Employment Insurance in
Korea : The First Ten Years

Jaeho Keum, Jiyeon Chang, Deok-Soon Hwang,
Dong-Heon Kim, Jooseop Kim, Byung-Hee Lee,
Kyu-Yong Lee, Seong-Jae Park, Kil-sang Yoo

Employment Insurance in Korea : The First Ten Years
Jaeho Keum, Jiyeon Chang, Deok-Soon Hwang, Dong-Heon Kim, Jooseop Kim,
Byung-Hee Lee, Kyu-Yong Lee, Seong-Jae Park, Kil-sang Yoo
Copyright © 2006 Korea Labor Institute (KLI)

Contents i

Contents

Preface

xi

Chapter 1. Purpose and Concept of EIS (Kil-sang Yoo)

1

Ⅰ. Purpose of the EIS
Ⅱ. Concept of the EIS

3
5

Chapter 2. Introduction of the Employment Insurance System
in Korea (Kil-sang Yoo)

Ⅰ. Summary of Discussion until the 1980s
Ⅱ. Employment Insurance Research Commission
and Employment Insurance Act
Ⅲ. Major Issues of the Employment Insurance Act

9

11
18
24

Chapter 3. EIS Organization and Delivery System (Jooseop Kim)

43

Ⅰ. Introduction
Ⅱ. EIS Delivery System: Evolution and Operational Status
Ⅲ. Issues of the EIS Delivery System
Ⅳ. Conclusion and Suggestions

45
47
71
79

Chapter 4. EIS Implementation and Evaluation

(Kyu-Yong Lee, Seong-Jae Park, Jaeho Keum,
Byung-Hee Lee, Deok-Soon Hwang, Jiyeon Chang)

Ⅰ. EIS Application and Premium Collection
Ⅱ. Employment Stabilization Program
Ⅲ. Job Skill Development Program

83

85
123
187

ii Employment Insurance in Korea : The First Ten Years

Ⅳ. Unemployment Benefits Program
Ⅴ. Maternity Protection
Chapter 5. Employment Insurance Fund (Dong-Heon Kim)

Ⅰ. Introduction
Ⅱ. Employment Insurance Fund:Overview
Ⅲ. EIF Performance and Overall Financial Operations
Ⅳ. Adequate Level of Accumulated Surplus
and Premium Rates
Ⅴ. Proper Rate－setting Mechanism
Ⅵ. Uses of the EIF
Ⅶ. Summary and Conclusions
References

210
247
259

261
262
264
275
283
289
298
300

Contents iii

Table Contents
<Table 3‒1>

Staff at EIS Headquarter in the Ministry of Labor

51

<Table 3‒2>

Local Labor Office Staff

53

<Table 3‒3>

EI Examiner’s Appeals Cases and Outcome
by Year

<Table 3‒4>

58

EI Examination Committee’s Appeals Cases
and Outcome by Year

58

<Table 3‒5>

Staff in ESCs and Manpower Banks1)

64

<Table 3‒6>

Main Activities of ESCs

67

<Table 3‒7>

Main Activities of ESCs in Employment Insurance

68

<Table 3‒8>

No. of Personnel and Economically Active
Population per Personnel at Public Employment
Security Agencies in Major Countries

<Table 4‒1>

77

Changes in the Size of “Automatically Covered”
Workplaces

89

<Table 4 ‒ 2> Number of EIS‒covered Workplaces by Industry

98

<Table 4 ‒ 3> Number of EIS‒covered Workplaces by Size

98

<Table 4 ‒ 4> Number of EIS‒covered Workplaces by Region

99

<Table 4 ‒ 5> EIS‒covered Workers by Industry

100

<Table 4 ‒ 6> EIS‒covered Workers by Workplace Size

101

<Table 4 ‒ 7> EIS‒covered Workers by Region

101

<Table 4 ‒ 8> EIS‒covered Workers by Education

102

<Table 4 ‒ 9> EIS‒covered Workers by Profession

102

<Table 4‒10> EIS Coverage by Year

105

<Table 4‒11> EIS Coverage Ratio by Year

105

<Table 4‒12> EIS Coverage by Industry (2004)

106

<Table 4‒13> EIS Coverage by Profession (2004)

106

<Table 4‒14> Premium Rate and Cost Share by EIS Program

(Article 69, Enforcement Ordinance)

110

iv Employment Insurance in Korea : The First Ten Years

<Table 4‒15> Amount of Premium Collected by Year and Program

115

<Table 4‒16> Amount of Premium Collected by Workplace Size

116

<Table 4‒17> Premium Payment Rate by Year

116

<Table 4‒18> Payout Amount and Number of Beneficiaries

by ESP Sub‒program: 1995~1997

135

<Table 4‒19> Payout Amount and Number of Recipients

by ESP Sub‒program: 1998~2000

151

<Table 4‒20> ESP Payout Amount and Number of Beneficiaries

by Program: 2001~2003

157

<Table 4‒21> Payout Amount and Beneficiaries

by ESP Program: 2004

166

<Table 4‒22> ESP Beneficiaries by Firm Size

168

<Table 4‒23> ESP Payout Amount by Firm Size

169

<Table 4‒24> ESP Beneficiaries by Industry

171

<Table 4‒25> ESP Payout Amount by Industry

172

<Table 4‒26> Grant for Reemployment Payout Amount

173

<Table 4‒27> Employment Promotion Assistance Payout Amount

by Program

174

<Table 4‒28> Grants to Promote Employment of the Aged

Payout Amount in 2004

175

<Table 4‒29> Grant to Promote Employment of Long‒term

Job‒seekers Payout Amount by Year

176

<Table 4‒30> Grants to Promote Employment of Women

Performance by Year

177

<Table 4‒31> Grant for Employment of Middle‒aged Completing

Training Payout Amount

178

<Table 4‒32> Grant for Employment of Middle‒aged Completing

Training Payout Amount by Firm Size (2004)

178

Contents v

<Table 4‒33> ESP Net Income by Year
<Table 4‒34> Contribution of Company Training in Initial Training
for the Blue‒collar Workers
<Table 4‒35> Participants and Subsidies of JSDP
<Table 4‒36> Participants and Subsidies of JSDP in Detail
<Table 4‒37> Training Subsidy by Firm Size (2003)
<Table 4‒38> Demographics of Employer‒led Training
Participants (2002)
<Table 4‒39> Training Participation by Job Change Status (2002)
<Table 4‒40> Prescribed Duration of the Unemployment Benefits
<Table 4‒41> Changes in the Number of New Recipients &
Total Recipients by Year: 1996~2004
<Table 4‒42> Changes in the Number and the Percentage
of the Unemployment Benefits Recipients
by Year: 1996 – 2004
<Table 4‒43> Changes in the Number of Insured Separators
and the Number of Unemployment Benefits
Recipients by Year: 1996–2004
<Table 4‒44> Changes in the Percentage of Insured Separators
by Reasons for Separation
<Table 4‒45> Changes in the Actual Average Payment Period
of Job‒Seeking Benefits Recipients by Age and
by Insured Period by Year: 1996–2004
<Table 4‒46> Changes in Earnings Replacement Rate for
Job‒Seeking Benefits by Year: 1996–2004
<Table 4‒47> Changes in the number of the unemployed and the
number of unemployment benefits recipients
nd
by year: 1996 2 half – 2004

180
191
197
198
201
202
204
217
220

223

225
227

228
230

231

vi Employment Insurance in Korea : The First Ten Years

<Table 4‒48> Changes in the Monthly Average Number of the
Unemployed, Insured Job Separators, Involuntary
Separators, and Job‒Seeking Benefits Recipients
<Table 4‒49> Changes in the Number of Unemployed Workers
in EU Countries(A), of Registered Unemployed
Workers(B), of UI or UA Recipients(C), and the Ratios
of B to A, C to A, and C to B.
<Table 4‒50> Changes in the Percentage of Beneficiaries and
the Earning Replacement Rates of the Social Security
Systems for Unemployed Workers in Major Countries
<Table 4‒51> Changes in the Employment Insurance Coverage
<Table 4‒52> Scope of Maternity Protection Policy and
EIS Maternity Protection Programs
<Table 4‒53> Grant Maternity Leave Payout and Beneficiaries
<Table 4‒54> Grant for Maternity Leave Beneficiaries
by Workplace Size
<Table 4‒55> Maternity Leave: Assessment of Impact
on the Workplace
<Table 4‒56> How to Improve the Maternity Leave Plan
<Table 4‒57> Parental Leave Benefits Utilization
<Table 4‒58> Parental Leave Benefits Recipients by Gender
<Table 4‒59> Average No. of Days per Childcare Leave
<Table 4‒60> Grant for Childcare Leave: Level of Utilization
<Table 4‒61> Personnel Cost Support for Daycare Teacher
<Table 4‒62> Aid for Facilities Installation
<Table 4‒63> Number of Workplace Daycare Centers
(as of Dec. 31, 2004)
<Table 5‒1> EIF Performance in 1995
<Table 5‒2> EIF Performance in 1996
<Table 5‒3> EIF Performance in 1997

234

237

238
239
247
249
249
251
251
253
253
254
254
256
256
256
266
267
267

Contents vii

<Table
<Table
<Table
<Table
<Table
<Table
<Table
<Table
<Table

5‒4>
5‒5>
5‒6>
5‒7>
5‒8>
5‒9>
5‒10>
5‒11>
5‒12>

<Table 5‒13>
<Table 5‒14>
<Table 5‒15>
<Table 5‒16>
<Table 5‒17>
<Table 5‒18>
<Table 5‒19>

EIF Performance in 1998
EIF Performance in 1999
EIF Performance in 2000
EIF Performance in 2001
EIF Performance in 2002
EIF Performance in 2003
EIF Performance in 2004
EIF Revenues and Expenditures by Program
Ratio of Accumulated Surplus to Benefit Payments
(Reserve Ratio)
Reserve Ratio Multiple by Year
Ratio of Expenditure to Total Wage
(Break‒even Premium Rate)
Ratio of Interest Revenue to Premium Revenue
Changes in Premium Rates
EIS Premium Rates and Financial Responsibility
by Country, 2002
Types of Premium Rate‒setting Mechanism
Pros and Cons of Each Funding Method for ALMP

270
270
271
272
272
273
273
274
278
279
280
281
284
284
287
290

viii Employment Insurance in Korea : The First Ten Years

Figure Contents
[Figure 3‒1]
[Figure 3‒2]
[Figure 4‒1]
[Figure
[Figure
[Figure
[Figure

4‒2]
4‒3]
4‒4]
4‒5]

[Figure 4‒6]
[Figure 4‒7]
[Figure 4‒8]

[Figure
[Figure
[Figure
[Figure
[Figure

4‒9]
4‒10]
4‒11]
4‒12]
4‒13]

[Figure 4‒14]
[Figure 4‒15]
[Figure 4‒16]

EI Organization within the Ministry of Labor
by Period
Local Labor Office Organization
Number of Workplaces and Workers Covered
by the EIS
ESP Structure at Inception (July 1, 1995)
ESP in 1997 (Oct. 31, 1997)
ESP Revenue and Expenditure
ESP Reserve Amount and Reserve Ratio
(=reserve/ expenditure) by Year
Unemployment Rate and Number of Employed
Workers (1980~2004)
ESP in 1999 (Dec. 31, 1999)
Proportion of Employment Adjustment Assistance
and Employment Promotion Assistance out of
Total Payout Amount
ESP Payout Amount by Year (KW 100 million)
ESP Recipients by Year (persons)
ESP Immediately Before October 1, 2004
ESP Structure Since October 1, 2004
OECD Countries’ Expenditure on Active Labor
Market Policies (% to GDP): 2002
Int’l Comparison of Lifelong Learning Participation
rate of Adults (age 25~64)
The Structure of the Unemployment
Benefits Program
Changes in the Number of New Job‒seeking
Benefits Recipients and Recipients of the
Early Reemployment Allowance

49
53
86
125
139
140
141
143
146

150
153
153
158
165
181
188
212

224

Contents ix

[Figure 4‒17] Changes in the Percentage of Job‒seeking
Benefits Rrecipients by Month:
July 1996 – December 2004
[Figure 4‒18] Changes in the Ratio of the Number of Insured
Separators to the Number of the Unemployed,
of the Number of Involuntary Job Separators to
the Number of Insured Separators, of the Number
of Job‒seeking Benefits Recipients to
the Number of the Unemployed

232

235

Preface xi

Preface
It has been 10 years since the Employment Insurance System (EIS)
was introduced in Korea on July 1, 1995. The EIS completed the nation's social insurance scheme which consists of the national pension,
health insurance, disability insurance as well as the EIS, laying the foundation of a nationwide social safety net. Korea’s EIS goes beyond the
traditional unemployment insurance which mainly provides benefits
when the insured becomes jobless. The EIS strongly leans toward an
active labor market policy, one that attempts to prevent unemployment,
promote hiring (especially among the employment‒disadvantaged), and
enhance productivity and employability of workers by encouraging
vocational training.
But the EIS actually had a rocky start. Its accomplishments were
not readily visible, and the reserve fund continued to pile up, prompting some to call for a complete overhaul and others to demand lowering of the insurance premium. But the situation dramatically changed
with the 1997 financial crisis. As it played a crucial role in dealing
with, and eventually overcoming, the mass unemployment crisis, it
enjoyed a highly positive re‒assessment (“What would we have done
without the EIS?”) and quickly became an important part of the public's
life. One of the keys to its renewed appreciation was its timely response to the economic crisis: within one year of the turmoil, the
EIS expanded coverage from workplaces with 30 or more employees
to those with 1 or more employees, essentially (and theoretically) in-
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cluding all workplaces. At the same time, it initiated a number of projects in response to surging unemployment, designed to protect the
livelihood of the jobless and promote job security and vocational
development.
As the economy picked itself up faster than expected, and the unemployment crisis bottomed out, the EIS went into a period of self‒adjustment to improve its quality and substance. Greater attention is being paid to increasing actual coverage, improving efficiency and effectiveness of support programs and designing programs to assist the
marginalized and employment‒challenged. Today, the EIS is particularly called upon to create more jobs, as more emphasis is being
placed on improving employment rate rather than simply pushing
down unemployment.
As dynamic as Korea’s economy and labor market were in the past
decade, the EIS also remained highly active. Almost every year, either
the Employment Insurance Act or its Enforcement Decree was revised,
and the support programs were so frequently changed that many of
its initial programs have been completely replaced. Despite the ongoing modification process, the EIS has largely been stabilized today
after 10 years in existence, having carved out an important position
as an integral part of the national economy.
But there are still difficult issues that remain unresolved. Although
its applicability was expanded to all workplaces and is now open to
daily workers (including construction workers), the actual coverage
still hovers around 50% of all wage earners. Its programs, especially
those under the Employment Stability Program, are not producing noticeably benefits. As its reserve continues to grow, concerns are being
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raised on the appropriateness of the current level of premium. Other
issues that demand greater attention include: the feasibility of making
the involuntarily jobless eligible for benefits; inequity of the current
concentration of Job Skill Development Program support to full‒time
workers of large companies; upgrading basic infrastructure; and
strengthening the link between the EIS and other social insurance
programs.
Certainly, the EIS still leaves much to be desired, and continued
efforts need to be made for further improvement. But overall, there
is no question that the system has made a significant contribution to
building a social safety net and promoting the labor market in Korea.
This book will take a look at the decade of the EIS, summarizing
its accomplishments, evaluating their significance, and proposing future challenges that need to be addressed for the EIS to provide better‒
quality service to the people.
In chapter 1, the purpose and concept of the EIS to understand
its philosophic background will be discussed. Chapter 2 will then
chronicle the progress from the time when the need for such system
was first raised to when it was actually launched. It will also recount
the issues surrounding the EIS at the time of its launch. Chapter 3
will describe the evolution in the EIS delivery system with a focus
on the Employment Security Center. Chapter 4 will analyze the past
ten years of each EIS program in greater depth. The regulatory
changes, accomplishments and their impact will be assessed by topic,
such as coverage and premium collection, Employment Stabilization
Program, Job Skill Development Program, Unemployment Benefits
Program and Maternity Protection Program. And last, Chapter 5 will
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take a general look at the financial situation of the EIS. It will pay
particular attention to some of today’s pending issues such as the premium rate scheme and scope of EIS programs.
It needs to be stated at the outset that the evolution, roles and contributions of the EIS in the past decade are too expansive and complex
to be contained in one book. An effort has been made nonetheless,
and this is the record of the endeavor to systematically chronicle the
regulatory changes and accomplishments that transpired over the
years. Discussion on the main development path of the system and
its programs, their impact and future direction will help the readers
get a better understanding of the past and present of the system.
Hopefully, it will prove to be a useful resource for further development
and studies into the EIS as well.

August 2006
Youngki Choi
President
Korea Labor Institute
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I. Purpose of the EIS
Kil‒sang Yoo*
1

Article 1 of the Employment Insurance Act stipulates the following:
“The purpose of this Act is to contribute to the economic and social
development of the nation by ensuring livelihood of workers and promoting job‒seeking activities of the jobless. This Act aims to prevent
unemployment, promote employment, develop and enhance workers’
job capability, strengthen the state’s employment guidance and job
placement functions and provide benefits to the jobless by implementing the Employment Insurance.” In other words, the primary purpose
of the Employment Insurance Act is to contribute to the nation’s economic and social development by protecting workers’ livelihood and
supporting job‒seeking activities. To that end, the following programs
have been put in place: first, the Employment Stabilization Program
(ESP) that supports job creation, employment adjustment, hiring increase and job placement and counseling; second, the Job Skill
Development Program (JSDP) that encourages employers to offer vocational training to employees, the insured workers to make self‒development efforts (i.e., take courses), and the jobless (who were once
insured under the EIS) to pursue skill enhancement training, under
the purpose of enhancing employability of the jobless and supporting
lifetime vocational development of all workers so as to prevent un* Professor, Techno Human Resource Department Graduate School
Korea University of Technology and Education.
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employment and assist reemployment; third, Unemployment Benefits
(UB) that provides cash payout to the jobless for a certain duration
to sustain their livelihood and job‒seeking activities at the time of unemployment and to enable reemployment; and fourth, Maternity
Protection Program that provides childcare leave and maternity leave
benefits for the purpose of assisting women’s economic activities and
allocating social support for maternity protection, thereby easing the
burden on employers.
As the programs well illustrate, Korea’s EIS does not stop at doling
out benefits after unemployment occurs. It acts as a proactive employment stimulation policy designed to improve flexibility of employment
adjustment, efficiency of the economy, job security, balance between
human resource demand and supply, vocational training and workers’
competitiveness. On the other hand, it also provides traditional functions of unemployment insurance such as subsistence support for the
unemployed so as to achieve organic alignment across all phases of
human resource supply and demand: creation, allocation, utilization
and preservation. A traditional unemployment insurance scheme is designed to provide unemployment benefits to someone who has lost
his job and income to ensure his livelihood until the time of
reemployment. In comparison, Korea’s EIS goes further. It aims to
prevent unemployment, promote employment and encourage workers’
vocational development to enhance their job security. It also includes
elements of active labor market policies such as job placement service.
The service includes information provision, career counseling and active placement activities all designed to assist employment and hiring
so that job seekers may put his abilities to where most needed. The
EIS also includes maternity leave benefits. All together, the system
functions not only as a social safety net for the jobless, but as a social
learning net and lifetime job security net for all workers.
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II. Concept of the EIS

