
In creating the connection with existing welfare systems and
carrying out publicity programs for better public awareness, the most
practical contribution that the Ministry of Labor can offer would be
setting up an IT welfare network. Planning or developing an actual
welfare program would be difficult because there is a lack of proper
human resources at both the Labor Ministry and the Korea Labor
Welfare Corporation. But the two organizations have nationwide
branches and robust IT networks that span the entire nation.
Therefore, they have a strong comparative advantage in collecting
information on workers welfare and employment. If such strengths
are put to use, building an IT welfare network would definitely be
possible.
Providing information on ① employment, current welfare services,
and the hosting organizations, and on ② welfare services for
different worker groups such as workers injured by industrial
accidents, the unemployed, low income workers, irregular workers,
employees at small enterprises, and female workers would help the
Ministry of Labor and the Korea labor Welfare Corporation better
fulfill their roles as the provider of welfare services.
4.2 Better Targeting of Public Welfare Beneficiaries
Public welfare should strengthen its service for workers not
adequately covered by the existing welfare programs such as irregular
workers, SME workers, and the long-term unemployed. As was
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mentioned before, it is essential for the public workers’ welfare
system to have a strong differentiating point in order to safeguard its
raison d’être. To this end, the public welfare services should be able
to embrace target groups different from those of other welfare
programs.
First, the selection criteria of welfare programs that currently
exclude irregular workers or SME employees should be reviewed.
And unless the inclusion incurs serious financial problems in the
operation of the programs, the qualification criteria of the public
welfare program should be modified to include the previously
marginalized group of workers. For example, the exclusion of smallbusiness employees from housing programs, service-year
requirements in supporting medical expenses or expenses for
congratulations and condolences, and preferential treatment for
senior workers in SME worker scholarship programs should be
reconsidered at this point. Also, new programs specific to irregular
workers, SME employees, and the unemployed should be developed.
4.3 Reinforcing the Existing Programs and Developing
New Programs
4.3.1 Introducing the welfare service voucher system for the low
income class

The Welfare Service Voucher System is meant to facilitate the
usage of welfare services by reducing the financial burden on the
beneficiary through direct government subsidies for certain welfare
programs.78 In principle, the system is used to supply services that
7

The voucher is a certificate that can be used to purchase only predetermined types
of goods or services. The medical service system for the low income group, meal
tickets for undernourished children, book vouchers, and cultural vouchers would
be some examples.
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can easily be purchased from the market because of high competition.
If the government adopts the voucher system in the public welfare
services, then the system should target the low income group (the
next lower group after the basic livelihood security beneficiaries) and
provide the group with essential services such as childcare or nursing
that not only ensure improved convenience for the beneficiary but
also encourage labor participation.
Society’s needs for childcare and nursing services increase in
proportion to the number of nuclear families and the elderly. As such
services are usually entrusted to women or the private sector, the
women in the low income families that cannot afford to purchase the
services are forced to give up their work to look after the child or the
elderly when the need arises. This in turn aggravates the family’s
economic difficulty. If such workers are provided with childcare and
nursing services through the welfare programs, more women will be
freed to enter the job market and improve their financial situation.
Enabling such workers to achieve financial independence through
work would be an excellent example of productive welfare.
However, there are still some hurdles to clear before the voucher
program can be introduced. First would be the financial issue.
Childcare and nursing services would cost a lot to provide, but the
financial resources of the public welfare system are very limited. If the
voucher system is launched on such unstable grounds, the discount
effect would benefit too few workers, or the discount rate would
become too low for the system to be effective.
To overcome this problem, a stable and extensive financial
resource beyond the Workers Welfare Promotion Fund must be
secured. As childcare and nursing services are commonly required by
most modern families, social commitment for such services is almost
ubiquitous in developed nations. Nursing insurance is usually a part
of the social insurance system as is childcare allowance. Considering
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that Korea now has a demographic composition similar to that of the
advanced countries, it is high time that the state intervene to provide
better welfare for women of the low income families and to enable
them to improve their financial standing through labor participation.
To this end, government support from the general account will be
needed as well as supplements from other funds such as the Women’s
Development Fund or the Employment Insurance Fund.
The second obstacle would be the mindset of the service provider
and the receiver. As the voucher would have a function identical to
cash for certain goods and services, a prohibitory measure should be
developed to prevent the original beneficiary from selling the voucher
for cash.
4.3.2 Introduction of the subsidy program for SME employees

The subsidy program is intended to ensure better access to certain
services by providing government subsidies to the service providers.
The shortcoming of the program is the limited choice of service
providers to select from when using the voucher because the
beneficiary can only use the providers who have received subsidies
from the government. However, there is much less risk of abuse than
in the voucher system.
If such a subsidy program is adopted by the public welfare services,
one option would be to set up a private organization that can provide
the SME employees with welfare services similar to corporate welfare
and to pay the subsidies to the organization. The private facility
utilization support policy of the Basic Workers Welfare Act can serve
as the legal foundation for such a subsidy program.
More specifically, a system similar to the SME Employee Welfare
Service Center Program of Japan could be a benchmark. The
subscribers of the SME Employee Welfare Service Center Program of
Japan are the employers and employees of SMEs and the costs are
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borne by the employer. The government pays the labor cost and
administrative expenses, but the centers are managed and run by
private nonprofit organizations. The services provided by the centers
include livelihood security programs, physical examinations, discounts
for gyms, individual pension schemes, retirement pay deductions,
culture and functional courses, reservation for lodging and
recreational facilities, and property formation programs (refer to
Table 21-10).
In this case, workers will be able to choose the services they need,
and discount policies can also be employed when goods payments are
used. Since the SME employees can also be offered services similar to
the cafeteria plan of the larger enterprises, this system will be able to
resolve the welfare gap between large firms and SMEs to a certain
extent.
If Korea is to adopt a system similar to that of Japan, the biggest
challenge would be convincing the employers to subscribe to a
program that imposes all the financial burden on them. Government
subsidies would be an effective way to increase the subscription rate
and to help the system take root as it can alleviate some of the burden
Table 21-10 SME Employee Welfare Service Center Program of Japan

Contents
Subscribers

Employers and employees of SMEs

Financial
0.5% of the monthly wages, borne completely by the employer
Responsibility
Government
Subsidy

Labor costs and administrative expenses by the central government,
partial labor cost subsidies from local governments

Services
Provided

Livelihood security programs, physical examinations, discounts for
gyms, individual pension plans, retirement pay deductions, cultural
and functional courses, reservations for lodgings and recreational
facilities, property formation programs, etc.