The EIS comprises many aspects of a social safety net. On one hand,
it is an unemployment insurance program that provides a duration
of benefits to the jobless to ensure their subsistence. On the other
hand, it is an employment stabilization program that actively pursues
reemployment of the jobless (through job placement service), greater
job security and more efficient employment structures. At the same
time, it is also a vocational development program that encourages
workers to improve their job capability throughout their career. In
short, the EIS is a social insurance system with an embedded set of
active labor market policies, and acts as a critical instrument that enables implementation of such policies.
In a capitalist market, there exist employers and employees (or workers), and the latter supplies labor to the former, who in return provides
wage, which becomes the main source of economic activities for the
latter. Unemployment is a state where workers are deprived of the
chance to supply labor, and the subsequent reduction in income may
easily become a threat to the livelihood of workers and their families,
just like injury, diseases, old age and death. This is why mass unemployment is more likely than not to cause social unrest and national
upheaval. Put differently, unemployment means existence of idle
labor. On a national scale, it translates into loss of valuable human
resources, while on an individual scale, it is loss of opportunity for
people to put their abilities to use. Such loss may in turn lead to
deterioration in the knowledge and skills that individuals have accumulated over the years, eroding the development potential of the national
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economy and undermining national competitiveness in the long run.
From the perspective of domestic economy, unemployment limits the
purchasing power of workers and their families, suppressing domestic
demand. Less demand means less need for production and thus, less
need for hiring. As a result, unemployment rises further, and domestic
economy may go into a free fall. It is no wonder that all modern
nations envision employment security and full employment as the key
targets of their economic policies.
But in a capitalist market where free competition is the guiding principle, companies come and go even in the best of times. To some
extent, unemployment is unavoidable, which also means that no one
is completely safe from the risk of involuntary job separation. Ongoing
industrial restructuring and ever changing economic cycles make unemployment an ever present and universal social risk. This is why
it cannot be left solely to individual workers and/or companies to deal
with the risk and consequences of unemployment. Increasingly, it is
falling upon the government and the national economy to take on
the responsibility. It is from this perspective that major industrialized
nations have started to implement unemployment insurance in the 20th
century to deliver benefits and sustain the livelihood of workers and
their families during the time of unemployment. In other words, unemployment insurance in the traditional sense is a social insurance
system that ensures sustenance of workers and their families by providing benefits after unemployment occurs.
But with growing awareness that the passive, after‒the‒fact response
is far too limited in ensuring the livelihood of out‒of‒job workers,
some began to call for active labor market policies that can prevent
unemployment. Not to forego the unemployment insurance scheme,
however, emphasis was placed on the need to link such policies with
the traditional scheme. As capitalism began to mature post World War
II, risks of mass unemployment, like the one during the 1930s Great
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Depression, were significantly reduced. But fast‒paced advances in
the industrial structure and technology meant that unless workers continuously improve their job competence, they would be vulnerable
to risks whenever industrial restructuring occurred. For companies, it
also meant loss of their competitiveness. From this understanding
emerged a trend to link traditional unemployment insurance with the
following policies: providing job placement services designed to minimize frictional unemployment by efficiently connecting job‒seekers
with employers; supporting employment adjustment caused by technological changes; promoting hiring of the employment‒disadvantaged;
and encouraging self‒development of workers throughout their time
of employment. The new and expanded concept, which, in addition
to providing unemployment benefits, incorporates active labor market
policy instruments, has come to be known as “employment insurance.”
Its consists of programs that are designed to minimize unemployment
in the course of employment adjustment, enhance workers’ employability through ongoing professional development, and provide active
job placement services to promote reemployment. In fact, employment
insurance is an advanced form of unemployment insurance, one that
also includes active labor market policies. Rather than a new program,
it may be regarded as insurance for employment policies, providing
an anchor for the government to pursue employment policies on a
consistent basis (Yoo, Kil‒Sang & Lee, Cheol‒Soo, 1996: 3‒5).
But differentiating between “unemployment insurance” and “employ‒
ment insurance” is not a general practice throughout the world. It is
true that more and more industrialized countries are combining unemployment insurance and labor market policies under employment
insurance, but only Korea, Japan and Canada actually use the term
“employment insurance” to explicitly differentiate it from the other
type. Other countries maintain the title “unemployment insurance” regardless of the change in the nature of the program, including Germany
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and Austria where active labor market policies are mostly implemented
using the employment insurance fund.
Korea also used the term unemployment insurance up until the early
1980s before the employment insurance was discussed in earnest.
During the legislation stage of the 5th Five‒year Economic and Social
Development Plan, it was observed that maintaining traditional unemployment insurance may cause negative consequences to the national economy and society by demoralizing workers. The suggestion,
agreed by most, was to link active labor market policies (eg. vocational
training and employment services) with unemployment benefits, and
to change the name accordingly from “unemployment insurance” to
“employment insurance.” Based on the consensus, the government began to use “employment insurance” in place of “unemployment insurance” starting from the early 1980s. Since then, the term has been
widely understood as a program that includes not only unemployment
insurance in the traditional sense but also more proactive initiatives
such as employment stabilization and job skill development programs.
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I. Summary of Discussion until the 1980s
Kil‒sang Yoo

Talks of introducing an employment insurance program in Korea
began in the 1960s. The Employment Security Act (law no. 807), enacted and promulgated by the military government on Dec. 6, 1961, expressed the government’s will to establish an unemployment insurance
program by placing it within the scope of government responsibilities
(Article 2). But Korea’s economic development at that time was not
conducive to undertaking such a program, and vision remained in paper only.
Reality notwithstanding, it appears that the Labor Administration
(predecessor to today’s Ministry of Labor) did ardently wish to introduce
such a program. A classified report1 drafted by the Administration presumably in 1968 reveals that a plan to deliver limited‒duration unemployment benefits to the low‒income jobless to protect their livelihood was reported to and approved by the Administration’s director.
At that time Korea was at the initial stage of economic development
with high unemployment, and the plan aimed to provide such benefits
out of the government’s general account. But probably owing to the
sentiment that it was too premature for the country’s economy, the
report became classified and was never announced. By its content,
1 Although the title was Unemployment Insurance: Review for Introduction (Labor
Administration, around 1968), what the report discussed was unemployment aid.
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what the report called for was an unemployment assistance program,
and it provides documented evidence that the Korean government reviewed the feasibility of a social safety net for the jobless as early
as the late 1960s.
In another report, an unofficial one whose author, publisher or year
remains unknown (presumed to be drafted in 1970 as a government‒
commissioned project)2, an argument is made in favor of an unemployment insurance scheme in the most traditional sense (i.e., providing
benefits to the jobless). It recommends the financial responsibility to
be borne equally among the state, employers and workers, and defines
the benefit rate at 60% of pre‒unemployment wage, and the premium
rate at 16/1000 or 20/1000 of the wage. It does not, however, make
any mention of eligibility criteria.
At the government level, the Labor Administration produced several
reports on the need for an unemployment insurance program in the
1970s which were then submitted to the director3. But what was reviewed at the time was unemployment assistance or traditional unemployment insurance, not modern‒day employment insurance.
Besides, the reports were all kept within the Administration, never
to be shared or discussed with other government bodies. But the fact
that unemployment insurance was considered from as early as the late
1960s (although intermittently and covertly) leads to the assumption
that the program was a long‒held ambition since the days of the Labor
Administration.
The beginning of the 1980s brought higher unemployment rates.
2 Study on Unemployment Insurance for Korea, author unknown, publisher unknown, 1970.
3 Two documents, both titled Unemployment Insurance: Review for Introduction and
written presumably in 1974 and 1978, were submitted to and approved
by the head of the Labor Administration, but were kept confidential and
unavailable to other ministries and the public.
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Political upheaval and economic downturn spanning from the late 1979
to 1980 increased the unemployment rate in non‒agricultural industries
from 5.6% (1979) to 7.5% (1980) and 6.5% (1981). The 5th Five‒year
Economic and Social Development Plan, drafted between the second
half of 1980 and first half of 1981, was created against a very challenging economic and social backdrop both inside and outside the country.
But the economy began to resuscitate in late 1981, and the government
decided to revise the Five‒year Plan accordingly. It was during the
revision process that the Ministry of Labor (elevated from Administration
status in 1981) made an official request to the Economic Planning
Board (EPB) to adopt an unemployment insurance program, an idea
that had heretofore been kept within the Ministry. The Ministry had
support from the academia as well, mostly distinctively in the form
of professor Park Young‒Rae. The professor brought his handwritten
report to the EPB to make his case for bringing an unemployment
insurance scheme to Korea. Backed by such demand, an official process was launched during the revision of the Five‒year Plan, where
the EPB and the Labor Ministry were to review the possibility of introducing unemployment insurance. But it was not to bear fruit at
this time, as concerns for the proposed program’s negative consequences, burden on companies, insufficient level of Korea’s industrial
development, and resentment from the corporate sector and government ministries (except for the Labor Ministry) as well as the President
himself superceded all other arguments. In the end, the program was
diagnosed as being ahead of the time.
But the drive was not all for naught. From the discussion emerged
a consensus that a traditional unemployment insurance program that
provides post‒unemployment benefits would be far too inadequate
in guaranteeing the livelihood of the jobless. What is more important
is to prevent unemployment, improve the employment structure and
enhance workers’ professional competence. Such objectives would be

14 Employment Insurance in Korea : The First Ten Years

better served with a package that comprises vocational training, employment stabilization and other similar programs, and it was agreed
to call such a program package “Employment Insurance System (EIS)”
to denote its more proactive approach. Based on this common understanding, the government started to used the term “employment insurance” in the early 1980s in differentiation from “unemployment
insurance.” But the academia stuck with the term unemployment insurance, and in reality, the research and studies at the time largely
stayed within the concept and scope of traditional unemployment insurance4.
Undeterred by its previous failure, the Labor Ministry again tried
to introduce the EIS during the legislation process for the 6th Five‒year
Economic and Social Development Plan which took place from the
second half of 1985 to the first half of 1986. But it was to no avail
again, as all it could manage after much controversy was to insert
a phrase, “introduction of the EIS will be positively considered.” But
in fact, throughout the 5‒year implementation period of the Plan, it
was never even discussed, let alone “positively considered.”
The June 29 Declaration of 1987 (allowing popular election for the
President) was a breakthrough for the labor. The erstwhile severely
repressed labor movement took on a new life, and workers could
more strongly express their views regarding major labor policies. On
September 25, 1989, the Federation of Korean Trade Unions (FKTU),
one of Korea’s two national unions, petitioned the National Assembly
to implement the EIS, then the Labor Ministry on September 30, 1989.
They also petitioned for employment insurance legislation, first to the
then ruling Democratic Liberal Party on May 24, 1990, then to the
Peace and Democracy Party on August 24, 1990.
4 For example, Report on Improvement of the Social Security System (Park Ki‒jong
et al., 1981) pp.207‒285.
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In December 1987, the Labor Ministry conducted an internal review
in a report entitled, Study on Japan’s EIS. The Korea Labor Institute
(KLI) backed their effort by publishing the International Case Studies
of the EIS (Kim Won‒Sik, 1990). Meanwhile, the government started
to take a more positive look into the EIS while preparing for the 7th
Five‒year Economic and Social Development Plan. Preparation for the
7th Five‒year Plan was characterized by outsourcing: a research institute was designated for each policy area, to be responsible for producing the first draft. On August 30, 1990, the basic concept for the
7th Five‒year Plan was announced, followed by the planning guideline
on October 23 the same year. In November, the research institutes
were designated, and members commissioned for the planning committee in each policy area.
The Korea Development Institute (KDI) and Korea Institute for
Health and Social Affairs (KIHASA) were put in charge of social security
planning, which also included employment insurance. The Social
Security Planning Committee had four sub‒committees (Social
Insurance, Income Distribution and Public Assistance, Social Welfare
Service, and Employment Insurance), each of which was responsible
for creating a first draft. The Employment Insurance sub‒committee had
eight members, including the chairman (head of policy research at
FKTU), secretary (head of research at the Korea Employers’ Federation),
four scholars and two government representatives. But the composition
was inherently problematic. Whereas in other sub‒committees of Social
Security Planning, a researcher from the designated institute or a professor was made the chairman and a manager from a related Ministry
the secretary, the Employment Insurance sub‒committee had a labor
and management representative in each position. In addition, there
was no representation from KIHASA, the institute in charge of writing
the first draft. These limitations were pointed out by the KLI at the
1st meeting of the Health, Medical and Social Security Planning
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Committee held on December 26, 1990 held at KIHASA to discuss
the planning guideline and direction. The KLI also suggested that the
institute in charge of employment insurance be changed from KIHASA
to the KLI. The suggestion was met with a consensus at the Social
Security Planning Committee meeting held February 5, 1991, and a
subsequent request was made to the government to replace the institute in charge. The government responded positively, deciding the
next day to hand over the responsibility for employment insurance
to the KLI (EPB, Sagye 10135‒43, Feb. 6, 1991).
The initial timeline for the 7th Five‒year Plan was to finish the draft
planning by the end of December 1990. But because the institute for
employment insurance was finally designated on February 6, 1991,
the draft report (created by the KLI) was submitted to the government
in early March 1991.
But understanding of employment insurance was only rudimentary
at that time, and even within the EPB, the institute in charge of the
7th Five‒Year Plan, there was no consensus on the need to introduce
the EIS. Sensing the problem, KLI researchers and Labor Ministry managers visited the EPB on March 27, 1991 to hold extensive discussions
on the justification and direction for adopting the system in Korea.
At the end of the meeting, the key managers of the EPB became more
convinced of its need, and an agreement was reached at the working
level to implement the system during the implementation period of
the 7th Five‒year Plan. The meeting was also a chance for the working‒
level (in charge of preparation for the 7th Five‒year Plan) to understand
that a Korean version of the EIS should be fundamentally different
from traditional unemployment insurance, that it should be closely integrated with employment policies. The EPB had previously perceived
the EIS purely as a social insurance system and had allocated the responsibility for its implementation to the Social Development Planning
Division. But at the March 27, 1991 meeting, it was decided to reallo-
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cate the responsibility to the HR Development Planning Division (in
charge of human resource and employment policies), and since then
preparation work took on a new life. (Yoo, Kil‒Sang and Lee, Cheol‒
Soo, 1996: 134‒136).
Based on the consensus built within the EPB, a policy discussion
took place on June 12, 1991 with participation from relevant ministries,
academia, labor and management. Finally, the decision was made at
the Economic Minsters’ Meeting on August 23 the same year, to implement the EIS in the later stage of the 7th Five‒year Plan. The official
go‒ahead for introducing the EIS in Korea as part of the 7th Five‒year
Plan was also fully reflected in the Plan itself.
The EIS also became a campaign promise in 1992 leading up to
the general election and the Presidential election, as the three major
parties (Democracy and Justice Party, Democratic Party and People’s
Party) all promised implementation in 1995. The FKTU, at its general
assembly on February 25, 1993, adopted the “Resolution for EIS.” In
March the same year, the labor federation submitted its views on the
Five‒year New Economy Plan where EIS implementation was once
again proposed. Finally, implementation of the EIS was explicitly included in the Five‒year New Economy Plan, the economic master plan
of the Kim Young‒Sam government inaugurated on February 25, 1993,
with the target date of 1995.

18 Employment Insurance in Korea : The First Ten Years

II. Employment Insurance Research Commission
and Employment Insurance Act

A. Launch of the Employment Insurance Research
Commission and Development of the Korean EIS
Model
Having decided to launch the EIS, the Korean government, at the
HR Policy Deliberation Committee meeting on March 9, 1992, approved
installation of the Employment Insurance Research Commission (EIRC)
under the KLI to study and determine the model best suited to the
Korean environment.
The government initially committed to a financial support of KW
3.3 million to the KLI as the budget for the EIRC’s operation and research (EPB, Labor Ministry, Mar. 9, 1992). But in reality no support
was delivered by the government at all as the EPB Budget Office was
opposed to the EIS and refused to allocate the budget. To make up
for the shortage, the Labor Ministry had KW 100 million of the KW
200 million research budget for the Human Resources Development
Institute, an umbrella organization of the Human Resources Develop‒
ment Service of Korea, reallocated to EIS‒related research. Of this,
KW 67 million was provided to the KLI as fees for two research projects: “Analysis of Vocational Training Demand Following the EIS” and
“Study on EIS‒related Regulations (Including Sharing of Vocational
Training Costs).” In short, the KLI had to run the EIRC against such
a challenging situation, having to earn the operation cost from project
fees while providing the projects for free.
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Incidentally, there was a serious difference between the Labor
Ministry and the KLI with regards to the composition of the EIRC.
The Ministry stated, “KLI researchers should conduct most of the EIS
study, and the EIRC shall have around 100 members who shall receive
prior training to become EIS spokespersons once the system is put
in place.” To this, the KLI’s response was that “having 100 members
in the EIRC would create sizeable difficulties in conducting meetings,
not to mention excessive costs (at least KW 10 million per meeting),
which simply cannot be accommodated given the absolute lack of
budget support from the government.” Its proposal was to limit the
membership to 10‒15 in the interest of efficient operation. In the end,
the two organizations agreed on a mutual compromise of 30.
The KLI, after several rounds of consultation with representatives
from the government, academia, management and labor, selected the
30 members on May 18, 1992. The KLI president was made the chairman and 29 representatives from the academia were commissioned
as members. Of the 29 members, 3 were unable to take part owing
to personal reasons, leaving only 27 members including the chairman
as participants in a real sense.
The EIRC consisted of one Coordination Team and 4 research teams:
a. Labor Market and Employment Security; b. Model Development;
c. Vocational Training; and d. Financial Analysis and Impact Assess‒
ment. The Coordination Team was in charge of overall operation of
the EIRC, such as research topic selection and meeting organization,
as well as publication and communication of research results. The KLI
vice president was made chairman and secretaries from research teams
filled the membership. The Labor Market and Employment Security
Research Team was responsible for analyzing the characteristics of
Korea’s labor market and unemployment structure. It also supported
the Model Development Team by studying how to expand the job
safety net. The Model Development Team was primarily responsible
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for comparing and analyzing the EIS of major industrialized countries,
the result of which was used to develop a model appropriate for Korea.
The Vocational Training Research Team mainly dealt with analysis of
demand for vocational training and how such training should proceed
once the EIS is put in place. The Financial Analysis and Impact
Assessment Team calculated the financial requirements for introducing
and operating the EIS, the appropriate premium rates, while analyzing
the system’s potential impact on our society. Each team was led by
a senior scholar, and included a secretary who was a researcher at
KLI. Research activities were mostly led by the secretary, but the content of the research had to be discussed at EIRC’s chairmen and secretaries’ meetings, each Team’s meetings, and the general meeting. Official
position on the content had to be determined based on the feedback
and views gathered at different levels of meeting. Representatives from
labor, management and government could also attend the EIRC’s meetings as advisors and put forward their views.
For one year after its kickoff on May 18, 1992, the EIRC held about
40 rounds of meetings, the result of which was compiled in an interim
report submitted to the Labor Ministry in December 1992. The final
report containing EIRC’s official position on the implementation direction was submitted to the government on May 18, 1993. The EIRC
also published around 20 other reports (eg. Study on How to Implement
the EIS) that prepared the grounds for introducing the system. It stayed
active until November 1995, well after the Employment Insurance Act
was enacted, offering opinion on the Enforcement Ordinance and
Enforcement Regulations of the Employment Insurance Act, as well
as other rules and guidelines.
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B. Employment Insurance Act
EIS Implementation in Korea, adopted as the EIRC’s official position
at the Commission’s general meeting on May 18, 1993, was immediately
delivered to the government. Meanwhile, the Labor Ministry had installed the EIS Implementation Working Group under the Employment
Policy Division of the Employment Security Bureau in 1993 (almost
immediately after receiving the EIRC’s interim report at the end of
1992). The Working Group was put in charge of drafting the
Employment Insurance Act based on the EIRC’s recommendations.
After the final report was submitted in May 1993, the Working Group’s
activities took on a greater urgency. The Employment Insurance Bill,
produced by the Ministry’s Employment Policy Division in consi‒ deration of the views of the EIRC, the academia, labor/management representatives and relevant ministries, was announced for legislation on
July 30, 1993. At the same time, amendment to the Basic Employment
Policy Act and Employment Security Act was announced. The FKTU
advocated the Employment Insurance Bill, calling for EIS implementation at the “National Rally for Economic Reform” on May 22,
1993. Its representatives also had a meeting with the Labor Minister
on June 14 to request early implementation. The KEF also conveyed
the management’s views on the EIS to the Labor Ministry on June 30,
1993.
On August 3, 1993, the government held a public hearing on the
Employment Insurance Bill to gather feedback and comments from
interest parties (eg. labor and management groups). The Bill was approved at the Economic Ministers’ Meeting on September 24, then at
the cabinet meeting on October 21, and proposed at the National
Assembly on October 28. But at this stage, it contained some provisions
that were not consistent with the original spirit of the EIS (as a result
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of compromise among different ministries), foretelling of possible conflicts once the system went into effect.
The Employment Insurance Bill, after being proposed at the National
Assembly (NA), was referred to the NA Labor Committee on October
29, 1993. On November 25, it was submitted to the 165th ordinary
session of the NA and the 8th session of the Labor Committee for
a deliberation process involving government presentation, evaluation
report from expert members and questions and answers. At the 9th
session of the Labor Committee on November 30, the Labor Minister
gave answers to the questions raised at the 8th session, and the Bill
was referred to the Legislation Evaluation sub‒committee. On the same
day, the sub‒committee reviewed the Bill, whose result was reported
to and approved by the 10th session of the Labor Committee held
the next day. Finally, on December 1, 1993, the Employment Insurance
Bill was unanimously approved at the ordinary session of the National
Assembly. On December 27, 1993, it was promulgated as law no.
4,644. The revised Basic Employment Policy Act and Employment
Security Act were promulgated on the same day.
On April 21, 1994, the Labor Ministry installed the Employment
Insurance Division under its Employment Security Bureau to fully prepare for the EIS. The Draft Enforcement Ordinance to the Employment
Insurance Act was announced for legislation on October 26, 1994.
Feedback was received from interest parties, consultation made with
related ministries, and deliberation conducted at the Economic
Ministers’ Meeting on November 25, 1994 as well as the cabinet meeting
on March 1, 1995. The final version of the Enforcement Ordinance
to the Employment Insurance Act was promulgated on April 6, 1995
as Presidential Decree No. 14,570. The government also announced
for legislation the Draft Enforcement Regulations to the Employment
Insurance Act on March 8, 1995. Again, feedback was collected, and
it was promulgated on June 12, 1995 as Labor Ministry Decree No.
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100. At the same time, rules, regulations, guidelines and notice needed
for documenting and implementing the EIS Operation Guideline were
enacted. Also, regional labor offices that would directly handle the
EIS operations were reorganized, additionally staffed and trained to
ensure adequate response to the new role. In addition, computer programs were developed and tested for such functions as collecting insurance premiums, managing the insured, and paying out unemployment benefits.
But not enough time was secured for preparation before the EIS
came into effect. The process of enacting the Enforcement Ordinance
involved long and arduous coordination among the related ministries
and interest parties, over such issues as coverage and executive body
of the EIS. The Ordinance was finally promulgated on April 6, 1995,
only two months before the scheduled launch. The Enforcement
Regulations came even later on June 12, 1995, with less than one
month left. All things considered, there was simply not enough time
to prepare for the EIS which was to be initiated on July 1, 1995.
Compounding the situation was lingering resentment within the EPB
Budget Office even after the Employment Insurance Act was enacted,
which made it difficult to obtain the budget needed for preparation.
One of the consequences was manifested in the computer programs,
which were developed as a makeshift solution without a long‒term
perspective. Due to the financial and time constraints, only the most
urgently needed functions were developed first－premium collection,
management of the insured and benefit payout－which were not
enough to ensure smooth and seamless start. The fact that the EIS’
computer network remains unstable even today, 10 years after the kickoff, is a reflection of the lack of time and long‒term vision at the
initial stage. After a precarious start, the network also went through
a number of upgrades on an as‒needed basis and in an unprincipled
manner.
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III. Major Issues of the Employment Insurance Act

A. Scope of EIS Programs
As explained above, it was largely agreed in the early 1980s, at the
initial stage of unemployment insurance discussion in Korea, that it
would be ill‒advised to adopt a traditional version of the system.
Instead, it was deemed wiser to introduce a package that combines
active labor market policies with unemployment benefits, one that
could minimize unemployment and promote reemployment. The conclusion from the talks was that if an unemployment insurance program
was ever to be realized in Korea, it should be in the form of active
labor market policies (eg. vocational training) combined with unemployment benefits, and that such system should be called an
“employment insurance system” in differentiation from “unemployment
insurance.” But existence of a long‒held consensus did not guarantee
smooth sailing throughout. In the early 1990s when the EIS was being
discussed in earnest, there were controversies surrounding the possible
scope of EIS programs.
Even within the EIRC in charge of developing the Korean EIS model,
some members preferred the traditional unemployment insurance, one
that mostly handed out benefits. But most members remained steadfast
to the belief that an EIS, as an organic combination of active labor
market policies and unemployment benefits, would better serve the
purpose of developing a public job stabilization program and building
a lifetime learning environment. But management representatives pre‒
ferred to limit the scope of labor market policies, arguing that the
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mandatory in‒company vocational training should be maintained and
that the EIS should only provide out‒placement training for the involuntarily unemployed.5
A particular point of contention was whether to include the
Employment Stabilization Program (ESP), designed to minimize unemployment in the course of employment adjustment and to promote
hiring of the disadvantaged, as part of the EIS. The major argument
against it was that the program, as seen in the cases of industrialized
nations, often produced minimal net benefits owing to dead‒weight
effect and substitution effect. The issue was also hotly debated within
the EIRC and had to be put to a vote, which came out 5 to 5. The
EIRC decided to leave it to the judgement of the Labor Ministry. The
Ministry finally decided in favor of its inclusion in the interest of pursuing active labor market policies through the EIS.
Another controversial topic was one raised by the FKTU. The federation, citing the case in Japan, demanded that employment welfare
programs for SME workers be included as part of the EIS. But in the
end, it was ruled out. There was already a similar program in place
(SME Worker Welfare Promotion Fund) and adding it to the EIS may
bring unnecessary level of complexity.
There was no objection against the Job Skill Development Program
(JSDP). All members agreed that it should be included in the EIS for
the purpose of building a lifetime learning system for workers and
preparing for the onset of a knowledge‒based economy.
Neither did the Unemployment Benefit Program receive any
objections. But opinion differed on its name. Some suggested that “job‒
seeking allowance” or “job‒seeking activity payment” may be better
than “unemployment benefits,” to highlight that the payment was compensation for faithful job‒seeking activities. The EIRC accepted the
5 KEF(1993), Business Report, p.196.
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argument, and decided to call unemployment benefits “Unemployed
Workers’ Livelihood Stabilization Program” which would include job‒
seeking allowance or job‒seeking activity payment and employment
promotion incentives. The latter would include vocational training allowance, early reemployment allowance and extended training
allowance. The EIRC unanimously found in favor of the extended training allowance, designed as an employment promotion instrument that
supports vocational training and reemployment at a stable job.
Incidentally, it was in contrast with their decision against the extended
unemployment benefits, which was to lengthen the period of benefits
in times of high unemployment. The EIRC decided that such extension
should be considered after the EIS is well established and its financial
operations stable.
The government, upon reviewing the proposal from the EIRC, decided to use the more understandable term “unemployment benefits.”
The program would be divided into basic benefits and employment
promotion allowance. The latter would include early reemployment
allowance, job skill development allowance, long‒distance job‒seeking
activity allowance and relocation allowance. The decisions were reflected in the legislation accordingly. As a result, the following programs were finally included in Korea’s EIS: Employment Stabilization,
Job Skill Development, and Unemployment Benefits.
One point of note is the discussion within the EIRC to include a
“labor market infrastructure program” as an initiative to upgrade the
nation’s employment services. But it was rejected in the face of opposition by the Labor Ministry, labor and management who argued that
upgrading employment services and building a job security net should
be financed by the government’s general account.
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B. Coverage
There was some discussion on whether the coverage should be
specified in the Employment Insurance Act or in the Enforcement
Ordinance. The prevailing argument was that the coverage should be
expanded on a gradual basis as the public employment services (the
executive of the EIS) is streamlined and the EIS is more firmly
established. Accordingly, the decision had been made to state the principle of universal coverage in the Employment Insurance Act, with exceptions being allowed per Presidential Decrees (Article 7, Employment
Insurance Act). Now at the time of drafting the Enforcement Ordinance,
the issue was what should be the criteria (the size of the business)
for such exceptions.
In terms of coverage by size, there was a standoff within the EIRC
between the majority opinion of “workplaces with 5 or more employees” and the minority opinion of “workplaces with 150 or more
employees.” Ministry of Commerce and Energy and employer organizations like the KEF and Korea Federation of Small and Medium
Business (KFSMB) proposed the same criteria as for the mandatory
in‒company vocational training (150 or more), while the FKTU was
in favor of making it obligatory to workplaces with 5 or more full‒time
employees and optional to those with less than 5 (to be determined
by labor‒management agreement). On the other hand, the Korea Trade
Union Congress (predecessor to today’s Korean Confederation of Trade
Unions) suggested that all workers be included regardless of workplace
size or employment status, but on a gradual basis: the coverage should
start with workplaces with 5 or more employees then extend to all
workplaces within 3 years thereafter. Faced with such wide‒ranging
views, the EIRC, after much deliberation, decided to apply the EIS
to all businesses or workplaces in principle, but to grant exception
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at the initial stage to businesses or workplaces with less than 10
employees.
During the opinion‒gathering process for the Employment Insurance
Bill in the second half of 1993, labor representatives, in consideration
of the time required for administrative preparation (eg. installing employment security organizations nationwide), suggested that the EIS
coverage be defined as workplaces with 10 or more employees from
1995 to 1997, to be expanded to workplaces with 5 or more from
1998. In contrast, management representatives, citing the “150 or more
employees” criteria for providing mandatory in‒company vocational
training, proposed the same threshold for the EIS. The government
also showed divided opinion. Whereas the Ministry of Commerce and
Energy sided with the management and advocated the “150 or more”
criteria, the Labor Ministry was in favor of 10 or more. In the end,
a compromise was made to delegate the definition of coverage to the
Enforcement Ordinance, which meant that the issue would again become a point of heated debate at a later stage.
In early 1994, the Labor Ministry went into the opinion‒gathering
stage for the Enforcement Ordinance. By this time, the job security
organization, to be in charge of managing and operating the EIS, was
already defined as a regional administrative body of the Labor Ministry,
and the Basic Employment Policy Act and Employment Insurance Act
had been enacted. But the government budget for the fiscal year of
1994 included no allocation for EIS preparation, such as setting up
the job security organizations, because during inter‒ministry discussion
on the Employment Insurance Bill, the EPB and the Vice Minister of
Labor had agreed to postpone the final decision on the organizational
structure for managing and operating the EIS. They had agreed to
commission a study to the KDI and KLI and base the final decision
on their conclusions. The situation severly hindered the Labor
Ministry’s plan to apply the EIS to workplaces with 10 or more employ-
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ees from July 1995. As the 1994 government budget made absolutely
no provision for EIS implementation, some even pronounced that it
was realistically impossible to launch the EIS on July 1, 1995, suggesting a 1‒2 year postponement. But the Labor Ministry declared that
a postponement was an impossibility. The launch schedule was legally
specified in the Employment Insurance Act (postponement would require legal amendment), and initiating the EIS in 1995 was a presidential campaign promise. The Ministry was determined to keep the
July 1, 1995 deadline even if that meant reducing the coverage from
the initial plan.
As including all workplaces with 10 or more employees became
a near impossibility given the government’s level of preparation, the
EIRC unofficially proposed to the government to start from workplaces
with 30 or more. They also tried to make their case to the labor.
For its part, the labor, upon seeing EIS preparation falter due to insufficient inter‒ministry collaboration, tried to come up with a joint
labor‒management proposal in the course of the 1994 collective wage
bargaining between the FKTU and KEF. Thus reached, the 1994 Central
Labor‒Management Agreement was announced on March 30, 1994,
and contained a proposal to the government on the EIS applicability:
to apply the EIS to workplaces with 30 or more employees in the
initial stage then expand it to those with 10 or more from 1998.
In light of the joint proposal and realistic challenges, the Draft
Enforcement Ordinance announced by the Labor Ministry on October
26, 1994, stated that workplaces with less than 30 full‒time employees
shall not be subject to provisions of Article 7 of the Employment
Insurance Act (Article 2). But number 2 under the Addendum specified
that from January 1, 1998, the Employment Insurance Act shall be applicable to all workplaces with 10 or more full‒time employees.
Despite the joint proposal to the government agreed by the central
labor and management organizations, legislation notice for the
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Enforcement Ordinance invited yet another round of widely differing
views. Employers’ groups such as the Korea Federation of Small and
Medium Business and the Ministry of Commerce and Energy once
again reverted to its argument for “workplaces with 150 or more employees” with the justification of lessening the burden on the SMEs
and consistency with the mandatory in‒company vocational training.
In comparison, the labor, including the FKTU, respected the spirit of
the joint agreement, supporting the Ministry’s Draft Enforcement
Ordinance (initial application to workplaces with 30 or more employees, expansion to those with 10 or more in 1998). The Labor Ministry
tried to make the case for its stance, by citing the joint labor‒management agreement and emphasizing that the EIS is beneficial to the SMEs.
In the “Labor News” issued on June 20, 1994, the Ministry argued that
overall, the EIS is a system best suited to the SMEs because it eases
the SMEs’ chronic shortage of manpower, helps efficient utilization of
human resources, is most beneficial to SME employees whose employment is relatively insecure, and favors SMEs in ESP and JSDP support
that would strengthen corporate competitiveness. But the Ministry of
Commerce and Energy, approaching the issue from the corporate burden standpoint, maintained its position on workplaces with 150 or
more, or 100 or more full‒time employees. The EPB finally came up
with a compromise: 50 or more.
In the end, it was decided through inter‒ministerial negotiations to
differentiate the scope of applicability by program. The UBP, in respect
of the joint labor‒management agreement, was to be applied to workplaces with 30 or more full‒time employees, and to be expanded to
those with 10 or more from January 1, 1998. The ESP and JSDP would
start from workplaces with 70 or more full‒time employees, and expanded to those with 50 or more from January 1, 1998.
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C. Cost Responsibility
For the cost of starting and operating the EIS, the EIRC espoused
sharing among the three parties of government, labor and manage‒
ment. The government should finance the EIS management and operation, as well as job information service and career counseling (under
the ESP) out of its general account. The employer should be responsible for the cost of the ESP and JSDP. The employer and worker
should each bear 1/2 of the cost for UBP.
The EIRC’s proposal was accepted almost in its entirety, and the
Employment Insurance Bill announced by the Labor Ministry on July
30, 1993 stated the following about government support: “a. The state
shall bear all or part of the annual cost for managing and operating
the EIS from its general account; and b. The state may support a part
of the cost required for EIS programs within a scope allowed by the
annual budget.” As for cost sharing between the employer and employees, the premium rate shall be under 20/1,000 of the total wage paid
(specific rate to be determined by a Presidential Decree). The employer
was to be responsible for the premium for the ESP and JSDP, and
1/2 of the premium for the UBP, the other half of which would be
paid by the employees.
Reacting to the legislation notice, the labor argued that the state
shall pay for part of the program cost in addition to the management
and operation cost of the EIS. Employers were of the opinion that
the EIS management and operation cost should be borne by the state
and that a part of the severance pay reserve should be used to make
the EIS premium payment. The labor was staunchly opposed to the
latter argument, saying that introducing the EIS should not impact the
severance pay in any way. Some scholars opined that all costs for
the EIS, including management and operation cost, should be borne
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equally among the government, labor and management (i.e., 1/3).
There was yet another differing opinion from the EPB Budget Office,
who requested to change state funding for EIS management and operation from mandatory to optional, and to delete the provision on possible partial support for EIS programs. The EPB’s opinion was fully reflected in the Employment Insurance Act, and the provision was revised
as follows: “The state may bear all or part of the annual cost for managing and operating the EIS from its general account (Article 5,
Employment Insurance Act).” It was a huge step backwards from the
initial legislation notice.
No difference was expressed on the principle of equal sharing of
the premium between labor and management. But there was some
difference on what should be the appropriate premium rate. The
Employment Insurance Bill only set the maximum premium rate and
let the specific rate be defined by a Presidential Decree. Therefore,
a compromise was reached on the maximum rate, to lower it to
15/1,000 (paragraph 1, Article 57, Employment Insurance Act). But
when it came to determining the specific rate under the Enforcement
Ordinance, such harmonious compromise did not come about easily
as different ministries advocated different rates.
Even within the Labor Ministry, there was a standoff between the
Employment Security Bureau and Vocational Training Bureau, which
resulted in splitting the accounts between the ESP and JSDP. To this
development, the EIRC recommended keeping the accounts together
because having separate accounts for the two program would hinder
flexible execution of active labor market policies. The recommendation
fell on deaf ears at the time, but after much trials and errors, the Labor
Ministry finally decided to integrate the two accounts. The decision
was announced at the ”Report on National Employment Service
Innovation” held on April 6, 2005 and was subsequently reflected in
the 2005 revision of the Employment Insurance laws.

Chapter 2. Introduction of the Employment Insurance System in Korea 33

The Draft Enforcement Ordinance for the Employment Insurance Act
announced on October 26, 1994 set the following premium rate for
each program: 3/1,000 for the ESP; 4/1,000 for the JSDP; and 6/1,000
for the UBP. No objection was issued against the UBP rate (6/1,000),
but the EPB and Ministry of Commerce and Energy did raise issues
with the other two.
The EPB wanted 2/1,000 and the Ministry of Commerce and Energy
3/1,000 for the ESP. For the JSDP, the Ministry of Commerce and
Energy called for a 4/1,000 flat rate, whereas the EPB devised a differentiating scale of 1/1,000 for workplaces with less than 150 employees,
2/1,000 for those with 150－300, and 4/1,000 for those with over 300.
The EIRC recommended abolishing the mandatory in‒company vocational training by overhauling the Basic Act on Vocational Training
when the Employment Insurance Act is enacted. But the recommendation went unheeded. The employer‒provided vocational training was maintained even after the Employment Insurance Act was
enacted. Paragraph 2, Article 63 of the Act even exempts mandatory
training providers from the JSDP, thus creating an inherent link between the JSDP premium rate and the rate for employer‒provided
training.
In the end, what came out of inter‒ministry negotiation was 2/1,000
for the ESP and 6/1,000 for the UBP (3/1,000 for labor, 3/1,000 for
management). Different rates were set for the JSDP; 1/1,000 for companies with less than 150 employees, 3/1,000 for those with 150 or more
(SMEs); and 5/1,000 for large companies (Article 69, Enforcement
Ordinance).
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D. Link between the JSDP and Mandatory
Employer‒provided Training as Specified in the
Employment Insurance Act
The Basic Act on Vocational Training in effect specified that in the
event that a mandatory training provider (employer) failed to expend
the amount legally allocated for the training in accordance with the
training regulations, it should pay a vocational training contribution
to the government. Even when the employer did provide training to
the required extent, it had to abide by a number of government guidelines and regulations.
In contrast, the Basic Employment Policy Act and Employment
Insurance Act respect companies’ independence and creativity, allowing them to provide training that suits their needs. To eliminate government’s regulations and intervention in employer‒provided training, the
two Acts gave back to companies all relevant decision‒making rights.
They also make other provisions to promote employer‒provided training, such as direct aid to workers and financial support to the companies that offer such training.
After the Employment Insurance Act was enacted, many have continued to demand amendment of the Basic Act on Vocational Training
to be more in harmony with the Basic Employment Policy Act and
Employment Insurance Act (Yoo, Kil‒Sang, 1993; 1994; 1995a; 1995b;
1997; Yoo, Kil‒Sang and Uh Soo‒Bong, 1993). The EIRC also made
the same recommendation to the government. But protest by the
Vocational Training Bureau (under the Labor Ministry), the KEF and
the Ministry of Commerce and Energy did not make the proposed
amendment easy. As a result, the Employment Insurance Act ended
up taking an ambivalent position, allowing the mandatory employer‒
provided training and the JSDP to exist in parallel. Paragraph 2, Article
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63 of the Act exempts mandatory training providers that adhere to
the Basic Act on Vocational Training from JSDP requirements. By straddling the fence, the Act virtually negated the potential effectiveness
of the JSDP, and increased the risk of continued ineffectiveness of
employer‒provided training as well. It was believed that even if the
mandatory training criteria is strengthened to increase the absolute number of vocational training provided, it would be difficult to expect
improvement in its quality, which would also directly contribute to
a company’s performance. Against this backdrop, some began to call
for removal of paragraph 2, Article 63 of the Employment Insurance
Act before it went into effect and an overhaul of the Basic Act on
Vocational Training. Their reasoning was that if, per paragraph 2, Article
63 of the Employment Insurance Act, workplaces with 150 or more
employees are exempted from the JSDP, it would mean that premium
(i.e., operation cost) for the program would be collected from SMEs
who are not required to provide such training. In this case, not many
SMEs would be motivated to provide in‒company training, rendering
it unlikely that the JSDP will promote employer‒provided training or
lifetime professional self‒development. Failure of the JSDP would mean
failure of the EIS to fulfill its mission of pursuing active HR policies.
But after the JSDP was launched on July 1, 1995, there was a marked
increase in participation by companies with 150~1,000 employees, who
were previously subject to the mandatory training requirement. Greatly
encouraged, the Labor Ministry abolished the mandatory training rule
by replacing the Basic Act on Vocational Training with the Vocational
Training Promotion Act on January 1, 1999 and revising the Employ‒
ment Insurance Act. Also, mandatory training providers may now be
subject to the JSDP as well. Integrating all vocational training under
the umbrella of the JSDP ensured a smooth road ahead for the
program. Streamlining of the relevant laws was made possible by the
proven effectiveness of the JSDP. Rise in participation by companies
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showed that ensuring more independence for companies in providing
training, and providing incentives to promote such training (which
were the core elements of the JSDP as specified in the Employment
Insurance Act) were a more appropriate and effective measure for today’s knowledge and information society. The development also firmly
established the EIS as a critical mechanism in supporting and encouraging lifetime learning by workers.

E. UB Eligibility and Benefit Amount
The main contention points over the UB were the insured period
and waiting period. The Labor Ministry, accepting the views of the
EIRC, specified in its legislation notice that eligibility would be granted
to those who have been insured for no less than 12 months in the
18 months preceding unemployment. But the labor held a different
view, preferring 6 months out of 12 months.6 As for the waiting period
to receive the benefit payment, the Ministry’s legislation notice specified 14 days, to which the labor countered with 7 days. Some even
preferred 4 months as long as the severance pay scheme existed. For
the eligibility criteria, the Ministry won over, and its views were reflected in the Employment Insurance Act. But the labor’s views were
eventually reflected into the Employment Insurance laws through revision as the country grappled with the economic crisis.
As for the amount of the benefits, the Labor Ministry, again in accordance with the EIRC’s recommendation, specified in its legislation notice
as 50% of the average wage during the one year before the
unemployment. To this, the labor countered with 60% of the average
wage during the 3 months prior to unemployment, or different rates
for different wage groups (on a scale from 60~80%) on a reverse cumu6 FKTU(1989), Business Report, pp.143~154.
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lative basis. But the Ministry of Commerce and Energy and employer
groups argued for 50% of the usual wage. After consultation among
the relevant ministries and interest parties, the Labor Ministry’s opinion
was carried over.
Another issue was over the duration of payment. The EIRC had recommended 90~210 days depending on such factors as insured period
and difficulty of reemployment (based on age and physical disability).
But the Labor Ministry’s legislation notice stated 60~210 days. The labor
called for 90~300 days depending on the difficulty of reemployment.
After consultation, it was agreed to set it at 60~210 days as proposed
by the Labor Ministry, but to gradually extend it according to the operational situation.
The labor also proposed extended benefits such as extended individual, training, long‒distance and nationwide benefits. The EIRC’s
view was that only extended individual and training benefits should
be adopted in the initial stage, and the extended nationwide benefits
should be considered at a future date (around 2000) once the EIS
is firmly in place and the fund becomes more accommodating. The
Labor Ministry reflected the EIRC’s recommendation in the legislation
notice, and the provision was passed without further controversy. What
was called the extended nationwide benefits were adopted in 1998
at the time of economic crisis as ”special extended benefits” as a response to the high unemployment rate.