Management

Private non-profit corporations

Source: SME Employee Welfare Service Center, Shinjuku
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of the employers. Ranking the enterprises by the number of
employees and providing subsidies accordingly would be an effective
way to provide practical benefits to the largest number of workers
with a limited amount of resources and to encourage small firms to
join the program.89
Such a subsidy program should also consider revenue sources
beyond the Workers Welfare Promotion Fund. The government
should consider supporting the program from the general account
and also from the SME Promotion Fund of the SME Administration
so as to motivate SME employees and keep them from feeling
excluded.
The potential candidates for the commissioning can be labor
organizations such as the Federation of Korea Trade Unions (FKTU)
and the Korea Confederation of Trade Unions (KCTU). Other
potential candidates for the commissioning would be organizations
such as the Korea Employers Federation or the Chamber of
Commerce that have previous business experience with small
enterprises through business associations regarding the Industrial
Accident Compensation Insurance or the Employment Insurance,
private welfare organizations, or nonprofit organizations such as the
Korea Labor Welfare Corporation. To expedite the establishment of
the policy, it would be advisable to have multiple organizations
operating within a region at the same time.
4.3.3 Development of programs intended for the long-term
unemployed

The long-term unemployed who form the next lower rank to the
poverty class is the typical group marginalized from the existing social
8

For example, businesses with less than five employees can be subsidized with 80%
of the employer’s contribution, businesses with 5~10 employees with 70%, 10~30
employee businesses with 60%, and businesses with 30~100 employees with 50%.
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welfare systems. Developing appropriate public welfare service
programs for this group would not only broaden the scope of public
welfare but also serve as an important opportunity to expand the
public welfare’s financial resources beyond the Workers Welfare
Promotion Fund by utilizing the state’s unemployment budget.
Since the program for the long-term unemployed must be
correlated with both the labor market and the vocational training
programs, it would be wise for the Labor Ministry to adopt the
program as one of the items in its workers welfare plan. Most of the
long-term unemployed are relatively uncompetitive human resources
from the perspective of the labor market. Public employment and
aggressive vocational training to help make up for their lack of basic
skills would be some of the programs needed to accelerate their labor
participation. The experience accumulated to date through public
work programs should be put to use to develop the necessary
programs. Moreover, the business startup support program for the
long-term unemployed, currently undertaken by the Korea Labor
Welfare Corporation, should be expanded.
4.3.4 Expansion of the scholarship programs for SME employees

The importance of developing human capital of both workers and
their families in the face of the rapidly advancing IT era is in no
doubt. Current scholarship programs provide cash subsidies for
middle and high school tuition to a select number of SME employees.
The programs should be expanded in both the number of
beneficiaries and the amount of payment awarded. Considering that
middle school education is statutory and is now supported by the
government, the program should also include university education in
its scope. If this is difficult due to budget constraints, university
education can at least be supported with a loan program for the time
being.
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4.3.5 Diversification of the delivery system and refraining from
construction-oriented expansion of the public welfare
facilities

What is more important than building new facilities is the
implementation of proper welfare programs for workers. Qualified
welfare experts are essential in planning and operating such programs,
but both the Ministry of Labor and the Korea Labor Welfare
Corporation are sorely lacking in such resources. In light of the
situation, future public welfare policies should divert some attention
from facility expansion to identifying welfare experts in the private
sector and matching them up with the facilities or subsidizing private
facilities and using them as the means of welfare delivery.
4.4 Securing Stable Financial Resources
4.4.1 Phased expansion and maintenance of government
contribution

The most important factor in expanding and improving public
welfare services is the securing of proper human and financial
resources. The current level of government contribution or the
dependence on lottery sales does not satisfy the requirement.
Government contribution should be increased and maintained at the
level that guarantees a stable financial standing of the program. Once
a certain level of stability is achieved, then the contribution can be
scaled down.
4.4.2 Reinforcing ties with other fund programs

It is necessary to diversify the revenue sources for the public
welfare programs by linking up the projects with other fund programs.
Supporting worker housing programs in concert with the National
Housing Fund, work and welfare programs for the disabled co-
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sponsored with the Ministry of Health and Welfare, and supporting
the installation and operation of infant care facilities in cooperation
with the Employment Insurance Fund would be some examples of
such coordination.
4.4.3 Encouraging corporate contribution to the workers welfare
promotion fund

In order for the public welfare program to have a secure financial
standing, it is necessary to diversify its source of income. Encouraging
large enterprises and economic associations to make contributions to
the Workers Welfare Promotion Fund and providing incentives to
those that comply would be an option. Some examples of incentives
that can be offered to the contributing enterprises would be tax
reductions or accounting benefits such as an increase in the amount
that can be recorded as operating expenses.

Chapter 22

CORPORATE WELFARE

Kim, Jeong-Han*

1

1. Introduction
The national welfare system of Korea came into existence with the
launch of Industrial Accident Compensation Insurance in 1963.
Twenty-five years later in 1988, the National Pension Plan and
National Health Insurance were launched, followed by Employment
Insurance in July 1995. With this, the framework for the four social
insurance systems was in place. There are various reasons as to why the
national welfare system took so long to be completed, but most
scholars agree that the existence of corporate welfare in Korea was one
of the most important reasons. Company welfare successfully met the
basic welfare needs of the workers and thus decreased their need for a
state-sponsored welfare scheme. As a result, it took Korea longer than
* Research Fellow, Korea Labor Institute/ Ph.D. in Business Administration, Sogang
University, Korea/ Main field of study and research: human resources management,
industrial relations/ Main research papers and publications: co-author, A Study on
Collective Agreement(I)~(III) (1990, 1998, 2002); A Study on the M&A Commitment
(2003), etc.