F. Using Part of the Severance Pay as EIS Premium
The EIRC, as a way to minimize the financial burden that may arise
from the EIS, recommended using part of the severance pay and the
mandatory in‒company training cost to pay for the insurance premium.
But the Labor Ministry rejected the idea. The Ministry’s legislation notice for the Employment Insurance Bill included no provisions for using
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part of the severance pay. But employers argued, ”As the legally required severance pay protected the livelihood of early retirees during
the time of unemployment, the unemployment benefit component of
the severance pay should be used for premium payment once the
EIS is implemented.“7 The labor immediately opposed. As no compromise seemed likely between the sharply divided labor and management, the following provision was included in paragraph 3 under the
addendum so that the controversy would not delay or hinder the
launch of the EIS: ”The Labor Minister shall seek ways to improve
the severance pay scheme.”

G. Management and Execution of the EIS
With regards to the management and operation of the EIS, employers
argued a new public organization should be created by consolidating
the Labor Ministry’s public employment services(PES), the Human
Resources Development Service of Korea (HRD Korea) and Korea
Employment Promotion Agency for the Disabled. They also argued
that the new body’s decision‒making process should be open to employers and workers, who pay the premium (KEF, June 30, 1993).
On the other hand, the labor called for installation of PES in cities,
counties and districts so that local autonomous bodies can directly
handle EIS operations and provide job placement services.8 Kim Su‒
Gon (1992) recommended decentralization of the HRD Korea so that
it can implement the EIS programs, provide public employment services, operate public vocational training institutes and govern the national certificate exams in connection with each other. He also proposed forming of a board of directors for the decentralized HRD Korea,
7 KEF, “Management Views on the Enactment/Revision of Employment‒related Acts”, June 30, 1993 and September 15, 1993.
8 FKTU(1998), Business Report, pp.143~154.
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composed of representatives from labor, management and public interest groups.
Faced with different arguments, even the EIRC could not decide what
should be the best organizational form of EIS management and operation: an organization of the Labor Ministry, a public organization,
or the local autonomous body? In the end, the EIRC made a dual
proposal to the government including the government form and public
organization form.
The Labor Ministry’s July 1993 legislation notice for the Employment
Insurance Bill specified the following: “a. The EIS shall be overseen
by the Labor Minister; b. The Labor Minister shall install PES which
shall conduct insurance‒related activities under his direction and supervision” (Article 2). In short, it designated job security organizations,
regional administrative bodies of the Labor Ministry to undertake the
EIS operations.
The Labor Ministry’s view was that the EIS shall be managed by
PES because EIS programs are closely associated with and almost indivisible from employment policies. But the EPB kept pushing for establishment of a public organization as the EIS executive body, and
the two organizations failed to come to a compromise. They ended
up commissioning a joint research team composed of the Korea
Development Institute (KDI), Korea Labor Institute (KLI) and public
administration researchers to study how best to set up the management
and operational structure of employment insurance (as well as the industrial accident insurance). They agreed to faithfully abide by the
conclusion of the research team. Pending the result, Articles 2 and
3 of the Employment Insurance Bill were deleted, and a new Article
3 was inserted: ”The EIS shall be overseen by the Labor Minister.”
More specifically, the Employment Insurance Act states that the Labor
Minister shall oversee the ESP, JSDP, premium collection, and management and operation of the insurance fund, and that part of the re-
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sponsibilities may be delegated to person(s) designated by a
Presidential Decree. It also states that the head of the PES shall oversee
matters related to reports on the beneficiaries, eligibility and unemployment benefits. But the Employment Insurance Act fails to define where
the PES belongs. It was actually defined in another law, the
Employment Security Act, enacted and promulgated at the same time
as the Employment Insurance Act in December 1993. Here, the PES
is defined as a regional administrative body of the Ministry of Labor
(Article 4). The Act further clarifies that the government may develop
and/or allocate civil servants to the PES and that a supervisor may
be designated from members of the Labor Ministry (Article 6), clearly
indicating that it is a regional extension of the Labor Ministry. In short,
the Employment Security Act had already clarified the type and form
of organization to run the EIS programs, but the matter was commissioned to be studied again, causing significant hindrance in preparing
for the system’s launch.
The KDI and KLI, placed in charge of seeking the right type and
structure of EIS management and operation, formed a joint team to
study a number of different options. They finally narrowed the field
down to two: a government‒type organization (i.e., job security organizations under the Labor Ministry) and a new type of public organization granted with semi‒autonomous operational rights.
The government‒type organization had three prerequisites: first, the
industrial accident compensation operation should be transferred to
the Korea Labor Welfare Corporation (KLWC); second, mechanisms
should be put in place to develop expertise of the employment security
personnel (eg. installing new positions); and third, staff size should
be kept to a minimum by outsourcing as much of the operations as
possible to the HRD Korea, for example. The second, public organization option held two prerequisites: first, the Employment Insurance
Act, Basic Employment Policy Act and Employment Security Act, built
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on the assumption that PES are regional Labor Ministry organizations,
should be overhauled; and second, regulatory mechanisms should be
instituted to eliminate the chronic issues of inefficiency and lack of
accountability of Korean public organizations (one suggestion was to
guarantee operational independence). The research team’s conclusion
was, assuming that the prerequisites are met, the best structure for
managing and operating the EIS would be a semi‒independent public
organization. But if it is deemed realistically impossible to fulfill the
prerequisites, the government‒type option would be better, provided
that the three pre‒conditions are met (Yoo, Kil‒Sang et al., April 1994).
An interesting point of note is that the research team came to a consensus that the existing form of public organization in Korea, one that
almost entirely lacks independence and moves only in reaction to the
government’s instructions, would not be fit to manage and run the
EIS. They believed that any public body in charge of the EIS would
have to be highly independent to function efficiently, and if that such
independence cannot be guaranteed, the government might as well
take the responsibility upon itself.
Upon reviewing the conclusions, the government decided to use
the PES under the Labor Ministry as it would be nearly impossible
to revise the Employment Insurance Act, Basic Employment Policy
Act and the Employment Security Act even before they come into
effect. The government also decided to transfer the responsibility for
industrial accident compensation to the KLWC and reallocated all of
the personnel previously in charge of industrial accident compensation
to EIS duties.
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I. Introduction
Jooseop Kim*
9

It is an indisputable consensus that there needs to be an efficient
and effective delivery mechanism for the EIS for the system to live
up to its expected role as an active labor market policy instrument
that will upgrade Korea’s corporate and national competitiveness.
Designed as something more than a traditional unemployment benefit
scheme, the system’s objective is to promote reemployment through
aggressive job placement service and encourage workers’ continuous
self‒development. But it was only recently that discussions started on
what would be the most appropriate EIS delivery system in Korea,
as part of the overall discourse on reorganizing public employment
security centers. At the time of EIS inception, unemployment rate in
Korea stayed below 3%, keeping social demand for public employment
service to the minimum. It is no wonder that there was little social
dialogue on the design and service delivery mechanism for EIS
programs.
But it all changed with the mass unemployment that erupted in 1998.
As unemployment rate reached a crisis level in 1998, total 99
Employment Security Centers (ESCs) were installed. But the ESCs hastily deployed in the face of a national unemployment crisis were unprepared to fulfill the role and function on a par with those in advanced
nations. It has been 6 years since the inauguration of the ESCs, and
* Research Fellow, Korea Labor Institute
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even today their various shortcomings are often noted. The government still seems to be in lack of firmly established pro‒employment
policies, which is a problem that was probably inborn at the time
of installation of ESCs that today make up the backbone of the nation’s
employment service delivery system.
For its part, the government has made numerous efforts thereafter
to upgrade the employment service delivery system. The best example
is the operation of the first pilot centers in early 2003. On April 6,
2005, the Plan to Upgrade Employment Service was reported to the
President, and as a follow‒up, the second pilot centers went into operation for a 6‒month period from May to October.
In this chapter, the discussion will focus on tracing the evolution
of the EIS delivery system in the past decade. It will also try to identify
the shortcomings of employment assistance services, the main channel
of EIS delivery, observed in the past decade and offer appropriate
policy recommendations to upgrade the standard of such services in
Korea. Because employment services in Korea are provided through
the nationwide network of 118 ESCs, this chapter will first take a look
into the ESCs’ operational status and issues, then suggest appropriate
solutions. Section II will address the past and present of EIS delivery
mechanism in Korea. In section III, the operational status and limitations of ESCs will be identified. Last, section IV will build on the
discussion and make policy recommendations for the government to
improve the EIS channel and employment assistance service going into
the future.
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II. EIS Delivery System: Evolution
and Operational Status

A. Management and Operation Structure: Past and Present
1. Ministry of Labor (Headquarter)

At the Labor Ministry EIS‒related policy‒making and planning are
undertaken by the Employment Policy Office (HQ). The Ministry has
maintained an organizational structure for the EIS with the following
modification over the years.
In the inception year (1995), as employment‒related operations
gained greater importance, the Employment Security Bureau and
Vocational Training Bureau were integrated, and the Employment
Insurance Office and Employment Policy Office were installed on May
1. Under the Employment Policy Office (HQ) were the Employment
Policy Office, Employment Insurance Office, and Vocational Ability
Development Office. Each Office was respectively in charge of employment security (Employment Policy Division, Employment Management
Division, Employment of the Disabled Division), unemployment benefits (EI Planning Division, EI Operation Division, Unemployment
Benefits Division) and vocational training (Training Policy Division,
Skills Development Division, Training Guidance Division, Qualification
Enhancement Division).
But the government‒wide reorganization on May 24, 1999 transferred
EI application and premium collection responsibilities to the Korea
Labor Welfare Corporation (KLWC), and subsequently, the Employment
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Insurance Office was eliminated on October 1999. Henceforth, the
Employment Supervisory Office was put in charge of EI operations.
Following the adjustment, the Employment Supervisory Office, under
the Employment Policy Office, oversaw Employment Policy Division,
Employment Management Division, Employment of the Disabled
Division, as well as the EI Policy Division (formerly EI Planning
Division), EI Management Division (formerly EI Operation Division),
and Unemployment Benefits Division. Skills development operations
remained under the responsibility of the Vocational Ability Develop‒
ment Office and Human Resource Development Division (formerly
Skills Development Division).
On April 17, 2000, the EI Policy Division under the Employment
Supervisory Office was renamed to Insurance Regulations Division, and
the Insurance Management Division was eliminated. EI application,
premium collection, EI computer operations, all previously under the
responsibility of the defunct Insurance Management Division were
transferred to the Insurance Regulations Division (effective from
January 1, 2001).
On May 27, 2002, organizational regulations were amended as
follows. The Employment Supervisory Office was renamed to Employ‒
ment Policy Office and the Labor Insurance Office was newly created.
Together with the Vocational Ability Development Office, there were
3 Offices under the Employment Policy Office (HQ). Under the
Employment Policy Office, Employment Support Division was newly
installed, to be in charge of the ESP that was formerly undertaken
by the Insurance Regulations Division. Under the new Labor Insurance
Office, the Insurance Regulations Division was renamed to Insurance
Policy Division to oversee the employment insurance fund as well as
the industrial accident compensation insurance fund, previously under
the scope of the Industrial Accident Compensation Insurance Division
of the Labor Standards Bureau. The Unemployment Benefits Division
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[Figure 3‒1] EI Organization within the Ministry of Labor by Period
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[Figure 3‒1] continued
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<Table 3‒1> Staff at EIS Headquarter in the Ministry of Labor
(As of Dec. 31, 2003)
Civil Servants (Ordinary)

Special Technical
Level 5 Level 6․7 Position Official

Division

Total

Total

50

42

1

5

18

19

1

6

10

9

‒

1

4

4

‒

1

11

10

1

1

4

4

‒

1

11

7

1

3

4

1

2

8

7

‒

1

3

3

‒

1

10

9

‒

1

4

4

‒

1

Employment
Support
Insurance
Policy
EI
Industrial
Accident
HR
Development

Sub-total Level 2․3 Level 4

Source : Ministry of Labor, Employment Insurance White Paper, 2004.

was renamed to Employment Insurance Division and put in charge
of unemployment benefit responsibilities, the Employment Insurance
Act, and public communication that had been conducted by the
Insurance Regulations Division. It also inherited the Industrial Accident
Compensation Insurance Division (under the Labor Standards Bureau),
and became responsible for EI application and premium collection as
well, previously carried out by the Insurance Regulations Division.
Changes and development of EI‒related organization within the Labor
Ministry are summarized in [Figure 3‒1] below.
The 5 Divisions under the Labor Ministry in charge of EIS‒related
matters comprise total 50 personnel, who are allocated as shown in
<Table 3‒1>.
2. Local Labor Offices

Implementation of the EIS is carried out by the 6 Local Labor
Administrations and 40 Local Labor Offices under the Ministry of Labor.
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At the time of EIS inception in July 1995, Employment Security Division
(ESP and JSDP) and EI Division (UBP) were installed at each Local
Labor Office to carry out the actual work. But as the EIS coverage
was expanded and related workload increased in response to the economic crisis (workplaces with 30 or more employees on July 30, 1995
→ workplaces with one or more employees on October 1, 1998), the
Employment Security Division and EI Division were separated from
the Local Labor Offices. In addition, Employment Security Centers
(ESCs) were installed nationwide to oversee the ESP, UBP and JSDP
operations, which is the organizational structure that remains effective
today. The number of ESCs grew from 99 in 1998 → 122 in 1999
→ 126 in 2000 → 168 in 2001 → 155 in 2002.
Meanwhile, EI application and premium collection were the responsibilities of the Administration Division of the Local Labor Offices
in 1995. But a part of the workload such as receiving insurance premium reports and entering computer data were outsourced to the
Korea Labor Welfare Corporation (KLWC). But the dual structure for
premium collection led to users’ inconvenience and administrative delay, prompting calls to integrate the channels. Similarly, organizations
for EI and industrial accident compensation insurance, both of similar
management structure, were also deemed inefficient and inconvenient.
The need to revise them in the interest of greater administrative efficiency and user friendliness were reflected in the Diagnosis of
Administrative Organizations’ Management Structure in March 1999.
The resulting reorganization proposal suggested outsourcing the EI application and premium collection duties to the KLWC. The recommendation was duly accepted in the Labor Ministry reorganization plan
in May 24, 1999, which decided to transfer those responsibilities to
the KLWC effective from October 1 that year.
At some Local Labor Offices is an EI Examiner who is in charge
of operating the EIS rights recovery process. The process has been
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established for individuals to file for reevaluation in matters related
to qualification/ disqualification of EIS insured status, unemployment
benefits, childcare leave allowance and maternity leave allowance.
The Ministry of Labor has 46 Local Labor Administrations and Local
Labor Offices underneath it to execute EIS policies (see Figure 3‒2).
Each Local Labor Office runs 1~5 ESCs, which handles EIS‒related
matters. Responsibility for the JSDP has been transferred to the
Administration Division following reorganization in April 17, 2000. EIS
personnel allocated to Local Labor Offices number 2,338 as of
December 2002, of which 520 are civil servants and 1,818 private job
counselors. Meanwhile, EI application and premium collection duties
have been handed over to the KLWC (46 local HQ and offices) as
of October 1, 1999, to be handled by 792 of its employees.
[Figure 3‒2] Local Labor Office Organization
(As of Dec. 31, 2002)
Local Labor Admini‒
stration/Office (46)

Administration
Division
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KLWC
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Source : Labor Ministry, Employment Insurance White Paper, 2004.
<Table 3‒2> Local Labor Office Staff
(As of Dec. 31, 2003)
Total

Civil Servants

Private Job Counselors

2,367

603

1,764

Source : Labor Ministry, Employment Insurance White Paper, 2004.
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3. Employment Policy Council

The Employment Policy Council was established within the Ministry
of Labor in accordance with paragraph 1, Article 6 of the Basic
Employment Policy Act. Its primary responsibility includes basic planning for employment policies, and planning/coordinating main policies
for employment security, job skills development and employment
insurance. Whereas the Ministry of Labor has the Employment Policy
Council, the Seoul government, metropolitan city governments and
Provincial governments have the Regional Employment Council. The
Employment Policy Council consists of 30 or so members including
1 chairman. The chairmanship is filled by the Labor Minister, and membership by labor and management representatives, persons with
knowledge and experience in employment matters appointed by the
Labor Minister, and Vice Ministers of relevant central government ministries as specified in a Presidential Decree. The term is two years.
With regards to implementation of the Employment Insurance Act,
important matters must go through the Employment Policy Council
(Article 6, Employment Insurance Act). Matters related to adjusting the
premium rates must also receive the Council’s deliberation (paragraph
2, Article 6 of the same Act). The chairman convenes the Council’s
meetings and presides over them. Meetings may open with majority
attendance, and decisions are made with majority approval by those
present. Expert committees may be installed where needed in the interest of efficiency and professionalism of the Council’s deliberations.
Currently, there are three such committees: Employment Policy Expert
Committee, Employment Insurance Expert Committee and Job Skill
Development Expert Committee.
4. Employment Insurance Expert Committee

An Expert Committee of the Employment Policy Council shall deliberate and decide on matters delegated by the Council in accordance
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with a Presidential Decree (paragraph 5, Article 6, Basic Employment
Policy Act). The Employment Insurance Expert Committee is mandated
to deliberate and decide on matters related to implementation of the
Employment Insurance Act.
The Expert Committee consists of no more than 20 members including 1 chairman (paragraph 2, Article 7, Enforcement Ordinance of
the Act). Members shall be appointed by the Council chairman among
those nominated by labor and management groups, persons with
knowledge and experience in the area of employment, and 2nd or
3rd level public servants in related central government ministries. The
chairman shall also be appointed by the Council chairman from among
the Council members. Membership term is 2 years. Replacement members shall serve out the remaining term (paragraph 6, Article 7,
Enforcement Ordinance of the Act).
5. Employment Insurance Examiner and Employment Insurance
Examination Committee

The EI Examiner and EI Examination Committee have been put in
place to expedite recovery of rights and interests infringed by illegal
or unfair administrative actions of an ESC in matters of EI eligibility
or unemployment benefits. Generally, legal grounds for filing appeals
for relief from illegal or unfair actions of an administrative body are
provided for in the Administrative Judgement Act. But in the case of
the EI, an independent evaluation body has been installed within the
Labor Ministry because its extraordinary level of complexity and specialty require professional knowledge and skills. It has been established to ensure timeliness and fairness in handling appeals that were
expected in high numbers especially in the area of unemployment
benefits.
The EI Examiner is a single judge system, and one Examiner is allocated at each of the 6 Local Labor Administration. In addition to appeal
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evaluation and decision‒making, he/she is responsible for analyzing
the decision‒making process and case studies of the Local Labor
Administration and the jurisdictional Local Labor Offices. The EI
Examiner’s Office also has investigators to assist the Examiner in fact‒
finding and evidence gathering in the process of appeal exami‒ nation.
In addition, an EI examination council may be formed for consultation
in the event that the matter petitioned for involves 2 or more Local
Labor Offices, cannot be handled by the Examiner alone, or in other
cases where deemed necessary.
The EI deliberation process and appeals process have been specified
in the Employment Insurance Act at the time of its enactment (Dec.
27 ’93), but it was only after July 1996 that the EI Examiner and EI
Examination Committee were first installed. On July 30, 1996, a Labor
Insurance Examiner was allocated to each of the 6 Local Labor
Administrations (total 6 Examiners). On August 29 the same year, the
EI Examination Committee was formed for the first time to undertake
the EI appeal process. It has 4 members, including labor and employer
representatives, as well as 1 chairman and 1 “automatic member.” On
February 20, 1998, the Employment Insurance Act was revised to ensure a higher level of fairness and timeliness in the appeals process,
increasing the number of the Examination Committee members from
maximum 7 to maximum 15. On July 21 the same year, 7 additional
members were invited from the labor, management and other sectors,
and on February 25, 2000, 1 additional labor representative (Korea
Confederation of Trade Unions) was appointed.
The EI Examination Committee comprises a membership of no more
than 15, including no less than 1 representative from the labor and
the management. The members, who shall fulfill one or more of a
specified set of criteria (see below), are appointed by the President
at the request of the Labor Minister. In addition, one level‒2 or level‒3
public servant of the Labor Ministry who is in charge of EI matters
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shall also be included as an automatic member.
a. Person(s) nominated as a workers’ representative by a trade union
that is a federation.
b. Person(s) nominated as an employers’ representative by an employers’ group of a national scale.
c. Person(s) licensed as a judge, prosecutor or lawyer.
d. Person(s) who is or was no less than an associate professor of
a university as defined by the Higher Education Act.
e. Person(s) who is or was no less than a level‒3 public servant.
f. Person(s) who has worked in the field of labor relations for no
less than 15 years and whose qualification is recognized by the
Labor Minister.
g. Person(s) who has knowledge and experience in the area of social
insurance or employment whose qualification is recognized by
the Labor Minister.
The chairman of the EI Examination Committee is appointed by the
President at the request of the Labor Minister from among the standing
members (those falling under item e. or f. of above criteria). The vice
chairman is selected from and by the members themselves. The term
is 3 years and may be repeated. The term of the automatic member
is the duration for which he/she remains responsible for EI matters.
Meetings are convened with presence of 7 members including the
chairman, automatic member and 1 representative each from labor and
management designated by the chairman. At each meeting, 1 representative each from the field of law, academia or labor relations is
included in addition to labor and employer representatives, to ensure
professionalism and fairness of the appeals process.
The evaluation process overseen by the EI Examiner began to get
lively in 1998, the 3rd year of its existence, as shown in <Table 3‒3>.
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<Table 3‒3> EI Examiner’s Appeals Cases and Outcome by Year
(Unit: 1 case)
Outcome
Claims

In progress
(carried
forward)

Total

Withdrawn

Denied

Dismissed

50
447

50
443

7
85

36
327

6
17

Over‒
turned
1
14

2003

739

728

146

547

17

18

(33)

2002

367

356

113

226

7

10

(22)

2001

306

305

59

226

10

10

(11)

2000

320

344

75

233

28

8

(10)

1999

758

763

145

563

36

19

(34)

2004

Oct.
Total

37

Cases filed and processed

1998

61

604

32

534

24

14

(39)

1997

161

159

94

60

4

1

(2)

1996

64

64

56

4

3

1

0

Source : Ministry of Labor, Employment Insurance White Paper.

<Table 3‒4> EI Examination Committee’s Appeals Cases and Outcome by Year
(Unit: 1 case)
Outcome
Claims

In progress
(carried
forward)

Total

Withdrawn

Denied

Dismissed

8
61

6
61

4
30

2
29

‒
‒

Over‒
turned
‒
2

2003

144

142

34

104

0

4

(8)

2002

77

80

13

64

3

0

(6)

2001

70

62

22

40

0

0

(9)

2004
Appeals filed and processed

Oct.
Total

8
8

2000

90

104

33

64

5

2

(1)

1999

206

219

58

149

8

4

(15)

1998

188

163

15

138

10

0

(28)

1997

15

13

4

7

2

0

(3)

1996

1

0

0

0

0

0

(1)

Source : Ministry of Labor, Employment Insurance White Paper.

The number of cases was 641 in 1998, 758 in 1999, 320 in 2000, 306
in 2001, 367 in 2002, 739 in 2003, and 447 as of 2004.
The sudden increases, such as the occasional 700s, are probably
arising from collective actions. There was a high percentage of with-
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drawals in the early years due to insufficient understanding, but since
then has been maintained at around 20%: 19.0% in 1999, 21.8% in
2000, 19.3% in 2001, 31.7% in 2002, 20.0% in 2003, and 19.2% as
of October 2004..
The appeals process governed by the EI Examination Committee
also began to take vibrance in its 3rd year, in 1998, as illustrated in
<Table 3‒4>. The number of appeals filed recorded 188 in 1998, 206
in 1999, 90 in 2000, 70 in 2001, 77 in 2002, 144 in 2003, and 61 as
of October 2004. The withdrawal percentage was 26.5% in 1999, 31.7%
in 2000, 35.5% in 2001, 16.2% in 2002, 23.9% in 2003, and a remarkably
high 49.1% as of October 2004.
6. Others
a. Korea Labor Welfare Corporation (KLWC)

Per the Employment Insurance Act, the Labor Minister may delegate
part of his/her authority to the head of an ESC in accordance with
a Presidential Decree, or to other persons designated by a Presidential
Decree (Article 84, Employment Insurance Act). In fact, part of the
Minister’s authority has already been delegated to the KLWC (Article
123, Enforcement Ordinance of the same Act).
b. Human Resources Development Service of Korea (HRD Korea)

Of the three EIS programs, the JSDP is entitled to financial support
from the Labor Minister for the necessary expenses. Article 25 (Support
for Job Skill Development Training Facilities, etc.) and Article 26
(Promoting Job Skill Development) of the Employment Insurance Act
provide for the details.
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B. Employment Security Centers: Evolution and Present
1. The Role and Functions of a Public Employment Security Agency

Public employment stability agencies are responsible for providing
job‒related services in the labor market and are run differently in each
country depending on its unique circumstances. The differences notwithstanding, they are becoming an essential part of a well‒balanced
national economy in all countries. These services, along with public
employment agencies responsible for delivering such services, became
a noticeable presence in the late 19th century in western industrialized
nations where there was rising fear for social repercussions of
unemployment. Public employment security agencies were initially created as intermediaries for employment, matching job seekers with potential employers. But as perception on unemployment changed that
it can also be a source of poverty and social instability there was
a growing call for a “labor exchange system”that linked labor demand
with supply. On the other hand, there was also a need to curb damages
incurred by private employment agencies that sought profits by brokering for jobs (Jeong, Yeon‒taek, 1997; ILO, 2001).
With the advent of unemployment insurance scheme shortly thereafter, public employment stability agencies took on the dual role of
job placement and unemployment pay management. Their role was
rendered relatively insignificant in the 20‒year economic heyday following World War II, but in the 1960s they were reborn as the core
component of human resource development policies in the labor
market. In the 1970s, there were growing efforts to tackle unemployment issue from the supply side, which subsequently led to studies
into easing labor market inflexibility and modifying the unemployment
insurance system that gave rise to benefit dependency. For most of
these studies, public employment security agencies were in charge
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(ILO, 2001).
Born of this history are the 1990s’ active labor market programs designed to improve job suitability of the unemployed. The OECD argued
for labor market policies that valued proactive approaches (eg. labor
redeployment) over passive solutions (eg. income support), and called
for improvement in the operation of public employment services by
integrating employment assistance and consulting services, payment
of unemployment benefits and management of labor market programs
all under public employment security agencies (OECD, 1994). In addition, they should collect and provide job information and encourage
continued job‒seeking efforts among the unemployed through regular
consultations. The OECD also recommended that public employment
security agencies strike up a mutually complementary role division with
their private counterparts.
The responsibilities and social functions of public employment security agencies tend to differ depending on each society’s historic background: i.e., the nation’s economic, social background, labor‒management relations, government’s employment policy, and the mission,
strategy and/or organizational structure of the agency (ILO, 2001). But
the many different responsibilities undertaken by public employment
security agencies in industrialized countries can be largely grouped
into the following: providing job information and job placement, managing unemployment pay, and managing active labor market
programs. The OECD also cites job placement (or employment assistance), unemployment pay management and active labor market programs (providing training or creating new demand) as the 3 main functions of public employment service (OECD, 1994, 2002). The ILO does
not veer much from the consensus, proffering job placement, providing
labor market information, labor market adjustment program management and unemployment pay management as the 4 main functions
of public employment security agencies. The ILO does go further by
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adding management of regulatory activities and collaboration with other related services (ILO, 2001). It also pointed out the need for public
employment security agencies to enhance accessibility to training and
education in today’s age of “knowledge economy” when knowledge
determines an economy’s development potential.
In the 21st century, many industrialized nations are taking public
employment security agencies beyond the traditional role of job placement and unemployment pay management. They are now delegated
with collecting, analyzing and providing information on the labor market in general, management oflabor market coordination programs,
and providing specialized services for specific target groups. In short,
they have become the core element of labor market policies. In the
context of labor market coordination programs, today’s public employment security agencies are service provider, labor market information
provider, coordinator, overseer, collaborator, promoter and catalyst all
rolled into one (ILO, 2001). But it is by no means easy to perform
all of the aforementioned duties in the always‒changing environment;
to make sure that they do in a satisfactory manner, greater policy focus
and efforts are required.1
2. Employment Security Centers: Past and Present

The Employment Security Act of Korea defines an “employment security agency” as a regional labor administrative body that undertakes
activities related to ensuring job stability, including job placement and
1 The ILO notes the following dilemmas surrounding the role of modern‒day
public employment service. First, conflict between universal self‒service
and individualized service. Second, conflict between customer‒oriented
service and control over unemployment benefits. Third, the future role
of public employment service agencies in the areas of lifetime learning
and job counseling. Fourth, organizational issues such as privatization and
decentralization(ILO, 2001).
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vocational guidance. The definition includes Employment Security
Centers (ESCs), Manpower Banks and daily employment centers. Of
the different types of public employment security agencies, the 118
ESCs (as of March ’05) across the nation make up the heart of employment service in Korea.
Public employment stability institutes in Korea began to multiply
and develop in earnest with the introduction of the EIS. As indicated
by the title, “employment” insurance, the scheme is designed to be
an active labor market policy, one that provides more than unemployment pay to the jobless. The EIS provides programs to promote re‒employment (through aggressive job placement), enhance employment
security (through improved job stability and employment structure) and
develop workers’ competence. Accordingly, the organizations in
charge of handling employment insurance public employment stability
institutes (especially ESCs) were assigned with roles that were aligned
with the purpose of employment insurance.
In July 1995, when the EIS went into effect, no ESCs were installed.
Instead, job security divisions and employment insurance divisions in
the 46 Local Labor Offices took charge of activities such as job placement and employment insurance. But as coverage of employment insurance gradually expanded and unemployment soared, the workload
began to rise correspondingly. In August 1998, job security divisions
and employment insurance divisions were separated from the Local
Labor Offices into independent ESCs, with more and more ESCs being
created thereafter.
ESCs soon became a nationwide presence at the throes of the nation’s financial crisis in 1998 ~ 1999. To deal with the increasing employment‒related workload and efficiently pursue projects to promote
self‒support among the jobless, 13 Manpower Banks (excluding those
in Seoul and the 6 metropolitan cities) were converted to ESCs. The
number of ESCs grew from 99 in 1998 to 122 in 1999 and 126 in
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2000. In 2001, branch offices of the ESCs were additionally installed
in the 35 remote areas to improve public’s accessibility, increasing
the nationwide total to 168. In 2003, the ESCs were divided into
“comprehensive” and “general,” with the total number being adjusted
downward.
As ESCs began to expand, civilian job counselors were hired. The
reason why civilian personnel were hired by these public agencies
is that civilian workers have shown good track record. In 1996, three
Manpower Banks were installed with civilian job counselors, and they
outperformed other Local Labor Office agencies in terms of both job
placement and user satisfaction. When Manpower Banks were additionally created in May 1997, more civilian job counselors were
recruited. This resulted in the ESCs, Korea’s core public employment
agencies, having what is a unique organizational structure for a Korean
public organization: a half‒public, half‒civilian staff made up of 30%
public servant and 70% civilian counselors.
<Table 3‒5> Staff in ESCs and Manpower Banks1)
(Unit: 1 person, %)

Staff (2)

1998

1999

2000

2001

2002

2003

2004. 7

Total

2,050
(100.0)

2,661
(100.0)

2,436
(100.0)

2,497
(100.0)

2,364
(100.0)

2,367
(100.0)

2,383
(100.0)

Civil
servants

754
( 36.8)

786
( 29.5)

517
( 21.2)

548
( 21.9)

543
( 23.0)

603
( 25.5)

642
( 26.9)

Job
counselors

1,296
( 63.2)

1,875
( 70.5)

1,919
( 78.8)

1,949
( 78.1)

1,821
( 77.0)

1,764
( 74.5)

1,741
( 73.1)

17.2

18.7

18.3

14.1

14.2

15.3

18.3

Avg. staff per
organization

Note : 1) Manpower Banks were integrated into the ESCs in 2002.
Source : Internal data, Labor Market Organization Division, Ministry of Labor
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3. ESCs’ Activities
a. Activities under the Ministry of Labor’s Organizational Regulations

According to the organizational regulations of the Ministry of Labor
and its umbrella organizations, the ESCs’ activities have changed significantly over the years. As of 2002, there are 46 activities assigned
to ESCs, largely in the categories of EIS, employment assistance, and
others (see Table 3‒6). With the August 17, 2004 enactment of the
Foreign Workers’ Work Permit System, the ESCs also became responsible for providing job placement service for international workers.
b. Employment Insurance

Employment insurance activities undertaken by the ESCs include
management of benefit eligibility, approving eligibility and payment
of unemployment benefits, employment stabilization program (providing employment subsidies to employers), maternity protection projects
(maternity leave benefits and child‒care leave benefits) and tracking
illicit payment of subsidies and benefits (see Table 3‒7). Management
of employment insurance eligibility does not include simply overseeing
workers for unemployment pay, but it also makes up an important
part of the government’s human resource policy. Beneficiaries of employment insurance gain or lose their eligibility by their employment
at and leave from applicable workplaces without having to specify
their intent to enter into or withdraw from the insurance.
The biggest part of ESCs’ activities in the area of employment insurance is management of unemployment benefits, traditionally the
responsibility of public employment security agencies. The tasks include handling of applications for unemployment benefits eligibility,
approval of eligibility, handling of unemployment pay applications and
payment of unemployment benefits. The purpose of their activities
goes beyond simply doling out benefits they also provide active job
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placement service to the unemployed.
Active job placement service includes “one‒on‒one employment
service,” designed to provide assistance for reemployment of the beneficiary of unemployment pay. Under the one‒on‒one scheme, the ESC
person who approved the unemployment status of the beneficiary becomes the main person for ensuring his or her reemployment. The
ESC person’s activities would include management of unemployment
pay, job placement, job counseling, vocational training counseling, and
any other services that are ordinarily provided by the ESCs. The one‒on
‒one program was adopted in May 2001 to provide customer‒centered
service and offer effective job assistance service to unemployment pay
recipients. Introduced on a gradual basis, the program is not available
at all ESCs as yet, and comes in different formats depending on the
ESC in question.
The ESP comprises a wide range of programs targeted to employers,
all designed to promote employment adjustment or job increase.
Relevant activities include handling various business applications and
subsidy/assistance applications, confirmation/supervision to authenticate stated claims, and supervision and administrative processing
against illicit claims. It used to be that all ESCs performed employment
security activities, but for the sake of efficiency, they are now
concentrated in only the larger “comprehensive” ESCs, following the
ESC reorganization in 2003.
c. Employment Assistance

Employment assistance activities encompass a broad range of tasks:
job placement, job counseling, support for special groups (foreign industrial trainees, North Korean defectors, self‒support seekers, etc.) vocational training counseling, management/supervision of private employment security agencies as stipulated by the Employment Security Act.
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<Table 3‒6> Main Activities of ESCs
Functions

Activities or Sub‒functions

Nature of
Activities

‒ Job counseling/guidance, job analysis, work aptitude and
interest tests
‒ Job placement services, job‒search/offer services
‒ Employment promotion for the elderly
‒ Achievement programs and employment support programs
Employment ‒ Approval, registration, and reporting services according to
assistance
the Employment Security Act (excluding the tasks delegated
to the local governments)
‒ Manpower export and foreign manpower recruitment
‒ Prevention of irregularities related to job placement services
‒ Job offer management
‒ Worker supply activities

Policy
implemen‒
tation
(service
delivery)

‒ Tasks related to the application and eligibility for
employment insurance
‒ Benefit‒related activities (including 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 with assignment
instructions
‒ Counseling and guidance on job skill development training
Employment
‒ Handling of employment retention plan applications
insurance
‒ Processing of applications for various subsidies and financial
assistance provided by the employment security scheme
‒ Verification and supervision of the employment security
projects
‒ Tasks related to the payment of various expenses (subsidies,
training expenses, etc.)
‒ Tasks related to the payment of allowances for maternity
leaves or childcare leaves
‒ Other tasks related to the EIS

Policy
implemen‒
tation
(service
delivery)

‒ Tasks related to the payment of allowances for work
experience programs for the youth
Unemploy‒ Tasks related to wage payment for employment support
ment
projects
programs, etc.
‒ Development and provision of services for self‒support
employment assistance plans
Source : Korean Association for Public Administration (2002b).
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<Table 3‒7> Main Activities of ESCs in Employment Insurance
Responsibilities

Activities

Handling applications for eligibility, evaluating eligibility,
Unemployment approving eligibility, handling applications for unemployment
benefits
benefits, counseling, training, payment of unemployment
benefits
Handling reports/applications, document review/confirmation
Management of
by employers and workers, computer input, approval,
eligibility
distribution of eligibility confirmation

Illicit payment

Documenting plans to investigate illicit payment, collecting
information on suspects, summoning and questioning suspects,
approval, suspension of employment insurance payment,
request for issuance of invoice, etc.

Maternity
protection
benefits

Handling of applications, validation of eligibility, confirmation of
wage amount and computer inquiry, eligibility confirmation and
calculation of benefits, payment of benefits, notice of payment
status

Employment
stabilization
program

Handling of applications, selective viewing, confirmation of
eligibility, collection of basic information for calculation of
subsidies, identity confirmation and calculation of subsidies,
approval, request for subsidy payment, notice of the decision to
provide subsidy

JSDP

Review of vocational training plan and reports, approval for
vocational training courses, signing of outsourcing contracts,
counseling trainees, issuance of certificates, payment of training
fees or per diem

Note : The administrative procedure for job skill development projects other
than vocational training counseling was undertaken by the
Administration Division of the Local Labor Office of the Ministry of Labor,
but was transferred to the ESCs in 2005.
Source : Employment Security Center Evaluation Model, HRD Korea Work Information
Center, 2002.
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The objective of job placement service is finding suitable employment positions for job seekers and involves more than information
provision. In‒depth consulting, improving job‒seeking skills, providing
job counseling and vocational training information are all part of the
variety of tasks that make up the overall job placement services. The
flow of job placement procedure in place at ESCs is as follows: a.
Fill out a job search application → b. Assign a job counselor based
on the desired employment category/type or the job seeker’s place
of residence → c. Job counseling → d. Based on the counseling results, information and support are provided for job placement, interviews (accompanied by the counselor), vocational training and achievement programs.
The groups with special needs are subject to concentrated management
and differentiated services. The purpose is to provide focused care and
more services for disadvantaged groups such as the long‒term unemployed, the elderly, women, disabled and youth. In‒depth counseling
is also provided to job seekers on an ongoing basis to accurately understand their situation and recommend positions that are suitable to their
aptitude and capabilities. The job seekers are also trained in essay writing
and interview skills. Depending on personal aptitude or preference,
the recommendation may vary from job placement, vocational training
or public work. The ESCs are also required at times to provide job
placement service in connection with other agencies such as social welfare
institutes, city/county/district offices and silver expert banks.
When deemed necessary, ESCs also send the job counselor together
with the job seeker when he or she goes to an interview (“accompanied
interview”). Accompanied interview program is where the job counselor goes together with the job seeker when visiting the potential employer to assist him or her through an on‒site interview. It is expected
to increase the job placement success rate by giving the job seeker
mental stability and confidence, and allowing the job counselor to vali-
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date and adjust the working conditions. ESCs also provide job counseling service, in a sufficient variety to give guidance to youths and other
job seekers in their choice of employment. The counseling services
currently provided by ESCs include job aptitude test, group consulting
programs and youth work experience programs.
The job aptitude test is taken by youths or adults who visit the ESCs,
or by students at universities or middle/high schools within the
jurisdiction. The ESCs personnel would pay visits to these schools with
cooperation from the school administrators. The types of job aptitude
test conducted by the ESCs today range from job preference, youth’s
job aptitude, adults’ job aptitude, adults’ level of job‒seeking willingness, job‒seeking efficiency, employment transition, transition to self‒
employed and youth’s level of job interest. Youth work experience
program is designed to provide the youth group with on‒site experience that may help them make their professional and career choice
in the near future and even get a head start in building a career. The
program includes training assistance and intern assistance. Training
assistance is aimed at high school/university students and graduates,
allowing them 2‒6 month training period at large companies, public
organizations or civic groups to accumulate on‒site experience. KW
300,000 is provided as monthly support. Intern assistance scheme provides KW 500,000 to SMEs who hire unemployed youth as interns
(for 3 months). If, after the internship period, they are hired as regular
workers, an additional 3‒month support (KW 1.5 million) is provided.
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III. Issues of the EIS Delivery System

A. Issues of EIS Management and Operation
The organizational structure of the EIS headquarter went through
three rounds of adjustment since its inception on July 1, 1995. But
other EIS organizations maintained largely the same structure and roles
from their early days. Even the EIS headquarter only underwent limited
changes such as reduction in the number of Offices, renaming of the
Divisions and adjustment in roles and responsibilities, with no changes
to the fundamental layout of the organization.
One of the biggest issues of EIS management and operation is probably the lack of vertical and horizontal link and collaboration among
the different responsibilities. By nature, EIS responsibilities are interlinked, which makes collaboration among the different parties an indispensable necessity. For example, the department in charge of job skills
development and the one in charge of employment assistance need
to have close cooperation from the planning stage to implementation
to ensure effectiveness of the programs. Such collaboration should be
incorporated into not only the organization structure but also in the
daily operations.
There also seems to lack of horizontal collaboration among the different organizations involved in management and operation, mostly owing to the heavy workload of the manager as well as manpower shortage at the headquarter. As of March 2005, there are only 11 public
servants in the headquarter overseeing the 118 ESCs nationwide. Out
of them, only 4 are dedicated full time to managing and supervising
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the ESCs. It would be a tall order for the EIS delivery system to work
efficiently under such dire shortage of manpower.
Another problem in EIS management and operation is the lack of
a process to monitor and ascertain the proper functioning of the EIS
delivery system. The shortcoming was forgivable in the early days of
the EIS, as there was low demand for employment service. Even at
the time of mass unemployment crisis following the economic crisis,
developing new programs was more important than receiving feedback
through monitoring and evaluation. But as risks of low growth and
high unemployment continue to grow, efficient use of the fund has
gained renewed and particular importance. Accordingly, there is now
a pressing need to establish a feedback system through which each
of the EIS programs can be evaluated and the results reflected in
policies.