Corporate Welfare(Kim, Jeong-Han)

735

the Western nations to join the ranks of the welfare state. In light of the
situation, there is no denying that corporate welfare has played a
pivotal role for labor in Korea.
Like any other human resources management systems, corporate
welfare is also challenged with the need for a change in its paradigm so
as to better adapt to the environmental shifts in social and economic
fronts. Unlike national welfare, corporate welfare is directly correlated
with the business performance of each firm and is structured according
to the dynamics of industrial relations. In addition, corporate welfare is
also affected by the overall climate of the labor market. The external
competition faced by the company and the effect of such competition
on company profits are also some indirect factors influencing
corporate welfare.
Against this backdrop, this chapter will be dedicated to examining
the trends in corporate welfare following 1987 as well as the causes of
the changes over the years. Based on observation, recommendations
will be made on the future course of corporate welfare. In the midst of
globalization, many developed nations in the western hemisphere are
cutting back on national welfare. It would be meaningful to explore the
future direction of Korean corporate welfare in light of this situation.
The present chapter is composed of five sections. In Section 2
following the introduction, we will examine the different types of
corporate welfare and the corresponding concepts. The definition
derived from the process will be used as an analysis tool. In Section 3,
we will analyze the trends in corporate welfare and the factors driving
its expansion. In Section 4, we will look into how corporate welfare is
dealing with various internal and external changes in its environment
and explore the cafeteria plan as an option. The chapter will be
concluded in Section 5.
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2. The Concept and Role of Corporate Welfare
2.1 Different Types of Social Welfare
Social welfare refers to the general services and programs offered by
the society for the wellbeing and affluent life of its citizens (Song,
Ho-Keun, 1995: 1). Depending on the provider of the welfare service,
social welfare can be divided into public welfare and private welfare.
Public welfare refers to the welfare service hosted and provided by
the state, and consists of social insurance such as unemployment
insurance and health insurance. Also included are public services that
carry out public assistance programs. Public welfare was led by public
services during the 19th century until various social insurance programs
emerged fully and became the mainstream of national welfare in the
early 20th century.
The bipolar models of central versus peripheral or institutional
versus residual are generally used in comparing and evaluating social
welfare as the model is closely correlated with the classification of
social welfare. National welfare would be an example of central and
institutional welfare while private welfare is a peripheral residual social
welfare. Private welfare is further broken down into corporate welfare
sponsored by enterprises, voluntary welfare provided by private,
nonprofit organizations, and individual welfare for which individuals,
families or relatives form the basic unit. Among the three types of
welfare, corporate welfare is the most significant both in terms of
welfare benefits and the scope of beneficiary (Song, Ho-Keun, 1995: 2)
An important fact to be considered in the study of social welfare is
that though social welfare is divided into public welfare and private
welfare, these two types of welfare are not mutually exclusive. They are,
in fact, rather closely related. In the western world, welfare programs
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went through a phase of privatization and complemented the weaker
national welfare. Company welfare is playing a similar role in Korea. As
can be seen from these examples, the public and private welfare sectors
are closely intertwined. Figure 22-1 is a brief summary of the discussion
so far.
Figure 22-1 Classification of Social Welfare

Public
Welfare

Social Insurance: Unemployment Insurance, National
Health Insurance, Industrial Accident Compensation
Insurance, Employment Insurance, etc.
Public Services: Public Assistance Programs

Social
Welfare
Corporate Welfare: Fringe benefits, benefit payments
Private
Welfare

Voluntary Welfare: Voluntary Services Provided by
Private Organizations
Individual Welfare: Material Benefits for Individuals,
Families, Relatives

2.2 The Concept and Types of Corporate Welfare
A number of different terms are used to refer to corporate welfare,
and the concept of corporate welfare is as diverse as the different
names it has. The decision as to which term should be employed
depends on the scholar or institution conducting the study as well as
the objective of the respective study and is thus a cause of confusion.
The definition of corporate welfare is as diverse as the various terms.
For example, the Ministry of Labor defines corporate welfare as
“benefits provided for workers at the expense of the company in
addition to wages and basic working conditions” (1988), while Park,
Se-Il defines it as “policies and activities carried out with the objective
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of improving the welfare of workers by improving the fringe or
secondary working conditions other than the basic working conditions
like wages and working hours” (1988). Song, Jun-Ho’s definition is
“non-wage benefits provided by the company for its workers and their
families” (1996).
The most basic criterion used to classify the type and scope of the
different corporate welfare programs is whether or not the particular
program is required by law. If it is, then it is difficult to decide whether
the program is provided by the company on a voluntary basis or
because of the enforcement by the law. Another important criterion is
whether or not the program is a basic requirement for the company
hiring the workers. The basic working condition of a company is
composed of both factors that are common across most enterprises
and also those that are unique to individual enterprises, and thus
cannot be applied uniformly to all companies. For example, providing
employees working in dangerous conditions with protective gear is not
an example of corporate welfare. Rather, it is an essential requisite for
the employer if the company hopes to employ anyone to carry out such
work. The third criterion to consider is who the bearer of the welfare
expense is. Some might take it for granted that corporate welfare
expense is paid by the company. But in fact, the expense is sometime
shared with the employee or the state. In all cases, however, the
company must be the sole or at least the main sponsor of corporate
welfare.
As has been discussed so far, the concepts and the terms for
corporate welfare vary according to the subject and purpose of the
study. Such diversity makes it difficult to develop a definition that can
be applied and accepted universally. Therefore, it seems inevitable that
the concept of corporate welfare will differ for each scholar and study.
In the present study, the term “corporate welfare” will be used over
various alternatives. It is because this term is “clear in both the subject
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executing the program and in the scope of the program” (Choi, Kyun,
1992). Moreover, the present study regards a company as a
performance-driven organization in which the benefits and welfare
costs spent for the employees and their families are regarded as a
distribution of added value to the employee and an investment in
human resources for the creation of greater added value. Therefore,
corporate welfare is defined as “a welfare program or system paid fully
or partially by the company for the employees and their families,
regardless of whether it is required by law or not.” In this sense,
benefits and welfare expense is the sum of the statutory welfare costs,
non-statutory welfare costs, payment in goods, and retirement pay
(severance pay) all of which are components of the non-cash portion
of the labor cost. The recruiting expense is not included as it is an
operating expense. Though the legal nature of the retirement pay is a
point of contention, this study includes it within the scope of benefits
and welfare expenses because the company was previously defined as a
performance-driven organization, and also because wage preservation
is one of the functions of corporate welfare.
2.3 The Function of Corporate Welfare
2.3.1 Acquisition and retention of workforce

Lifetime employment was one of the basic premises of human
resource management in Korean enterprises (mainly large enterprises),
and thus, a sound welfare and benefit scheme was a necessity for
effective human resource management. Companies were trying to
improve their acquisition and retention rates for high-quality human
resources by forming an internal labor market and providing lifetime
welfare benefits.
Korean corporate welfare programs, in their initial years, were
focused on the basic necessities such as meal plans, dormitories,
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company houses, and commuting services for commuting workers.
But with changes throughout time, the programs also evolved towards
protecting and improving the livelihood of workers with cultural and
recreational programs, and housing loans so as to enhance labor
productivity in an indirect manner (Song, Ho-Keun, 1995: 37).
2.3.2 Fostering unity among employees