B. Operational Issues of the ESCs
It has been 10 years since the inception of employment insurance
scheme in July 1995. Since then, public employment security agencies
in Korea, especially the ESCs, have multiplied at a rapid pace, taking
up a broad range of activities. It is safe to say that they have more
or less established the necessary institutional framework (Yoo, Kil‒Sang
et al., 2001). Public employment agencies also adequately played their
required role in dealing with the aftermath of the mass unemployment
crisis during the 1997 financial crisis.
But there is still room for improvement in the areas of “organizational
effectiveness” and “quality of the administrative service.” One of the
most oft‒cited issues is that job placement performance and service
quality do not match the standards in industrialized nations (Jang,
Hong‒Keun, 2000). Another is insufficiency in collecting and providing
labor market information, a role that recently came to be regarded
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as one of the primary functions of a public employment agency. The
sub‒standard effectiveness of the public employment agencies in Korea
in delivering employment service to those who need it the most, the
elderly, women, youth, daily workers and the disabled, is also frequently observed as an obstacle. Probably as a result of the stated
shortcomings, the ESCs have only a 4.9% market share (proportion
out of all who were employed through job placement agencies), which
places them at a significant disadvantage to their counterparts in industrialized nations.2 In this section, the problems observed from the
ESCs are reviewed in further detail.
1. Activity Categorization and Proportions

A breakdown of the activities conducted by the ESCs yields the following: employment insurance (unemployment benefit management
and application) 38%, ESP 12%, foreign worker employment approval
4%, and other administrative tasks 14%. Employment assistance activities account for only 32% of their entire workload.
It has been observed that as the repercussions of the financial crisis
subsided, proportion of employment insurance activities increased at
the expense of employment assistance. The trend is owing to lower
job seekers as a result of reduced unemployment rate, and growing
workload for employment insurance due to wider coverage. Another
reason may be found in the fact that employment insurance workload,
determined based on legal grounds and procedure, is more or less
fixed, while employment assistance workload may differ depending
on the intention of the people on site. As the general workload increased, the people on site tend to put greater stock in employment
2 Public employment service (PES) market share in main industrialized countries is as follows: Germany 33%, Japan 23%, Britain 23%, France 22%,
Netherlands 14%(OECD, 2004 data).
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insurance activities which have clear legal implications and
accountability. With daily workers also being included in the employment insurance fold in 2004, the relevant workload is expected to
go up further.
2. Lack of Differentiated Employment Assistance Services

One persistently nagging problem for the ESCs seems to be the lack
of employment assistance and job placement services tailor‒made for
individual job seekers, such as in‒depth counseling. The same applies
to not only unemployment pay recipients but also those with special
need the long‒term unemployed, elderly and youth are not being
provided with individualized employment services, leaving the ESCs’
initial goal unfulfilled.
For employment services to be more effective, in‒depth job counseling is an utmost requirement because it is a tool that can accurately
identify the employment capabilities and intention of the job seekers.
Job counseling has an overall positive impact on increasing employment possibilities by lowering the job seekers’ desired wage level, stimulating greater job search efforts and providing them with more effective job search skills. But the average counseling time per job seeker
stands at only 10~20 minutes, as revealed by surveys on job seekers
as well as counselors. The quality of counseling is not up to expectation either, as most of the discussion revolved around the job seeker’s
mental burden or financial difficulties. The counseling sessions seem
to stop short of providing information on the various programs offered
by the ESC or other quality services for employment assistance or job
placement.
To be fair, there have been attempts of late to differentiate employment assistance services based on job seekers’ characteristics. More
specifically, the job seekers with both the desire and competence for
employment will be mostly provided with information services, and
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the special needs groups such as the long‒term unemployed, elderly
and the disabled are entitled to active employment assistance services
such as morale‒boosting in‒depth counseling and accompanied
interviews. But most ESCs are at a challenge to provide such customized services as their employment assistance service staff is significantly
smaller than the demand. It is mostly the larger comprehensive ESCs
that are able to provide employment assistance services individualized
by job seeker types; even then, the number of beneficiaries remains
minimal.
In terms of employment assistance services for unemployment pay
recipients, there is the “one‒on‒one program” where the same ESC
person is in charge of payment of unemployment benefits and job
placement service. But reality has compounded its operational difficulties, and today the availability and format of the program are left
to the discretion of each ESC. Again, the underlying problem is manpower shortage－ insufficient number of counselors compared to the
unemployment pay recipients left the program more or less in name
only. What’s more, there are no clearly and uniformly defined set structures to categorize job seekers, only judgment by the counselor in
charge. There have also been initiatives to perform “profiling of the
unemployed” against unemployment benefit recipients to identify the
potentially long‒term unemployed and provide differentiated services.
But they have not been put into active use and have since been
suspended. For all of such reasons, the ESCs have not been able to
provide quality employment assistance services to the unemployed.
3. Lack of Identity and Role as the Hub of Local Employment Services

Recent technological changes, efficient human resource management
by the private sector, inefficiency of the public employment security
agencies and high efficiency of private job placement agencies have
given rise to the need for public employment agencies to act as more
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than regulators of private agencies. They are now called upon to more
actively engage in promoting efficiency in the labor market.
One of the issues of employment services in Korea is that mutually
related organizations are all working on their own. Granted, there are
some ESCs that partially collaborate with the employment information
center (run by the local autonomous body) or private job placement
agencies. For example, in case of job placement for the elderly, there
is collaboration with the silver expert bank and elderly employment
centers, and in case of daily workers, with free job placement institutes
where job information is shared and job placement is performed in
conjunction with each other. But most of these initiatives resulted from
personal efforts by the counselors, and there is almost no regulatory
framework or support for such collaboration.3 Most of the joint work
with private organizations today is centered around non‒profit institutes such as free employment agencies or civic groups, with almost
no cooperation with for‒profit private job placement agencies.
The ESCs need to plan and implement localized employment services
in consideration of the characteristics unique to the jurisdiction, services that may also complement the central government’s labor market
policies. Localized employment service and policies should include
collecting and providing information on local job openings and developing employment service programs specific to the local community.
Implementation can be meaningfully effective only when there is close
collaboration with local agencies. But the ESCs presently lack the resources to carry out above‒listed initiatives as there is inadequate support from the central government in terms of autonomy, manpower
and budget. There is still no proper foundation for providing employ3 In particular, there is a high desire to work with ESCs of public nature,
such as job information centers and free job placement agencies of local
autonomous bodies, for the purpose of exchanging job information, operating a communication channel, and developing joint projects.
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ment services that are customized for the local community in which
the ESC operates.
In sum, the ESCs have not fulfilled its role as the hub of local employment services for such reasons as insufficient collaboration with companies, labor unions, civic groups, private job placement agencies and
other related bodies, and lack of localized services. In fact, at this
point in time, they do not even seem to have clearly established their
identity as the hub of employment services in the local community.
4. Manpower Shortage

The number of Ministry of Labor personnel allocated to the ESCs
and Manpower Banks stood at 2,383 as of March 2004, a 10.4%
reduction from 1999. The number of government workers has been
showing a modest but steady rise from 2000 at an annual range of
517‒642, but civilian job counselors have been steadily decreasing after
peaking at 1,949 in 2001. The decline in overall number led to a
corresponding drop in the proportion of civilian job counselors among
all ESC workers, from 78.8% in 2000 to 73.1% in March 2004. The drop
in the absolute number of personnel at the ESCs and Manpower Banks
also brought down the average staff size at each site from the peak of
<Table 3‒8> No. of Personnel and Economically Active Population per Personnel
at Public Employment Security Agencies in Major Countries
Japan
(1997)

Germany
(June 2004)

Britain
(1999)

U.S.
(1997)

Korea
(July 2004)

No. of personnel

15,324

93,274

35,992

70,682

3,116

Economically active
population (1,000)

67,650

39,474

29,470

143,006

22,906

Economically active
population per personnel

4,415

423

819

2,023

7,351

Source : ILO, The Public Employment Service in A Changing Labour Market, 2001. Data for
Germany: Jang, Eun‒sook (2002).
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18.7 in 1999. It went back up to 18.3 in 2004 following reorganization
of public employment security agencies. Korea shows a disadvantage
to major industrialized countries in terms of the sheer number of public
employment service workers. The 9,572 economically active population per employment service worker as of March 2004 is also significantly higher than in major advanced nations.

5. Inadequate Organizational and Human Resource Management

The public employment service delivery system of Korea today is
predicated on the basic framework of “Ministry of Labor head office
(Labor Market Organization Division) → ESCs.” But the Labor Market
Organization Division, with its around 10 members, does not have
a strong enough capacity to oversee the nationwide employment security organization and labor market information system (LMI System)
in addition to designing and executing the central government’s employment service polices. Moreover, involvement by local administrative offices and Local Labor Offices in the activities of the ESCs
hinders structural organizational management and policy implemen‒
tation.
There also seems to be a considerable level of incongruity and cultural conflicts between the government workers in charge of administration and management and the civilian job counselors. The priority
on the organization and operation front, therefore, is renewing the
organizational culture. Part of the issue between government workers
and civilian job counselors is derived from the inadequate treatment
of the civilian counselors. From 2004, job security for the counselors
has been significantly improved by mandating automatic renewal of
their one‒year contracts until the age of 57, but their working conditions remain largely inadequate and feelings of insecurity linger.
Another challenge is to provide sufficient level of training and educa-
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tion to ESC personnel. The training and education provided today remains at rudimentary level, not nearly sophisticated enough to improve
expertise of the workers.

IV. Conclusion and Suggestions
It would be realistic to acknowledge that the high‒growth, low‒unemployment era has come and gone for the Korean economy. In addition, it has now become the vision for the national economy to transition from an input‒oriented model to an innovation‒driven one, requiring now more than ever high‒quality human resources and efficient
utilization thereof. This is the prime reason why upgrading the nation’s
employment services takes on an pressing importance. Given that most
of the employment services are provided within the framework of the
EIS, efficient and effective improvement of the EIS delivery system
is urgently needed.
The same applies to discussion on labor market flexibility, a newly
emerging core issue in the area of labor market policies. It can move
in the right direction only when the social safety net has been firmly
put in place by upgrading the employment support services. Increasing
labor market flexibility when the employment service framework remains outdated would be tantamount to driving workers to the edge
of poverty once they are pushed out of the market. Against this backdrop, the issue of labor market flexibility would be understood as
directly impacting workers’ livelihood. It has been the experience in
Korea that such matters have given rise to mutual confrontation and
physical struggles.
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With this understanding, this section has been dedicated to identifying some of the operational issues of the EIS management and operation, as well as the ESCs that are the actual provider of EIS services.
The accomplishments and limitations of government polices to address
such issues have also been reviewed. For the remainder of this section,
some suggestions would be made as to how to improve the EIS delivery system. The recommendations would be divided between the central government’s EIS management structure and the ESCs’.
To further enhance central government’s EIS administrative and management structure, first and foremost, more manpower is needed. The
right staffing size should be determined based on an analysis of the
current workload and comparison with other countries’ examples. After
the appropriate staff size is identified in the areas of policy planning
and management/supervision of ESCs, the manpower should be increased or the organization strengthened as needed.
Second, there has to be closer collaboration between the relevant
departments within the central ministry. The nature of the EIS requires
a high‒level cooperation between different departments to ensure efficient operation and effective planing and implementation of relevant
programs.
Third, a system must be put in place that can assess whether the
EIS is working in its intended direction, whether the delivery system
is functioning properly, how much of a social impact each EIS program
brings, and to reflect the conclusions to policies. For this purpose,
process evaluation, impact evaluation and cost‒benefit analysis should
be performed on a periodic basis for the main EIS programs, and their
results should be incorporated into the related programs in the next
year.
Next are a set of suggestions in the interest of improving the ESCs.
First, there should be stronger collaboration between ESCs and other
related agencies. For example, in case of employment assistance for
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the socially vulnerable, the range of service should go beyond counseling and management. They should also be referred to an appropriate
training and education institute and be subject to follow‒up care. In
addition, to ensure proper functioning of the ESCs, the fundamental
mismatch in the supply and demand in the labor market should be
eliminated through effective collaboration with local companies and
labor unions. Furthermore, information sharing with private employment agencies should be increased and the roles and responsibilities
should be more clearly defined and adjusted. Ultimately, the ESCs
should be turned into the hub of employment service in the local
community.
Second, a sufficient number of job counselors should be acquired
and retained. They should also be guaranteed with adequate working
conditions to improve their performance. One of the chief reasons
why the ESCs in Korea lag behind those in major industrialized nations
is failure to acquire competent job counselors in the proper number
in a timely manner. Building a strong supply pool of job counselors
from where appropriate resources may be acquired at the right time
must be part of the overall plan to improve employment stability services as well as the short/long‒term staffing plan.
Third, ESC evaluation mechanism should be adjusted to firmly establish an independent operation regime at an early date. The current
performance‒based evaluation seems to only result in the ESCs concentrating on their day‒to‒day work. It is essential, therefore, to design
an evaluation scheme that can measure the true accomplishments of
policy implementation and give due recognition to creativity and innovative ideas. In addition to above, reinforcing marketing efforts to
collect job opening information, increasing awareness on the ESCs’
services, diversification of employment services and building a one‒
stop service system are some of the other tasks that should be addressed to upgrade employment assistance service in Korea.
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I. EIS Application and Premium Collection
Kyu‒Yong Lee* and Seong‒Jae Park**
4

A. Expansion of EIS Coverage
1. Overview

The EIS was launched on July 1, 1995 targeting workplaces with
30 or more employees. The applicability was expanded in January
1998 to those with 10 or more, then to those with 1 or more in October
the same year. Needless to say, the expansion in applicability was
accompanied by a sharp rise in the number of insured. [Figure 4‒1]
shows the number of workplaces and individual workers covered under the EIS from 1995 to 2004.
The number of EIS‒covered workplaces stood at 38,953 as of the
end of 1995 and increased relatively slowly until 1997 (47,427). But
the number dramatically jumped in 1998, recording 400,000 workplaces
as of the end of 1998, a staggering 7.4‒fold growth. The steep rise
is attributable to the EIS being expanded to include all workplaces
with 1 or more employees (October 1998), as well as temporary and
part‒time workers. As of 2004, the number stands at 1,002,638
workplaces. The same trend is witnessed in the number of EIS‒covered
individuals. As of the end of 1995, the figure stood at 4,204,258,
then skyrocketed since 1998, reaching 7,576,856 as of the end of 2004.
* Research Fellow, Korea Labor Institute
** Senior Researcher, Korea Labor Institute
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[Figure 4‒1] Number of Workplaces and Workers Covered by the EIS

Source : Employment Insurance Statistical Annual Report, Work Information Center
of the Human Resources Development Service of Korea (HRD Korea).
2. Applicability Expansion by Workplace Size and Construction Scale

In principle, the Employment Insurance Act applies to all businesses
and workplaces that employ workers. Therefore, once an EIS program
is launched or a business meets the criteria, an employment insurance
relationship is established automatically regardless of the intention of
the business owner or the worker. Such business is called an
“automatically applicable business (workplace).” At the time of implementation on July 1, 1995, the EIS had different criteria between
the UBP and the other two programs (ESP and JSDP). For the other
two, the criteria was a full‒time staff of 70 or more workers, and for
the UBP, a full‒time staff of 30 or more workers. Construction projects
also became an automatically applicable business if the total cost was
KW 4 billion or more.
The dual criteria came into existence due to the sharp difference
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in opinion among the interest parties－labor unions, employer groups
and relevant ministries. The UBP was the subject of keen interest by
labor unions from the planning stage, and its criteria was initially determined as workplaces with full‒time staff of 30 or more. The criteria
was to be lowered to full‒time staff of 10 or more on January 1, 1998.
As for the ESP and JSDP, the initial threshold was set at 70 or more
full‒time workers in consideration of the potential burden on SMEs.
It was also to be lowered on January 1, 1998 to 50 or more full‒time
workers (Yoo, Kil‒Sang & Lee, Cheol‒Soo, 1996).
As a result of above decisions, the EIS was implemented with workplaces of 30 or more employees as its first target group. But for the
JSDP (except for the reemployment training allowance), paragraph 2,
Article 63 of the Employment Insurance Act granted exception to workplaces with 1,000 or more full‒time employees in five industries: mining, manufacturing, public utilities (electricity, gas, water supply), construction, transportation/warehousing/communications and laundry/dying/
repair services. Instead, they were required to provide mandatory vocational training in accordance with the Basic Act on Vocational Training.
This was a provision intended to prevent dramatic shrinking of the
mandatory in‒company training required under the Vocational Training
Act that was in place before the EIS. As a compensatory measure,
workplaces with 1,000 or more employees were required to continue
providing the training under the Basic Act on Vocational Training (Yoo,
Kil‒Sang, Gang Soon‒hee, Hong Sung‒ho, 1997)1.
At the outset, full expansion of EIS coverage was envisioned for
2002 given the state of government’s administrative capacity and regulatory infrastructure. But the economic crisis of 1997 demanded that
1 To address the inefficiency of the dual system of vocational training, the
government abolished the Basic Act on Vocational Training in 1997, replacing it with the new Vocational Training Promotion Act. Henceforth, all
workplaces became subject to the JSDP.
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the government alter its plan. Within less than 3 years after implementation, the EIS was expanded to all workplaces (those with
1 or more employees), which is almost unprecedented in other parts
of the world. It was first enlarged to include workplaces with a staff
of 10 or more in January 1998 in compliance with the interim measure
on applicability under the Enforcement Ordinance of the Employment
Insurance Act (Article 2 of the Addendum), then to include those with
5 or more in March 1998.
The economic downturn and corporate restructuring arising from
the economic crisis entailed sharp rise in unemployment rate and the
number of jobless. Against this backdrop, the EIS had to be expanded
as a way to provide a social safety net to the unemployed. It soon
became clear, however, that a mere expansion would not be enough.
As employment insecurity grew following ongoing economic downturn, a more active set of actions was required. In other words, as
rising bankruptcies and financial institution shutdowns further drove
up the unemployment rate from June 1998, almost to record level,
some began to vocally demand for EIS applicability expansion so that
the system can work better as a basic social safety net. In addition,
as the EIS was only applicable to regular workers at companies with
5 or more employees, the system actually failed to cover those who
needed it the most: workers at micro enterprises (with less than 5
employees) and non‒regular workers such as temporary and part‒time
workers who were subject to less pay and higher risk of job separation.
Relevant organizations in various fields such as labor, civil society and
academia, had been noting the insufficient coverage, denouncing the
government for depriving them of state or social protection.
Heeding the social demand, the Labor‒Management‒Government
Tripartite Commission decided to go into EIS expansion earlier than
scheduled. The Tripartite Commission had initially agreed to extend
the EIS to workplaces with less than 5 employees, then to tempo-
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rary/part‒time workers by July 1999. The goal was also included as
one of the government’s “Agenda 100.” But faced with growing calls
for EIS expansion, the decision was made to include workplaces with
1 or more employees from October 1998. The move was prompted
by concerns that if the expansion waited until the initial schedule
(1999), those who need the EIS the most－workers at companies with
less than 5 employees－would not be entitled to the benefit of a social
safety net until late 1998 or early 1999. The decision was approved
at the cabinet meeting on August 4, 1998 and extraordinary session
of the National Assembly on September 2, and the revised Employment
Insurance Act was promulgated on September 17. The Enforcement
Ordinance and Regulations were also amended accordingly and promulgated on October 1, from when all workplaces came under the
EIS coverage (Kim, Sung‒Joong, 1998; Phang, Hanam, 1999;
Employment Insurance White Paper 2004, 2004). The rapid expansion was
much ahead of the schedule initially agreed on by the Tripartite
Commission. Considering that the plan had been to include micro enterprises and temporary/part‒time workers only by July 1999, it is not
hard to fathom just how large of an impact the economic crisis had
on the Korean society.
The October 1998 expansion of the EIS to all workplaces, including
those with only 1 employee, in effect completed the basic social safety
<Table 4‒1> Changes in the Size of “Automatically Covered” Workplaces
Size of Applicable Workplaces
95.7~96.12 97.1~97.12 98.1~98.2 98.3~98.6 98.7~98.9 98.10~03.12 04.1~present
Unemploy30 or more 30 or more 10 or more 5 or more 5 or more
ment Benefits
ESP, JSDP

70 or more 70 or more 50 or more 50 or more 5 or more

(Total Cost of
(KW 4 bil)
Construction)

(4.4 bil)

(3.4 bil)

(3.4 bil)

(0.34 bil)

1 or more

1 or more

1 or more

1 or more

(0.34 bil)

(20 mil)

※ Construction includes coverage under all three programs (UBP, ESP, JSDP).
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net that could protect virtually all workers including the minority and
vulnerable groups. In addition to providing unemployment benefits,
it also considerably helped lay the foundation for implementing the
ESP and JSDP to retain employment at a time when industrial restructuring and labor market flexibility were increasing.
3. EIS Expansion by Worker Type

An “insured person,” as defined under the employment insurance,
is a person who provides labor in return for wage in a business or
a workplace, regardless of the job type. As such, regardless of the
title, anyone who supplies labor in compliance with the direction/order
issued by an employer and receives monetary compensation as a form
of wage is an insured person under the Employment Insurance Act.
At the time of the system’s inception in July 1995, the scope of automatic coverage was workplaces with 30 or more employees, which
brought the coverage to all wage earners of such companies. But there
were some exceptions. Those 60 or older, some temporary/part‒time
workers, the self‒employed, family workers and teachers of private
schools were excluded. This was in reflection of the recommendations
of the EIRC, launched on May 18, 1992 to review possibilities of introducing the EIS in Korea.2
2 The EIRC recommended the following with regards to the scope of applicability by worker type: a. the self‒employed and family workers should
be excluded for reasons of difficulty in identifying the income level and
proving status of unemployment given the lack of employment relations;
b. daily workers should be excluded for reasons of uncertainties in employment status and difficulty in collecting income data. The definition of daily
workers should be those who are employed for less than 3 months; c.
part‒time workers should be excluded in the initial stage for reasons of
insufficient participation in the labor market relative to full‒time workers
and difficulty in collecting information on wage and employment status;
d. those aged 60 or over should be excluded as they are entitled to pro-
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Pursuing EIS legislation based on the EIRC’s studies, the government
excluded the self‒employed and family workers without even explicitly
stating so, as they are by definition not “workers.” The following types
of workers were also precluded:
a. Those newly employed after turning 60 years of age.
b. Part‒time workers (whose weekly working days or hours are a
certain percentage less than those of regular workers employed
for a similar job function at the same workplace as specified by
a Ministry of Labor Ordinance).
c. Daily workers (those who are hired on a daily basis or for less
than a 3‒month term; those who are hired in excess of 3 months
are excluded) who correspond to the criteria as set forth in a
Presidential Decree.
d. Those employed in seasonal or temporary projects. Those who
are hired on a continuous basis for a term in excess of the period
as set forth in a Presidential Decree are excluded.
e. Government workers as defined under National Civil Servant Act
and Regional Civil Servant Act.
f. Teachers of private schools as defined under the Private School
Act.
g. Others as defined in a Presidential Decree (Article 8, Employment
Insurance Act).
Meanwhile, “Others as defined in a Presidential Decree” were: a.
workers engaged in businesses directly undertaken by the government
or local autonomous bodies; b. seamen as defined under the Seamen
Act (not including those designated in a Ministry of Labor Ordinance);
tection by the National Pension Scheme; e. public servants and private
school teachers and staff should be excluded as they are entitled to protection from pension and other social insurance schemes.
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c. faculty and staff at private schools as defined under the Private
School Act; d. foreign workers (not including those who, under paragraph 1, Article 23 of the Enforcement Ordinance of the Immigration
Control Act, are of a residential status that allows employment and
wish to enter the EIS, and those who are of a residential status as
defined under paragraph 2 of the same Article). (Article 3, Enforcement
Ordinance).
In the course of EIS development, the scope of insured (workers)
also steadily increased, while the eligibility criteria remained strictly
defined. The first amendment of the Employment Insurance Act on
December 30, 1996 added 65‒or‒older workers in the list of EIS
exclusion. The pre‒amendment provisions extended the EIS to those
who were newly employed before the age of 60 without specifying
the maximum age thereafter.3 But 65‒or‒older workers were now explicitly excluded for reasons that, as they were at retirement age, they
were not likely to re‒enter the labor market. In addition, they were
entitled to protection by the National Pension Scheme. Elderly workers, even if they are covered and pay the insurance premiums, would
not be eligible for unemployment benefits because the benefits are
being provided on the precondition of reemployment, a highly unlikely prospect for those above a certain age. As a result of the
amendment, those who were newly employed before 60 and were
covered under the EIS would no longer be entitled to the benefits
3 The elderly over a certain age entitled to public pension are mostly retired
from the labor market, and even if they wish for reemployment, it is likely
to come in the form of a part‒time job, rarely a regular full‒time position.
This is why globally, there is a trend to protect the retired with a public
pension, not employment insurance. Most countries seek role division between different types of social insurance ‒ in the case of the 65‒or‒over
population, it is mostly the responsibility of public pension, not employment insurance. (Yoo, Kil‒Sang et al., EIS One Year Later: Evaluation and
Challenges, KLI, 1996. 10)
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once they reach 65.
On July 1, 1998 the Enforcement Ordinance was amended again,
this time to extend EIS protection to workers of private schools who
are not entitled to the Private School Teachers’ Pension Act. This was
out of the justification that private school workers not subject to the
Private School Teachers’ Pension Act should also be protected in the
event of unemployment4. But special postal workers as defined under
the Special Postal Act were excluded from the EIS as of July 1, 1998
(paragraph 2, Article 3, Enforcement Ordinance) for the following reasons: they undertake same activities as ordinary postal workers (as
delegated by the Minister of Information and Communication); experience almost no job insecurity arising from workplace shutdown; and
are entitled to a pension scheme similar to the Civil Servant Pension.
As the EIS was to be extended to all workplaces as of October 1,
1998, there was a need to absorb temporary and part‒time workers
as well to fulfill the vision of creating a universal social safety net
against unemployment. In 1998, as industry‒wide restructuring resulted
in corporate bankruptcies especially in the financial sector, unemployment soared. On September 17, the Employment Insurance Act was
amended again, to protect the livelihood and encourage job‒seeking
activities of the unemployed. The scope of daily workers eligible for
unemployment benefits was enlarged from those with unemployment
duration of over 3 months to over 1 month. (They were also now
4 The Enforcement Ordinance (paragraphs 2, 3 of Article 3) excludes all
workers of national and public schools from the EIS. Private school workers
were also excluded for the sake of fairness. As a result, workers at private
schools who are not covered under the Private School Teachers’ Pension
Act (guards, custodians, administrative assistants) were also excluded. (But
workers at auxiliary facilities of private schools (eg. hospitals) or for‒profit
organizations run by the school foundation or by a private school manager
who are not covered under the Private School Teachers’ Pension Act remained under protection of the Employment Insurance Act).
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able to gain insured status from the first day of employment, compared
to the previous criteria of 3 months after employment.) The scope
of eligible part‒time workers was also expanded. Pre amendment, the
working hours had to be no less than 7/10 of ordinary regular workers’
(i.e., if ordinary regular workers’ weekly working hours were 44, the
eligibility threshold would be 30.8 hours). But when the EIS was expanded to all workplaces, only the number of monthly working hours
was considered for eligibility of part‒time workers: no less than 80
hours a month (or 18 hours per week).
As the EIS was finally extended to all workplaces as of October
1998, its coverage and number of insured rose dramatically compared
to its relatively short history. But some still remained outside the fold.
Workers at micro enterprises, construction projects and those with less
than 1‒month employment duration were still not included for reasons
of difficulty in proving the employment relations and wage payment,
and challenges in maintaining their data. But this was to change soon.
Faced with demands by labor groups, academia and the National
Assembly to include “daily workers with employment term of less than
1 month” under the EIS, the Ministry of Labor finally acquiesced. On
December 30, 2002, it promulgated another amendment to the
Employment Insurance Act, this time containing the result of a long‒
studied plan to extend the EIS to daily workers. Daily workers, or
those with less than 1‒month employment term, and part‒time workers, or those with less than 60 working hours a month (including those
with less than 15 working hours a week), both of whom had remained
outside the EIS scope, finally became entitled to the benefits.
The December 2002 amendment of the Employment Insurance Act
and its Enforcement Ordinance considerably reinforced the EIS as a
social safety net by including the workers who had previously remained uncovered. Not only the daily workers, but others were also
newly included, such as workers who became newly employed after
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the age of 60. They were also to be eligible for EIS benefits as of
January 1, 2004 (Article 8). The move is expected to enhance employment security of the elderly at a time when the population is aging
rapidly. In addition, as of December 30, 2002, workers of companies
with 4 or less employees in the agriculture, fishery and hunting sector
also became eligible for the EIS (Article 3, Enforcement Ordinance).
Also newly included were foreign workers who had full‒time residence
status (mandatory), who are Koreans of foreign nationality (optional),
and who have granted with a status of sojourn and have been approved
by the Justice Minister upon recommendation by the Labor Minister
(optional).
In addition, temporary workers at projects (public works) directly
undertaken by the government or local autonomous bodies for the
purpose of creating jobs for the unemployed and protecting their livelihood were also to be covered under the EIS as of January 1, 2004.
The move finally achieved fairness with workers at public works projects undertaken by private entities who were already entitled to the
EIS. Another revision of the Enforcement Ordinance on February 25,
2004, deleted sailors and foreign workers from the list of ineligible
workers. As a result, sailors as defined under the Seamen Act, and
foreigners who, under the Act on Foreign Workers Employment, Etc.,
are qualified for employment in Korea and hold the non‒professional
employment visa (E‒9), became newly protected under the EIS (Article
3, Enforcement Ordinance).
As of 2005, as the EIS celebrates its decade, the scope of applicability
stands as follows: all businesses or workplaces that employ workers
(Article 7, Employment Insurance Act). But exception is allowed for
some businesses as specified in a Presidential Decree in consideration
of industry characteristics and business size. Namely, the exceptions
are: a. businesses in the agriculture, forestry, fishery and hunting sector
that employ 4 or less full‒time workers but are not “corporations”;
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b. construction projects whose total cost is less than the amount announced by the Labor Minister each year in accordance with paragraph
1‒2, Article 2 of the Enforcement Ordinance of the Act on the
Collection, etc. of Premiums for Employment Insurance and Industrial
Accident Compensation Insurance; and c. domestic services (Article
2, Employment Insurance Act Enforcement Ordinance).
Meanwhile, by worker type, the following are not covered under
the EIS: a. those of 65 years of age or older; b. those whose working
hours fall below the level specified in a Presidential Decree; c. civil
servants as defined under the State Public Officials Act and Local Public
Officials Act; d. those applicable to the Private School Teachers’
Pension Act; and e. others as determined in a Presidential Decree
(Article 8, Employment Insurance Act). “Those whose working hours
fall below the level specified in a Presidential Decree,” as set forth
under number 2, Article 8 of the Act means workers whose monthly
working hours are less than 60 (including those whose weekly working
hours are less than 15). But among daily workers or those who provide
labor as means of livelihood, those whose employment term is 3
months or longer are eligible under the EIS even when their working
hours are less than 15 a week. In addition, “Others as determined
in a Presidential Decree,” as set forth under number 7, Article 8 of
the Act are foreign workers and special postal workers as defined by
the Special Postal Service Act. But there are also exceptions to this
case. Of foreign workers, those with following types of visa are covered under the EIS: corporate representative (D‒7), corporate investment (D‒8), trade and management (D‒9), and non‒professional employment (E‒9). In addition, those who have applied for EIS eligiblity
in accordance with a Ministry of Labor Ordinance may also be
included. In other words, foreign workers who have been dispatched
to Korea are also protected under the EIS.
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B. Number of EIS‒covered Workplaces and Individuals
1. Trends in EIS Coverage by Workplace Type

As of December 1996, there were only 43,723 workplaces covered
by the EIS. But continuous increase in coverage brought the number
up to 1,002,638 as of December 2004, a whopping 21.9‒fold increase.
By industry, wholesale/retail takes up the biggest proportion at 22.4%,
followed by manufacturing (19.5%), construction (19.3%), and real estate & rental service (12.2%). In contrast, public utilities (electricity,
gas and water supply) shows a negligible proportion (0.1%) along
with agriculture/forestry/fishery and mining (0.7%) and finance/insurance (0.9%). Looking at the trends by industry, manufacturing
(41.1%) and construction (23.1%) together had a 64.2% share in 1996.
But the service sector (real estate & rental, education, health/social
welfare, other public/private service) rose steadily, taking up 27.5%
of all EIS‒covered workplaces as of December 2004 (see Table 4‒2).
By workplace size, 45.7% of all EIS‒covered workplaces had 30~99
employees in 1996 and 28.2% had 100~499 employees. But as EIS
applicability expanded, smaller workplaces began to stake a bigger
claim. As of 2004, 68.9% of all EIS workplaces have less than 5 employees, and 15.3% have 5~9. In total, some 84.2% of EIS‒covered enterprises have less than 10 employees. In comparison, companies with
500 or more employees totaled 1,619, for a mere 0.2% share.
By region, companies based in Seoul took up the highest proportion
at 29.0%, followed by those in Gyeonggi Province (19.4%) and Busan
(16.6%). In 1996, most companies were based in the capital area
(Seoul, Incheong, Gyeonggi Province), at 49.4%, and the number rose
further to 53.2% in 2004. In comparison, workplaces in Gyeongsang
Province and Jeolla Province declined in proportion, from 28.4% to
23.6%, and from 9.8% to 9.0% respectively.
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<Table 4‒2> Number of EIS‒covered Workplaces by Industry
All industries

1996

1997

43,723

47,427 400,000 601,394 693,414 806,962 825,531 845,910 1,002,638

104
Agriculture &
forestry
144
Fishery
194
Mining
17,976
manufacturing
175
Public utilities
10,101
Construction
2,368
Wholesale/retail
591
Hotel & restaurants
Transportation/telec 3,487
ommunications
1,699
Finance/insurance
4,099
Real estate, rental,
service
322
Education service
Health/social
1,063
welfare
Other public/private 1,277
service
Other industries
114

1998

101

1,042

2000
1,280

2001
1,547

2002
1,701

2003

2004

1,920

4,284

377
424
519
687
751
786
784
908
1,002
1,041
1,060
1,113
97,044 137,659 159,200 174,510 177,064 179,713
575
768
841
857
871
891
48,528 68,282 85,996 108,707 128,295 138,982
91,968 150,054 166,125 194,997 195,035 196,897
30,523 58,604 55,348 70,613 59,288 54,044
12,242 16,789 21,102 24,059 24,726 25,569

1,008
1,281
195,337
1,333
193,504
224,123
61,665
28,547

1,753
4,697

6,971
41,218

7,639
58,947

7,388
75,022

7,619
87,848

8,029
8,077
94,072 100,317

8,756
122,474

325
1,134

20,290
31,401

33,344
37,529

43,832
40,272

48,259
44,911

47,201
47,449

47,660
50,533

46,826
55,550

1,364

16,982

28,896

30,922

36,325

34,809

33,961

50,563

134

365

509

4,565

4,982

5,175

5,447

7,387

140
185
18,305
180
12,280
2,635
625
3,566

731

1999

Source : Employment Insurance Statistical Annual Report, HRD Korea Work Information Center.

<Table 4‒3> Number of EIS‒covered Workplaces by Size
Total
Less than 5

1996

1997

1998

1999

2000

2001

43,723

47,427

400,000

601,394

693,414

806,962

825,531 845,910

2002

2003

1,002,638

2004

0

0

225,985

408,249

467,978

552,928

552,415 556,343

690,408

5‒9
10‒29
30‒49

8,408
1,394
14,681

10,430
3,364
14,452

64,621
65,711
16,586

82,832
68,948
15,982

98,601
80,092
18,371

113,055
92,122
20,198

153,361
107,061
21,134

50‒69
70‒99
100‒149

5,367
4,941
3,387

5,301
4,578
3,542

6,908
6,203
5,051

6,729
5,799
4,616

7,884
6,350
4,902

8,144
6,472
4,997

121,787 128,090
101,196 106,302
20,969 22,542
9,380
8,537
7,547
6,689
5,997
5,215

150‒299
300‒499
500‒999

3,234
1,046
741

3,374
1,065
760

5,265
1,821
1,131

4,905
1,660
1,034

5,110
1,915
1,288

5,301
1,803
1,161

5,390
1,706
1,041

6,047
1,924
1,114

5,525
1,810
1,055

1000 or more
Construction

524
8,195

561
10,230

718
19,840

640
27,203

923
35,669

781
48,686

586
64,342

624
72,771

564
‒

8,975
7,090
5,655

Note : Construction projects in 2004 were calculated by converting the construction cost to the number
of full‒time workers.
Source : Employment Insurance Statistical Annual Report, Work Information Center.
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<Table 4‒4> Number of EIS‒covered Workplaces by Region
1996

1997

1998

1999

2000

2001

2002

Nationwide

43,723

47,427

400,000

601,394

693,414

806,962

825,531

845,910 1,002,638

2003

2004

Seoul

11,115

12,105

106,879

170,559

198,477

240,516

250,346

253,353

290,639

Busan
Daegu
Incheon

3,553
2,286
2,573

3,702
2,331
2,660

36,807
21,166
23,143

49,609
31,944
32,497

56,626
36,369
37,306

60,998
44,065
42,859

60,331
41,123
43,534

65,936
43,046
48,342

Gwangju
Daejeon
Ulsan

997
1,066
0

1,041
1,123
0

9,571
10,982
6,976

16,348
15,666
10,833

18,371
17,166
12,405

21,194
22,293
13,628

20,355
22,213
14,206

60,488
41,489
43,406
21,366
21,268
14,442

Gyeonggi
Gangwon
Chungbuk

7,930
1,222
1,378

8,756
1,441
1,579

63,933
13,467
12,514

100,103
20,472
16,715

119,161
23,118
19,033

138,137
25,387
21,247

147,289
25,718
22,423

158,068
26,449
22,992

194,560
34,596
31,872

Chungnam
Jeonbuk
Jeonnam

1,823
1,425
1,366

2,010
1,539
1,462

13,853
14,473
11,167

19,089
21,779
19,689

21,517
24,820
23,225

24,882
28,719
25,952

26,388
29,156
25,922

26,632
29,083
27,401

35,032
34,334
37,642

Gyeongbuk
Gyeongnam
Jeju

2,629
3,929
431

2,864
4,346
468

22,338
27,800
4,931

30,737
37,825
7,529

35,161
42,751
7,908

40,359
48,119
8,607

40,557
47,213
8,757

41,133
49,670
8,659

51,503
56,461
9,922

26,405
22,861
19,487

Source : Employment Insurance Statistical Annual Report, Work Information Center.

2. Trends in EIS Coverage by Worker Type

The number of individuals insured under the EIS stood at 4.3 million
in 1996. But on the strength of coverage expansion,, the number continued to grow, reaching 7.57 million in 2004. By industry, workers
of the manufacturing sector accounted for 49.9% of all insured persons
in 1996, but the number plunged to 36.1% in 2004. In contrast, workers
of the service sector (real estate & lease, business service and education
service) took up only a 14.3% share in 1996, but the number nearly
doubled to 28.1% in 2004. Another noteworthy trend is in the finance/insurance sector, where the sheer number fell from 394,000
(9.1%) to 383,000 (5.1%) in the same period. The main cause is the
financial restructuring during the economic crisis, which sharply cut
the number of EIS‒covered workers in this sector.
By workplace size, the number of EIS‒covered workers rose dramatically among workplaces with less than 30 employees. Whereas the
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number stood at only 73,018 (1.7%) in 1996, it skyrocketed to 3,287,003
(43.8%) in 2004. But workers at companies with 500 or more employees dropped in both the sheer number and proportion: from 1.73 million (40.1%) in 1996 to 1.62 million (21.4%) in 2004. The drop was
especially noticeable among companies with 1000 or more employees,
whose EIS‒insured workers fell from 1.26 million (29.3%) to 1.19 million (15.8%) in the same period.
By region, Seoul had the highest proportion of EIS‒covered workers
in 2004 at 35.4%, followed by Gyeonggi Province (19.1%), South
Gyeongsang Province or “Gyeongnam” (6.0%) and Busan (5.9%). In
case of Seoul, the number stands at 2.68 million for a 35.4% share
as 2004, and the figure is even higher if the whole capital area is
combined. Together with Incheon and Gyeonggi Province, the capital
area has 4.47 million EIS‒covered workers, for a 59% share. This indicates a concentration of EIS‒insured individuals in the capital area
at a much higher level than the concentration of workplaces (53.2%).
<Table 4‒5> EIS‒covered Workers by Industry
1996
All industries

1997

1998

1999

2000

2001

2002

2003

2,004

4,330,885 4,280,430 5,267,658 6,054,479 6,747,263 6,908,888 7,171,277 7,203,347 7,576,856

Agriculture &
6,246
5,835
9,954
10,689
12,527
13,232
13,941
14,663
18,392
forestry
Fishery
6,318
5,588
6,625
7,314
7,178
7,335
5,726
5,728
8,557
Mining
18,417
15,990
17,670
17,856
17,985
16,703
16,148
16,250
16,364
manufacturing
2,158,958 2,057,249 2,224,705 2,470,361 2,648,856 2,616,162 2,647,553 2,642,385 2,733,536
60,975
Public utilities
52,811
53,493
53,625
55,170
55,440
56,545
57,148
58,697
Construction
235,617 233,198 364,757 467,226 509,958 529,913 574,347 563,120 576,152
Wholesale/retail
271,405 278,482 508,659 637,669 724,676 775,666 831,718 827,384 786,078
Hotel & restaurants
67,061
66,566 105,923 150,405 167,565 177,902 175,449 159,854 162,020
Transportation/
486,924 488,499 529,171 552,243 586,293 578,825 581,865 559,901 569,276
telecommunications
Finance/insurance
394,563 394,015 378,494 385,299 389,633 377,860 386,099 386,536 383,511
Real estate,
395,955 434,448 617,919 751,283 905,435 976,486 1,030,529 1,071,172 1,194,574
rental, service
Education service
12,387
13,287
62,335
96,408 146,150 161,251 182,011 192,562 207,095
Health/
122,232 127,369 217,833 247,929 270,642 299,916 325,781 348,777 387,172
social welfare
Other public/
90,372
94,141 149,094 182,980 209,583 224,315 239,920 247,716 339,512
private service
Other industries
11,273
12,110
20,894
21,647
95,342
96,777 103,042 108,488 133,756
Source : Employment Insurance Statistical Annual Report, Work Information Center.
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<Table 4‒6> EIS‒covered Workers by Workplace Size
1996
Total

1997

1998

1999

2000

2001

2002

2003

2004

4,330,885 4,280,430 5,267,658 6,054,479 6,747,263 6,908,888 7,171,277 7,203,347 7,576,856
0

0

400,439

807,004 1,004,348 1,107,993 1,212,754 1,056,461 1,282,863

5‒9

44,290

34,157

359,803

522,207

10‒29

28,728

70,519

795,237

916,353 1,036,195 1,076,254 1,126,638 1,168,898 1,222,199

30‒49

499,848

479,059

408,646

439,432

477,091

490,196

512,975

514,820

516,094

50‒69

279,110

274,251

241,694

263,027

288,028

287,712

308,433

314,796

330,075

70‒99

381,574

337,895

290,382

311,320

331,877

327,322

356,207

369,067

367,169

100‒149

382,639

373,129

342,087

351,461

370,543

368,156

389,773

402,868

415,165

150‒299

617,679

614,949

547,045

572,432

612,682

627,520

657,927

649,278

653,096

300‒499

362,368

349,335

332,058

337,095

364,104

351,100

345,692

381,538

385,963

500‒999

466,247

460,007

391,088

397,699

415,260

424,456

451,622

404,937

427,660

Less than 5

658,052

724,140

725,761

734,664

781,941

1000 or more 1,268,402 1,287,129 1,159,179 1,136,449 1,189,083 1,124,039 1,083,495 1,206,020 1,194,631
Construction

30,812

27,862

42,993

94,414

95,888

89,374

93,877

64,164

Note : “Construction” for 2004 was included by converting the construction amount to number of full‒time
workers.
Source : Employment Insurance Statistical Annual Report, Work Information Center.