One of the aims of corporate welfare is to incorporate parts of a
worker’s individual life into the corporate system. Thus, welfare
programs create a family-like unity and a sense of belonging among
employees as well as greater trust in the company. Employees also
develop stronger loyalty for their long-time employer. Overall,
corporate welfare is an effective means of retaining the workforce and
promoting lifetime employment. Welfare and benefits programs
include the families of the workers in the scope rather than limiting the
coverage to its immediate employees. By hosting field days and running
recreational facilities for the families, companies can motivate higher
commitment and loyalty from the workers.
2.3.3 The role of corporate welfare as a complement to public
welfare and the social security system

Industrialization began somewhat belatedly in Korea, and thus the
“resources” that needed to be redistributed through national welfare,
or public welfare, were quite limited. Authoritarian rule had continued
for some time, and the political prowess of the labor class was weak.
As a result, not only did the national welfare of Korea lag far behind
that of other developed nations, but the proportion of the national
budget allocated to welfare programs was disproportionately low. Such
a trend is attributable to the fact that Korea had kept its social security
expenditure to the minimum as it concentrated on quantitative
economic growth and on beefing up the national defense system
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against North Korea. Moreover, there was no political power present
to demand the improvement of social security. The Industrial Accident
Compensation Insurance Act was established in 1963 (and enacted on
July 1, 1964), but it took 25 years for the other social insurances to
come along. The National Pension Plan and National Health Insurance
were launched in 1988, and Employment Insurance in July 1, 1995, and
it was only then that Korea was able to join the ranks of the welfare
states as most Western nations had done at the beginning of the 20th
century. The weak status of national welfare inevitably resulted in the
fortification of corporate welfare. Considering that Korea is
characterized by strong enterprise-level unionism and well developed
internal labor markets, the significance of corporate welfare is much
more important than in other states.
2.3.4 The role of welfare as a complement to wages

One of the important roles of corporate welfare is supporting the
living of the beneficiaries. As such welfare policies complement the
wages of the working class to a certain extent, there are times when
labor participation is required as a condition to coverage. Since such
measures are usually implemented through labor-management
agreement, unlike major labor conditions such as wages and working
hours, corporate welfare was deployed in accordance with the unique
characteristics of individual companies rather than with objective
fairness.

3. An Analysis of the Current State of Corporate Welfare
3.1 Annual Trends in Total Labor Costs
Total labor costs grew steadily from 1987 to 2000 (refer to Table
22-1). The year-by-year growth was the most significant between 1989
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Table 22-1 Annual Trends in Total Labor Costs

(Unit: Thousand KRW, %)

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

Total Labor
Costs

Cash Payments

468.6
546.3(16.6)
659.7(20.8)
816.3(23.7)
1,011.5(23.9)
1,179.5(16.6)
1,336.8(13.3)
1,501.9(12.4)
1,726.7(15.0)
1,870.5(8.3)
2,082.1(11.3)
2,337.1(12.2)
2,383.8(2.0)
2,795.2(17.3)
2,676.5(-4.2)

393.2
458.1(16.5)
554.7(21.1)
667.3(20.3)
781.2(17.1)
891.0(14.1)
989.3(11.0)
1,132.3(14.5)
1,294.9(14.4)
1,456.0(12.4)
1,542.9(6.0)
1,414.6(-8.3)
1,557.2(10.1)
1,749.7(12.4)
1,849.8(5.7)

Percentage of
Percentage
Non-cash
Corporate
Corporate
of Cash
Labor Costs Welfare Costs
Welfare Costs
Payments
83.9
83.9
84.1
81.7
77.2
75.5
74.0
75.4
75.0
77.8
74.1
60.5
65.3
62.6
69.1

75.4
74.6
88.1(16.9)
87.5(17.3)
105.0(19.2)
103.9(18.7)
149.0(41.9)
147.5(42.0)
230.3(54.5)
228.0(54.6)
288.5(25.3)
283.4(24.3)
347.5(20.5)
344.6(21.6)
369.6(6.4)
366.5(6.4)
431.8(16.8)
428.3(16.9)
414.7(-4.0)
411.9(-3.8)
539.2(30.0)
537.2(30.4)
922.5(71.1)
921.3(71.5)
826.5(-10.4) 824.0(-10.6)
1,045.5(26.5) 1,042.4(26.5)
826.7(-20.9) 823.6(-21.0)

15.9
16.0
15.7
18.1
22.5
24.0
25.8
24.4
24.8
22.0
25.8
39.4
34.6
37.3
30.8

Source: Ministry of Labor, Survey Report on Labor Cost of Enterprises, each annual issue.
Note: The values within the parentheses indicate year-on-year growth rates.

and 1991, surging by more than 20% during this period. This was when
the voices of the labor sector had gained strength from the active labor
movement that began in 1987. Thanks to the ‘3-Low Prosperity’,
enterprises could also more or less afford to meet the demands of the
workers. But we also need to bear in mind that the labor costs prior to
this period had been very low in relative terms. Thus, even a slight
increase in the absolute amount translated into significant growth rates.
Total labor costs have been growing steadily each year by over 10%
except in 1996 and 1999. However, the trend reversed in 2001. Though
the cash portion of wages saw a slight increase, non-cash costs, the
retirement pay in particular, decreased significantly over the previous
year (refer to Table 22-2). Despite a 100.1 thousand won increase in
cash wages, the total labor cost contracted by 118.7 thousand won.
This was because non-cash labor costs decreased by 218.8 thousand
won, with costs such as the retirement pay showing a whopping decline
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of 247 thousand won. The trend can be interpreted in two ways. We
could either conclude that the number of layoffs fell in 2001 since the
economy had picked up over the previous year, or that employment
adjustment had been pretty much completed the year before and was
no longer urgent.
Labor costs can be broken down into cash payments and non-cash
labor costs.
Cash payments, like the total labor cost, show the biggest growth
between 1989 and 1991. After growing steadily each year by over 10%,
the growth rate reversed in 1998. This was when labor costs as a whole
shrank as companies, in an effort to survive through the financial crisis,
implemented aggressive restructuring measures, froze wage levels, and
slashed bonuses.
In the case of non-cash labor costs, the growth was most
pronounced between 1990 and 1993. The trend is in line with the
observation that workers tend to opt for higher cash payments of
wages rather than additional non-cash benefits and thus start
demanding welfare and benefits only after their needs for wage hikes
are relatively satiated. The explosive growths of 1997 and 1998 are also
noteworthy. These growths will be discussed in more detail in the
following section, but they seem to be caused by the payout of
retirement (severance) pay and early retirement entitlements during the
collective dismissal process and the expansion of the employment
insurance coverage.
An examination of labor costs shows that the proportion of cash
payments is decreasing steadily over the years. Cash payments
accounted for over 80% of total labor cost during 1987~1990, but the
percentage dropped to the 70% level during 1991~1997 and to the
60% level after 1998. The trend can also be interpreted to mean that
the proportion of the non-cash labor costs has increased. Assuming
that all of the non-cash labor costs minus the hiring expenses are
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corporate welfare costs, little attention was paid to welfare during the
1980s as the focus was on wage hikes during this period. However,
welfare soon gained importance in the minds of the target groups, and
statutory welfare costs also increased as social insurance programs such
as the National Pension Plan, National Health Insurance, and
Employment Insurance were launched. When the government started
restricting wage hikes in 1990, potential income gains were realized
through improvements in corporate welfare, contributing to further
growth in non-wage labor costs. As a result, corporate welfare costs
which accounted for a mere 15.9% of total labor costs in 1987
exceeded 30% in 2001.
3.2 Annual Trends in Corporate Welfare Costs
In the present chapter, corporate welfare costs are defined as the
non-cash labor cost minus the hiring cost. But the annual trend of
corporate welfare costs is quite similar to that of the non-cash labor
costs considering that the hiring and recruiting expense accounts for a
very small portion of the non-cash labor costs (refer to Table 22-2).
Except for the years 1999 and 2001, the total corporate welfare costs
have been increasing steadily since 1987. In 1999 and 2001, costs such
as retirement pay which makes up for a considerable portion of the
retirement pay surged strongly before declining again. But corporate
welfare costs have climbed continuously because both the statutory
and non-statutory welfare costs are gaining steadily.
Overall, costs such as retirement pay which accounts for a
significant portion of the corporate welfare costs have increased. The
growth was steady up until 1995 but suffered a slight drop in 1996.
Since then, there is a repetition of sudden drops and recoveries.
Retirement pay and related costs posted 228.6 thousand won in 1997,
618.4 thousand won in 1998, 439.7 thousand won in 1999, and 388.3
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thousand won in 2001, showing significant differences between the
years. The surge of retirement pay and related costs in 1998 is
attributable to the 1998 revision of the Labor Standards Act and the
subsequent mass layoff. When the revision legalized the collective
dismissal system, companies jumped to the chance to reduce their
workforce to increase corporate competitiveness. During this period,
honorary retirement allowances were paid out to the retirees in
addition to the established retirement pay. The Advance Retirement
Pay System was then launched in March 1997 with the subsequent
revision of the Labor Standards Act.
The trends of the statutory and non-statutory welfare costs are
shown in Table 22-2. The statutory costs have been increasing rapidly
since 1987, and the growth period can be roughly divided into two
phases.
Table 22-2 Annual Trends in Corporate Welfare Costs

(Unit: Thousand KRW, %)
Corporate
Welfare Costs

Training
Retirement
Statutory
Non-statutory and Other Labor
Cost of
Pay and
Welfare
Costs
Welfare Costs Education
Related Goods Paid
Costs
Costs
Costs

1987
74.6(100) 27.4(36.8)
1988
87.5(100) 31.2(35.6)
1989
103.9(100) 34.7(33.4)
1990
147.5(100) 56.8(38.5)
1991
228.0(100) 90.0(39.5)
1992
283.4(100) 104.6(36.9)
1993
344.5(100) 121.7(35.3)
1994
366.4(100) 145.6(39.7)
1995
428.3(100) 203.9(47.6)
1996
411.9(100) 137.7(33.4)
1997
537.2(100) 228.6(42.6)
1998
921.3(100) 618.4(67.1)
1999
824.0(100) 439.7(53.4)
2000 1,042.4(100) 635.3(60.9)
2001
823.6(100) 388.3(47.1)

2.7(3.6)
3.1(3.6)
3.3(3.2)
4.3(2.9)
3.5(1.5)
3.3(1.2)
3.9(1.1)
5.7(1.6)
1.1(0.3)
4.2(1.0)
5.3(1.0)
2.4(0.3)
4.7(0.6)
3.8(0.4)
1.8(0.2)

10.8(14.4)
18.8(21.4)
19.7(18.9)
24.0(16.3)
37.9(16.6)
50.9(18.0)
61.9(18.0)
55.1(15.0)
64.7(15.1)
81.0(19.7)
98.1(18.3)
121.7(13.2)
163.7(19.9)
183.1(17.6)
210.3(25.5)

27.1(36.3)
26.3(30.0)
35.7(34.4)
49.1(33.3)
75.3(33.0)
99.7(35.2)
124.5(36.1)
126.4(34.5)
120.8(28.2)
139.5(33.9)
154.0(28.7)
141.5(15.4)
174.5(21.2)
169.6(16.3)
174.6(21.2)

4.4(5.9)
5.7(6.5)
7.1(6.8)
9.8(6.6)
16.3(7.2)
19.3(6.8)
24.3(7.1)
25.1(6.9)
25.7(6.0)
39.0(9.5)
39.5(7.4)
28.9(3.1)
33.5(4.1)
40.5(3.9)
41.1(5.0)

2.2(3.0)
2.4(2.8)
3.(3.3)
3.5(2.4 )
5.0(2.2)
5.6(2.0)
8.2(2.4)
8.5(2.3)
12.1(2.8)
10.5(2.5)
11.7(2.2)
8.4(0.9)
7.9(1.0)
10.1(1.0)
7.6(0.9)

Source: Ministry of Labor, Survey Report on Labor Cost of Enterprises, each annual issue.
Note: The values within the parentheses indicate each item’s proportion ratio to the
total costs.
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The first phase lasts from 1987 to 1993, and the second phase from
1994 to 2001. Growth in statutory welfare costs during the first period
was due to the introduction of National Health Insurance and the
National Pension Plan, and the second period due to the launch of
Employment Insurance and the expansion of social insurance to a
broader range of enterprises.
Table 22-2 shows that non-statutory welfare costs also rose over the
years, and this growth can once again be divided into two phases. The
first of the two phases spans 1987 to 1993, and the second 1994 to
2001. Growth in costs was almost vertical in the first phase while that
of the second phase was gradual and marked with negative growth
from time to time. The rapid surge in the initial stage is attributable to
the combined effect of the active labor movement since 1987, labor
shortage caused by the ‘3-Low Prosperity’, and the wage-guideline
policy of the government. When the near-vertical growth of the first
phase lost steam, it was followed by a more tempered growth in the
second phase. The second phase also overlaps with the Asian financial
crisis and went through a series of ups and downs.
A relative comparison of growths in statutory and non-statutory
welfare costs reveals an interesting point (refer to Figure 22-2).
According to the data, the difference between statutory and
non-statutory costs was the greatest at the point when the phases were
divided. In the first phase, non-statutory costs grew at a rapid phase
while statutory costs rose at a more moderate speed. However, the
trend was reversed in the second phase. By the year 2000, the absolute
amount of statutory costs exceeded that of the non-statutory costs.
This shows that the state-sponsored costs of statutory welfare, which
resembles social welfare in nature, grew rather slowly while the costs of
the enterprise-funded non-statutory welfare programs grew rapidly
from the very beginning. Non-statutory costs grew at such a speed in
the beginning because companies took on the responsibility of the
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Figure 22-2 Annual Trends in Statutory and Non-statutory Welfare Costs
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employees’ welfare instead of the state while the social insurance
system was still weak. But the proportion of this cost gradually
decreased as the social insurance system matured and as enterprises
started controlling the non-statutory welfare costs with the total labor
cost approach.
The statutory welfare costs beat the non-statutory costs in 2000 in
terms of the absolute amount and have remained ahead since. This is
because statutory costs are increasing steadily with the expansion of the
social insurance system while enterprises are exercising stricter control
over non-statutory costs in order to enhance corporate
competitiveness. This trend is likely to continue into the future.
3.3 The Reasons for the Increase in Corporate Welfare
Costs
Company welfare costs have been growing steadily since 1988 with
the exception of the crisis-stricken 1998. The rapid increase in costs
was driven by the following five points.

748

Labor in Korea, 1987~2002

First, more and more corporate welfare programs were mandated by
the state as part of the social security policy. Following the 1963
establishment of the Industrial Accident Compensation Insurance Act,
the National Health Insurance and the National Pension Plan systems
were launched in 1988. In 1995, the Employment Insurance system
was introduced, further contributing to the growth of statutory welfare
costs. In the coming years, population aging and lower fertility rates
would also inevitably increase the burden on both the workers and the
enterprises for both the National Pension Plan and National Health
Insurance. For the enterprises that are trying to control their total labor
costs, an increase in statutory welfare costs also means a decrease in
non-statutory costs.
Second, as the government implemented various policies related to
wages, employment, and commodity prices, companies voluntarily
beefed up corporate welfare as a means to resolve employee discontent
and to attract quality human resources. When the government started
exercising control over runaway wage hikes in 1990 with the wage
guideline policy, corporate welfare costs rose by a significant margin in
response as welfare costs were not subjected to government
supervision. Company welfare programs, by their very nature, are
sustained over the long term once they are institutionalized. Thus, the
burden on enterprises tends to increase even when wage control
policies go out of effect.
Third, corporate welfare has some advantages over monetary
income such as cash wages in terms of taxes. Though income is
subjected to a progressive tax system in many countries, benefits and
welfare are rarely taxed. Thus, the real or potential value of benefits and
welfare is regarded to be greater than that of cash income. Companies
also tend to favor welfare programs over wage hikes because such
programs are effective in developing company loyalty among
employees and in saving taxes. This happens because these costs are
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recorded as expenses or can be used in keeping corporate profits at an
appropriate level.
Fourth, an economy of scale can be achieved in corporate welfare
programs due to their collective nature. For example, companies could
do volume purchasing of presents (or other necessaries), resort
vacation packages, or insurances at bulk prices and save costs.
Fifth, the expansion and improvement of corporate welfare
programs were driven by active labor movements. In the case of the
United States, corporate welfare became an important agenda for
collective bargaining as trade unions gained considerable bargaining
power during the 1930~1950s. As a result, the rights and benefits of
individual workers saw significant improvements. In Korea, the same
objectives were pursued by labor groups as their movements gained
momentum in 1987. The demands were met relatively smoothly as
improvement in welfare programs was a form of tradeoff for wage
hikes and was also a way to provide more for the employees without
violating the government’s wage control policy. As trade unions are
becoming more aware of the concept of real income, they are
demanding expansion in corporate welfare for both economy of scale
and tax reduction purposes.
In addition to those mentioned above, corporate welfare programs
offer various other desirable benefits for both the employee and the
employer. For the employee, corporate welfare serves as the source of
motivation for workers, improves worker satisfaction, improves the
sense of job security, reduces discontentment, and improves
labor-management relationships. For the employer, welfare programs
lead to productivity gains, stronger teamwork among the workers,
fewer absences and turnovers, savings in recruiting and training costs,
and better industrial relations (Chung, Soo-Young, 1996: 424-425)
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3.4 Shortcomings in the Current Corporate Welfare Systems
Company welfare costs have increased significantly and accounted
for over 30% of the total labor costs in 2001. Despite such quantitative
improvement, however, there is quite a bit of skepticism as to whether
corporate welfare is living up to its expectations in improving
productivity and quality of life for workers. The biggest identified
shortcomings of the current corporate welfare systems would be the
welfare gap among businesses of different sizes and the
supplier-centered operation of the welfare system.
3.4.1 Widening welfare gap among businesses by size

As companies tend to vary in their ability to pay, a certain degree of
wage differential by business size is quite inevitable. But the analysis of
wage differentials reveals that, in contrast to wage differentials by sex,
industry, or occupation, the difference by business size is ever widening
(refer to Figure 22-3).
The trend in total labor costs shows that the gap between larger
enterprises and SMEs is growing day by day. The relative trend in total
labor costs was analyzed with a baseline value of 100 for Size 1
enterprises (30~99 employees). The analysis shows that the
inter-enterprise difference was not very substantial in 1987 with Size 2
posting 96.8%, Size 3 96.4%, Size 4 101.6%, and Size 5 103.6%.
However, the differences became pronounced as the figures for the
respective sizes changed to 108.0%, 121.5%, 124.5%, and 157.6% in
1995 and even more so in 2001 as the postings were now 114.1%,
126.1%, 139.2%, and 178.1%. This shows that the difference between
Size 1 and Size 5 was a mere 3.6% points in 1987 but grew steadily to
reach 78.15% points by 2001. One of the interesting points about the
corporate welfare cost differences among businesses is that the
absolute amount of corporate welfare costs pretty much coincides with
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Figure 22-3 Labor Cost Trends by Business Size
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Figure 22-5 Trends in Non-cash Payments by Business Size
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the order of the corporate size. This shows that the bigger the company,
the greater the welfare costs. This particular trend is becoming more
pronounced with time.
Figure 22-4 and Figure 22-5 show the trends in the two components
of total labor costs, the cash payments and the non-cash labor costs, by
year. By looking at the figures, we can tell that the differences in these
two costs by business size were growing since 1987, just as the total
labor costs were.
The proportion of direct labor costs is inversely proportionate to
business size, while the opposite is true for indirect labor costs. In
other words, direct labor costs account for a higher proportion of total
labor costs in smaller businesses, and the indirect labor cost a higher
proportion in the larger enterprises. In the case of businesses with
30~99 employees, direct labor costs account for 74.5% of total labor
costs while the proportion decreases by 15.8% points to 58.7% in
businesses with 1,000 or more employees.
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In small businesses with 30~99 employees, retirement pay accounts
for a mere 12.3% of the total labor costs. However, the percentage
increases to 18.5% and 28.2%, respectively, in businesses with
100~299 employees and 1,000 or more employees. It is at least partly
due to the fact that larger enterprises have a higher tendency to adopt
the progressive retirement pay system than do the smaller counterparts
and can also better afford to take advantage of the Advance Retirement
Pay System.
Statutory welfare costs account for a trifling 5.0% of the total labor
cost in businesses with over 1,000 employees but increase to 6.2% in
those with 30~99 workers, thus showing that the statutory cost is a
higher burden on smaller businesses.
The proportion of non-statutory welfare costs in total labor cost
does not show a big difference among businesses. However, it is worth
noting that the statutory cost exceeds the non-statutory cost in
businesses with 100~299 employees. This trend is expected in all
business sizes in the future.
3.4.2 Supplier-centric corporate welfare

One of the biggest problems in the corporate welfare at present is
that the systems are supplier-centric rather than end user-centric.
Welfare programs provided unilaterally by companies incur
unnecessary costs and do not lead to targeted productivity gains as they
often fail to address the needs of the employees accurately. Company
welfare needs to become less rigid and offer a wider choice to the
employees so that it effectively translates to productivity growth. As
the four social insurance systems are successfully establishing
themselves into the social framework, it might even be necessary to
reduce corporate welfare in areas where there is a high degree of
redundancy with social insurance.
Some of the environmental changes of late surrounding corporate

754

Labor in Korea, 1987~2002

welfare are socioeconomic changes such as population aging, higher
educational attainments, diversification of employment forms, and
increased labor participation of women. There are also some economic
factors including the intense global competition and the ensuing need
for reinforcement of the total labor cost scheme.
In order to face up to the challenges of such social, economic, and
cultural changes, and to live up to their original role as the driver of
productivity growth, corporate welfare needs to go through an
extensive facelift.

4. The Need for Changes in Corporate Welfare and
the Future
4.1 The Need for Changes in Corporate Welfare
At the moment, the Korean economy is at a transitional state and is
in need of a change in its paradigm. In the past the state-driven growth
policies minimized competition among domestic companies and also
provided both explicit and tacit support for international expansion.
Now, however, the decentralization of the economy and the
breakdown of the authoritarian leadership in the market demand
businesses go through intense competition to survive. Moreover,
competition now transcends borders as the wave of globalization has
effectively swept across all continents alike. In the midst of such
changes, businesses are faced with the challenge of minimizing costs
while maximizing productivity.
To face up to the challenges that emerged after the Asian financial
crisis of 1997, companies are implementing various measures to
restructure and innovate themselves. Measures such as spin off of
business operations, outsourcing, diversification of employment forms,
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increases in irregular employment, conversion from the seniority-based
wage system to performance-based systems show how intense a
competition the companies are fighting against.
Rapid changes in both the internal and external fronts in
management are also calling for corresponding changes in corporate
welfare. In order to improve corporate profit structure, it is advisable
to do away with welfare programs that do not contribute towards
productivity growth, and outsource those for which it is difficult to
achieve economies of scale. As social welfare programs are maturing, it
would also be a sensible approach to cease providing services that
overlap with those of the national welfare.
The understanding on who the rightful beneficiaries of welfare are
should also be modified in line with the changes in employment forms
and structures. Conventional corporate welfare was based on the
concept of lifetime employment, but a more fitting foundation for the
present would be lifetime occupation.
The values held by the workers are also an important factor that
needs to be considered in determining the future direction for
corporate welfare. It is not hard to suspect that corporate welfare
designed for the difficult years in which fulfilling the need for the
basics such as food, clothing, and shelter was top priority is no longer
suitable. With such needs met, people are now looking for better ways
to enjoy their spare time. Moreover, providing uniform welfare
programs across the board is not an effective way to satisfy the workers
whose needs are more diverse and sophisticated than ever before. Thus,
welfare programs need to be creatively diversified to give workers
wider choices. Moreover, having the employees bear part of the
expense in return for providing programs tailored to their needs could
also be an option.

756

Labor in Korea, 1987~2002

4.2 The Future Direction of Corporate Welfare
Though there is still room for improvement, companies have been
doing what they can to meet the changing demands. Of the different
options considered by enterprises, we will take a look at outsourcing,
conversion to wages, and the cafeteria plan.
4.2.1 Outsourcing

Companies can choose to handle only the core matters of welfare
and benefits on their own and outsource the rest of the process to
third-party providers. The advantages of outsourcing are as follows.
Companies can i) benefit from the expertise and universality of
specialized welfare companies, ii) easily modify the welfare services to
meet the needs of their employees in a timely manner, iii) assess the
value of welfare services for their employees objectively, iv) have a
clear and precise view of the welfare costs, and v) easily launch or
discard the welfare system at their convenience. However, the
outsourcing approach also has the following limitations. i) As welfare
systems are multilayered, it is difficult to decide which section should
be outsourced, and ii) it is questionable what the savings would be
compared to the pre-outsourcing period when there were not as many
resources assigned to welfare management. Also, iii) the companies
lose the chance to accumulate valuable experience and know-how on
welfare management and iv) welfare services can be terminated against
the company’s will, should the provider of outsourced services go out
of business for its own reasons.
4.2.2 Conversion to wages

The conversion of corporate welfare to wages or allowances is
usually done in order to achieve conformance to the performance-
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based wage system, equality, and efficiency of welfare and benefits, and
to meet the varying needs of the workers in the face of diversifying life
style and employment flexibility. If a few goods payments are
converted into wages, than savings can be achieved for both the
operating costs and workload. However, there are also some
shortcomings that can be anticipated. First, cash payments for workers
are taxed in contrast to goods payments. The burden on the company
is actually doubled because the company also has to pay additional
social insurance premiums for the increased cash amount. Second, if
the company had been providing welfare services such as providing
company-owned houses or summer homes for vacationing employees,
than the company will have to sell the facilities or use them for other
productive purposes once the wage conversion is made. Otherwise, the
converted amount in cash will simply end up being an additional cost
for the company. Third, this approach may motivate too strong a
competition among workers and actually contradict the original
mission of welfare. Considering that unity as a group is still an
important value for Korean businesses and workers, measures that
induce strong competition among individuals are likely to be resisted
by the employees.
4.2.3 Cafeteria plan

Considering the shortcomings of the aforementioned plans, the
cafeteria plan which was adopted by many companies recently and is
now a buzzword among welfare professionals may be a more viable
option. The cafeteria plan, also referred to as the “Tailored Benefit
Plan” or the “Flex Benefit Plan”, is defined as “a system which allows
the employees to choose the welfare and benefits services that best
meet their needs from a predetermined selection of welfare menus
within a certain budgetary limit.”
The cafeteria plan was first developed by Nealey in 1963 but was
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introduced in Korea only in 1997 by IBM Korea. The plan proliferated
at a fast pace and was adopted by LG Distribution and CJ in 1998, and
Korea Gas Corporation in 1999. In 2000, companies such as Dong
Yang Confectionary, Korea Electric Power Corporation, Hangul and
Computer, Nike Korea, KTF, Delphi Korea, Samsung Life Insurance,
POSCO and a wide array of venture startups and private companies
joined the club. As of 2003, there are supposed to be about 20
enterprises using the system including government agencies such as the
Ministry of Planning and Budget, Civil Service Commission, and the
Regional Police Headquarters (Kim, Hwan-Il, 2003: 20).
The advantages of the cafeteria plan are as follows (Institute for
Cafeteria Plan 1994: 47-48).
First, the plan improves the economic efficiency of the welfare and
benefit costs. In other words, the plan provides the opportunity for
companies to raise awareness among employees that companies are
bearing the expense of the services provided for the employees.
Second, it is possible to build a flexible system that can easily adapt
to the changes and diversification of needs.
Third, the plan can respond effectively to life cycles. This means that
companies can better cater to the needs of employees with different life
cycles.
Fourth, new welfare items can be added on more easily. A new item
in the plan is not necessarily provided uniformly across the workforce
because each employee has a predetermined budgetary limit. Thus,
addressing the demand for new welfare items does not automatically
translate to an increase in welfare costs.
Fifth, with the cafeteria plan, it is possible to do total labor cost
management. This is probably the most important advantage of the
plan from the perspective of businesses. The cafeteria plan enables the
management of total labor costs over the long term. With the previous
types of welfare systems, a new item on the welfare service list brought
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on by union demand would inevitably lead to an increase in welfare
costs because the item is applied uniformly to all the workers on the
company payroll. The management of total labor costs inclusive of the
wages (cash payment) and the welfare and benefit costs was impossible
under such circumstances. However, total labor cost management with
a long term perspective can be done if the cafeteria plan is used.
In addition to such advantages, the cafeteria plan also ensures a fair
distribution of welfare among employees by providing a wide selection
of programs. Worker response is apt to improve as they get to choose
their own welfare programs. Communication and employee
participation in corporate operations also improve as active exchanges
take place in the plan development phase. Moreover, the plan is also
known to promote trade-union expertise.
However, the cafeteria plan is not without shortcomings (Institute
for Cafeteria Plan, 1994: 48-51).
First comes the issue of optimal choice. This has to do with the
question of whether or not the employees make wise choices. If
employees become too engrossed in welfare programs with immediate
benefits (particularly those that have high market value), there is a risk
that they will overlook and fail to benefit from any welfare that
provides long-term benefits. Since this is not an inherent problem of
the cafeteria plan, it can be resolved by making the employees choose
the core welfare with a long-term perspective by employing the Core
Benefit Plan or the Core-plus Benefit Plan.
The second problem is the increase in management costs.
Compared to the basic plan, the cafeteria plan has more welfare items
to manage and could lead to an increase in management costs. Some
examples of the additional cost would be the cost of developing and
producing the brochure or manual that describes the various welfare
programs, and the cost of maintaining the computer systems needed to
operate the plan. Management costs tend to decrease in disproportion
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to the number of employees a company has.
The third issue would be the increase in costs incurred by adverse
selection. Adverse selection is a term used in the insurance business
and describes an occurrence common in the US medical insurance
system. In the US, insurance revenues are decreasing while the
expenditure soars because healthy people tend to shirk subscription
while the less healthy population actively buys health insurance. Dental
treatment is an area prone to such a problem, and orthodontic
treatment in particular. There are even some subscribers who cancel
their contract once the orthodontic treatment of their children is
complete.
Therefore, companies planning to use the cafeteria plan should
make sure that they carry out a detailed analysis of their previous
welfare plans and the needs of their employees in developing a detailed
budget plan. A phased implementation is advisable over a big-bang so
that the problems discussed so far can be minimized. It is also
necessary to make efforts to minimize the adverse effects of
introducing a new system.

5. Summary and Conclusion
The objective of this chapter was to trace the evolution of corporate
welfare in Korea and to identify the optimal course for its future
development. Company welfare was defined as “non-cash benefits
paid fully or partially by the company to improve the life of employees
and their family” and the history of corporate welfare was examined on
the basis of the Survey Report on Labor Cost of Enterprises published
annually by the Ministry of Labor.
The development of corporate welfare in Korea was somewhat
belated due to the growth-oriented economic policy of the government.
However, its growth has been stellar since 1987 when the labor
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movement began in full force. The fact that corporate welfare costs
increased by 11 times between 1987 and 2001 while labor costs and
wages (cash payments) only grew fivefold, respectively, is a telling
point.
Some of the reasons attributable for such an impressive growth in
corporate welfare are the increases in statutory welfare costs,
reinforcement of the non-statutory programs as a means to sidestep
the government’s wage-guideline policy, higher tax benefits than
monetary income, the collective nature of corporate welfare, and the
activation of labor movements.
As various internal and external factors call for stronger corporate
competitiveness, it is high time that corporate welfare also expand
beyond its existing boundary. Some examples of the numerous options
being considered to replace the older welfare systems are outsourcing,
conversion to wages, and the cafeteria plan. The outsourcing plan does
not bring much qualitative improvement over the previous systems
and is therefore incapable of providing better answers to the
employees’ demands. The wage-conversion plan is also deemed
premature for the Korean market. In comparison, the cafeteria plan is
an excellent alternative as it has the potential to bring productivity gains
while reducing costs and satisfying the needs of the employees.
Unconditional adoption of the flexible welfare plan will only add
confusion to the welfare system. Thus, any attempt to restructure the
welfare system should be in line with not just the corporate and human
resource strategies but also the needs of the employees if it is to
succeed.
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