<Table 4‒7> EIS‒covered Workers by Region
1996
Nationwide

1997

1998

1999

2000

2001

2002

2003

2004

4,330,885 4,280,430 5,267,658 6,054,479 6,747,263 6,908,888 7,171,277 7,203,347 7,576,856

1,656,061 1,653,600 1,868,689 2,157,769 2,434,629 2,493,737 2,559,863 2,549,792 2,682,380
Seoul
445,376
424,579
439,632
441,615
439,960
407,647
367,670
272,487
280,083
Busan
267,363
260,228
270,715
267,364
274,588
254,659
216,948
157,943
165,759
Daegu
339,277
326,317
327,955
323,944
326,896
305,901
265,570
208,177
220,710
Incheon
150,108
142,017
141,664
141,376
137,665
127,526
101,954
79,712
83,300
Gwangju
174,416
162,868
162,034
156,681
148,258
134,578
119,269
93,952
96,319
Daejeon
206,570
202,399
200,101
193,795
192,293
175,724
164,494
0
0
Ulsan
838,086 1,008,574 1,155,492 1,200,730 1,315,718 1,359,273 1,448,879
661,547
655,994
Gyeonggi
150,741
146,769
143,195
138,029
133,272
119,828
106,022
71,536
72,203
Gangwon
191,110
180,824
180,688
172,479
168,246
152,445
141,089
113,704
116,425
Chungbuk
263,021
238,889
226,874
214,327
205,074
180,604
158,356
120,635
118,506
Chungnam
180,086
173,721
176,209
173,191
169,440
154,949
135,694
98,349
99,533
Jeonbuk
186,206
176,902
180,065
172,192
166,208
148,465
123,654
87,430
87,379
Jeonnam
380,147
363,584
360,815
348,938
340,941
309,617
281,656
223,849
231,281
Gyeongbuk
457,181
443,903
435,540
421,902
407,795
374,182
341,077
414,680
423,690
Gyeongnam
53,995
51,264
50,209
48,588
46,506
42,011
37,430
22,829
23,642
Jeju
Source : Employment Insurance Statistical Annual Report, Work Information Center.
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<Table 4‒8> EIS‒covered Workers by Education
1997

1998

1999

2000

2001

2002

2003

2004

4,280,430

5,267,658

6,054,479

6,747,263

6,908,888

7,171,277

7,203,347

7,576,856

221,467
Elementary or less
512,631
Middle School
2,122,497
High School
427,950
College
907,038
University
88,014
Graduate School

218,999
546,373
2,762,996
577,453
1,068,037
93,331

216,184
572,685
3,271,543
687,828
1,205,958
100,254

227,553
582,591
3,624,718
810,326
1,386,971
115,050

207,023
543,115
3,683,904
883,579
1,466,259
124,943

194,721
510,587
3,796,866
958,270
1,574,622
136,095

176,607
480,185
3,689,684
1,023,122
1,684,611
148,994

181,202
478,676
3,670,354
1,068,873
2,022,779
154,972

Total

Source : Employment Insurance Statistical Annual Report, Work Information Center.

<Table 4‒9> EIS‒covered Workers by Profession
1996
Total
High‒level Manager
Professional
Technician, semi‒
professional
Secretarial
Service & sales
Agriculture & fishery
Crafts & related trades
Machine operation,
assembly
Simple labor

1997

1998

1999

2000

2001

2002

2003

2004

4,330,885 4,280,430 5,267,658 6,054,479 6,747,263 6,908,888 7,171,277 7,203,347 7,576,856
274,453
189,114
370,024

246,263
194,079
383,692

281,289
249,868
551,621

272,898
281,959
643,524

275,334
336,208
739,465

265,548
354,759
778,142

262,119
373,011
815,937

244,366
388,996
838,074

231,284
411,550
870,569

1,262,063
358,440
12,502
1,072,970
306,842

1,277,313
364,037
11,573
1,022,047
296,811

1,571,590
480,448
14,032
1,174,516
308,014

1,769,597
601,564
15,205
1,320,095
333,617

1,980,430
667,500
15,626
1,401,170
352,634

2,078,308
693,812
14,964
1,371,878
338,592

2,199,570
723,167
14,295
1,382,763
330,928

2,270,131
722,548
13,537
1,325,737
324,308

2,417,288
759,188
17,059
1,336,759
327,154

484,376

477,415

633,232

816,020

978,896 1,012,885 1,069,487 1,075,650 1,205,987

Source : Employment Insurance Statistical Annual Report, Work Information Center.

<Table 4‒8> and <Table 4‒9> further break down the EIS‒covered
workers by education and profession. By education, there is a
highproportion of high school graduates. The figure stood at 49.6%
in 1996 and dipped slightly to 48.4% in 2004, but it remains the biggest
population. But share of workers with less than high school education
plunged from 17.2% in 1996 to 8.7% in 2004, mostly owing to general
rise in educational level. For the same reason, graduates of college
or higher schools rose by almost 10%‒point, from 32.9% in 1996 to
42.8% in 2004.
Last, by profession, secretarial workers account for the highest proportion among EIS‒insured individuals in 2004 at 31.9%, followed by
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crafts & related trades workers (17.6%) and simple laborers (15.9%).
Trends by profession reveal a drop in the share of crafts & related
trades workers and a slight rise in secretarial and simple laborers.
3. Impact of EIS Coverage Expansion

Steady expansion of applicability enabled the EIS to function as an
important component of Korea’s social safety net. The system was
boldly expanded to include even micro enterprises with less than 5
employees as well as temporary and daily workers, despite concerns
that such expansion should be implemented with caution and much
lead‒in time. The naysayers pointed to lack of transparency in the
hiring practices among micro enterprises and difficulties obtaining their
employment data. But in hindsight, the expansion made an enormous
contribution to minimizing areas left uncovered by the EIS.
To be sure, achieving full applicability of workplaces in a relatively
short timeframe is no small feat. Relentless expansion brought the benefits to even the smallest companies and vulnerable groups, establishing the EIS as the country’s de facto social safety net. But the actual
coverage remains at only around 60%. As the legal expansion is just
about completed to the fullest extent possible with the inclusion of
daily workers in 2004, the main challenge now is to improve the actual
number of insured. Another pending issue is to include those who
still remain outside EIS protection: unpaid family workers (who occupy
a sizeable proportion among all employed workers) and those who
enter the labor market unemployed.
Legal coverage for the EIS has steadily increased, but the actual coverage ratio (ratio of coverage vs. eligibility) is not very high. As of
2004, 1,251,000 companies are eligible for the EIS, but only 1,002,638
are covered, for a coverage ratio of 80.1%. Still, this is a significant
rise since 2003 when the figure was 67.3%. In terms of workers, of
the 12,268,000 eligible, only 7,576,000 are actually covered, for a ratio
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of 61.8%. This is a sharp drop from the 74.6% in 2003, despite the
inclusion of daily workers in 2004. The expansion was expected to
push up the coverage ratio among full‒time and temporary workers,
but the actual rise was minimal. Although the ratio is steadily rising,
it has remained largely standstill since 2000. To trigger a renewed
growth, efforts are needed at two fronts: at the administrative front,
such as campaigns to encourage EIS utilization and public communication to raise awareness, and at the regulatory front, such as improving
the management structure of the EIS.
<Table 4‒11> shows trends in EIS coverage ratio. In 1995, only 32.6%
of all workers were insured under the EIS, but the 1998 expansion
pushed it up by a large margin. But it has remained stagnant at around
50% since 2000, marking 50.9% as of December 2004. Looking at only
full‒time and temporary workers, it is still only 59.6%. As a result,
the proportion of EIS‒covered workers out of the total employed workers is only 1/35.

5 The coverage ratio was estimated at 58.1% using the raw data from the
December 1998 Economically Active Population Survey. Total number of workers
in employment stood at 22,4951,000 in 2004, out of which 15,109,000 were
wage earners. Of the latter, a rough estimation of EIS eligibility yields
13,046,000. Of the total number of workers eligible for the EIS (13,046,000)
only 7,577,000 (58.1%) were actually insured. The figure is not inclusive
of the wage earners who are not eligible for the EIS, but data limitations
made detailed calculation difficult. The coverage ratio equation is as follows:
EIS‒eligible workers = (Wage earners)‒(domestic service workers as defined by
the Korea Standard Industrial Classification)‒(public servants)‒(private school
pension beneficiaries)‒(special postal workers)‒(65 or older population)‒
(workers of less than 15 hours a week)‒(employees of agriculture/fishery/forestry/hunting companies with 4 or less workers)
* As of 2004 : public servants (964,593), private school pension (229,926), special
postal workers (4,727).
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Breakdown of the EIS coverage ratio by industry places education
service (17.3%) and hotel and restaurants (21.5%) at the bottom. In
contrast, the ratio in construction, public utilities, manufacturing, and
real estate & rental industries stands at above 80%. Low participation
rate in some industries is probably associated with the hiring practices
characteristic of the industry. By profession, there was a high coverage
ratio among crafts & related trades workers, high‒level managers, simple laborers and secretarial workers, but it was the opposite for machine operators/assemblers and professionals (20%).
<Table 4‒10> EIS Coverage by Year
(Unit: 1,000 workplaces, 1,000 persons)
Category

95. 7
30
or
Coverage
more
No. of workplaces
43

98. 1
10 or
more
118

98. 3 98. 10 00. 12 01. 12 02. 12 03. 12 04. 12
5 or
1 or
1 or
1 or
1 or
1 or
1 or
more more more more more more more
200
664 1,027 1,208 1,208 1,256 1,251

No. of workers

5,190

5,710

4,280

8,342

8,700

9,269

9,269

9,651 12,268

Source : Employment Insurance White Paper 2004, Ministry of Labor, Sept. 2004. 2004 EIS and
Industrial Accident Compensation Insurance Targets, KLWC.

<Table 4‒11> EIS Coverage Ratio by Year
(Unit: 1,000 persons %)
Year
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

Employed
(A)
20,414
20,853
21,214
19,938
20,291
21,156
21,572
22,169
22,139
22,557

Workers
(B)
12,899
13,200
13,404
12,296
12,663
13,360
13,659
14,181
14,402
14,894

full‒time/temporary Insured
workers (C)
(D)
11,097
4,204
11,406
4,322
11,518
4,280
10,576
5,268
10,390
6,054
11,003
6,747
11,440
6,909
11,748
7,171
12,273
7,203
12,707
7,577

D/A

D/B

D/C

20.6
20.7
20.2
26.4
29.8
31.9
32.0
32.3
32.5
33.6

32.6
32.7
31.9
42.8
47.8
50.5
50.6
50.6
50.0
50.9

37.9
37.9
37.2
49.8
58.3
61.3
60.4
61.0
58.7
59.6

Source : Economically Active Population Survey Annual Report, National Statistical Office; Monthly
Employment Insurance Statistics Report, Work Information Center.
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<Table 4‒12> EIS Coverage by Industry (2004)
Wage
full‒time +
earners (A) temporary (B)
Total
22,557,058
1,748,972
Agriculture & forestry
75,551
Fishery
15,901
Mining
4,290,129
manufacturing
72,310
Public utilities
1,819,828
Construction
3,805,267
Wholesale & retail
2,057,170
Hotel & restaurants
1,127,632
Transportation
248,399
Telecommunications
738,125
Finance & insurance
452,808
Real estate, rental
1,461,336
Business service
1,506,517
Education service
593,624
Health & social welfare
458,335
Entertainment culture,
sports‒related service
Other public repair, private service 1,168,513
916,641
Other industries

(Unit: 1 person, %)
Insured
(C)

12,706,394 7,576,856
18,392
28,399
8,557
13,793
16,250
13,937
3,330,145 2,733,536
60,975
68,580
576,152
629,715
786,078
1,665,362
162,020
752,452
487,922
596,506
81,354
204,477
383,511
682,898
217,674
255,100
976,900
1,180,764
207,095
1,196,220
387,172
540,801
95,961
206,874
556,650
783,721

243,551
133,756

Coverage
rate
1(=C/A)
33.6
1.1
11.3
102.2
63.7
84.3
31.7
20.7
7.9
43.3
32.8
52.0
48.1
66.8
13.7
65.2
20.9
20.8
14.6

Coverage
rate 2
(=C/B)
59.6
64.8
62.0
116.6
82.1
88.9
91.5
47.2
21.5
81.8
39.8
56.2
85.3
82.7
17.3
71.6
46.4
43.8
17.1

Note : “Other industries” include public administration, national defense, social security administration,
domestic service, international and foreign institutions.
Source : Economically Active Population Survey (raw data), National Statistical Office; Employment Insurance
Statistical Annual Report, Work Information Center, 2005.

<Table 4‒13> EIS Coverage by Profession (2004)
Wage Earners
(A)
Total
High‒level manager
Professional
Technician, semi‒professional
Secretarial
Service & sales
Agriculture/forestry/fishery
Crafts & related trades
Machine operation, assembly
Simple labor

22,557,064
576,226
1,731,062
2,323,671
3,188,286
5,643,280
1,700,048
2,455,430
2,490,353
2,448,708

full‒time+
Temporary
(B)
12,706,394
233,405
1,476,858
1,713,819
2,914,532
2,143,915
29,370
1,219,216
1,683,615
1,291,664

(Unit: 1 person, %)
Insured
(C)
7,576,856
231,284
411,550
870,569
2,417,288
759,188
17,059
1,336,759
327,154
1,205,987

Coverage
Ratio 1
(=C/A)
33.6
40.1
23.8
37.5
75.8
13.5
1.0
54.4
13.1
49.2

Coverage
Ratio 2
(=C/B)
59.6
99.1
27.9
50.8
82.9
35.4
58.1
109.6
19.4
93.4

Source : Economically Active Population Survey (raw data), National Statistical Office; Employment
Insurance Statistical Annual Report, Work Information Center, 2005.
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C. EIS Premium Rate
1. Calculation

EIS premium is the payment collected from the employer (subscriber)
and workers (insured) to finance the operation of the EIS. The rates
are calculated differently for the ESP, JSDP and UBP. For the UBP,
workers and employers share an equal burden, at 50:50. But in the
case of workers who do not receive wage from the employer (eg.
full‒time union officials who receive compensation from the labor union), they are fully responsible for the premium payment. In comparison, for the ESP and JSDP, the employer bears the full amount.
The amount is calculated every insurance year, by multiplying the
total wage of workers insured under each EIS program with the premium rate specified for the program.
◦UBP
= Total wage of workers insured in the insurance year
(excl. those employed for less than 1 month) × UBP premium rate
◦ESP
= Total wage of workers insured in the insurance year
(excl. those with less than 80‒hour monthly work hours) × ESP premium rate
◦JSDP
= Total wage of workers insured in the insurance year
(excl. those with less than 80‒hour monthly work hours) × JSDP premium rate

For businesses where insurance relations come into effect during
a certain insurance year, the total wage of workers (insured) provided
in the period starting from the effective day and ending at the last
day of the insurance year is used as the base for calculation. For businesses where the insurance relations are terminated during a certain
insurance year, the total wage of workers from the first day of the
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insurance year to the termination day is used. Workers falling under
the exception criteria or corresponding to causes for base period extension are excluded from rate calculation for all three programs. Daily
workers (those who are employed for less than 1 month) who work
less than 80 hours a month are included in the calculation for the
ESP and JSDP but not the UBP (per Article 30 of the Employment
Insurance Act). The scope of workers to be counted for premium rate
calculation is summarized in the table below.
▣ Workers recognized as exceptions (B)
▣ Total workers (A)

▣ Workers entitled to base period extension (C)
▣ Workers of less than 1 month (D)
▣ Workers of less than 80 hours a month (E)

ⅰ) UBP premium rate: A‒B‒C‒D‒E
ⅱ) ESP premium rate: A‒B‒C‒E
ⅲ) JSDP premium rate: A‒B‒C‒E

Meanwhile, the Act on the Collection, etc. of Premiums for Employ‒
ment Insurance and Industrial Accident Compensation Insurance enacted on December 31, 2003 (effective as of January 1, 2005) provides
for special treatment of workplaces with less than 5 employees. These
workplaces are insignificant in terms of the proportion out of total
premium revenue, but in terms of sheer number, they account for
65%, requiring much administrative attention just to keep track of them.
Moreover, some of these employers were experiencing difficulties in
reporting the rate and making the payment, which resulted in a very
low collection ratio. To deal with the complexities, for these enterprises, the premium amount is calculated by multiplying the base wage
with the number of workers and the premium rate. The KLWC is responsible for performing the calculation every quarter and sending
out the invoice to the applicable workplaces. The special treatment
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is not applied to workplaces who reject it, and neither to construction
projects that have less than 5 full‒time workers.

Total wage

Standard calculation
◦Total wage of the workers
(beneficiaries) who belong to
the business in question during
the insurance year
‒ “Wage” as defined by the
Labor Standards Act
‒ Monetary compensation as
defined and announced by the
Labor Minister

Special calculation
◦Total construction amount ×
wage ratio
‒ In the event when the total
wage is not easily defined
(eg. construction projects)
(paragraph 4, Article 56 of the
Act)

Last, “total wage” that serves as the basis for premium amount calculation is the wage defined under Article 18 of the Labor Standards
Act, and other forms of monetary compensation received at the time
of leave or other similar period that are designated by the Labor
Minister. Article 18 of the Labor Standards Act defines wage as “any
and all types of monetary provision supplied by the employer to the
worker as compensation for labor under such names as wage, salary
and others.” Whether a type of monetary provision is wage or not
depends on whether it is provided as compensation for labor.
2. Premium Rates

The EIS premium rates are determined under the limit of 30/1000
of the wage while accounting for its financial status and the overall
economic situation. Different rates are given for ESP, JSDP, and UBP.
In 1995 when the system was first launched, the rates were set with
the unemployment rate assumed at 2~3%: UBP 0.6% (50:50 between
employer and workers), ESP 0.2% (employer), and JSDP 0.1~0.5%
depending on company size. But immediately following the economic
crisis (’99‒’02) when unemployment rate hit 6~7%, the rates were
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<Table 4‒14> Premium Rate and Cost Share by EIS Program (Article 69, Enforcement
Ordinance)
Program

After Jan. 1, ’03

’99~’02

Before ’98

JSDP

Worker

Employer

Worker

Employer

Worker

Employer

UBP

0.45%

0.45%

0.5%

0.5%

0.3%

0.3%

ESP

‒

0.15%

‒

0.3%

‒

0.2%

Less than 150 employees

‒

0.1%

‒

0.1%

‒

0.1%

150 or more employees
(priority‒support companies)

‒

0.3%

‒

0.3%

‒

0.3%

150~1000 employees

‒

0.5%

‒

0.5%

‒

0.5%

1000 or more employees

‒

0.7%

‒

0.7%

‒

0.5%

adjusted upward in reaction to the rise in spending: UBP 1.0% (workers
0.5%, employer 0.5%), ESP 0.3% (employer), JSDP 0.1~0.7% depending on company size (employer).
As unemployment rate stabilized at around 3%, the Enforcement
Ordinance was amended again in late 2002, pushing down the rates
as follows: UBP from 1.0% of wage (workers 0.5%, employer 0.5%)
to 0.9% (workers 0.45%, employer 0.45%), and ESP from 0.3%
(employer) to 0.15% (employer), where it remains to this day.

D. Collection of Premiums
1. Collection Structure

Industrial Accident Compensation Insurance Innovation Division under the Employment Policy Office is in charge of planning for premium
collection, improving the relevant regulations, managing payment and
receivables, handling payment delays and deficit disposal, supervising
premium collection matters delegated to the KLWC, handling and supervising the handling of appeals related to premium collection, and
other matters associated with EIS premium collection.
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In the initial stage of the EIS, the collection method was similar
to that of industrial accident compensation insurance. A part of the
activities such as receiving premium amount reports were handled by
the KLWC, and the remaining by the Adminstration Division of the
Local Labor Offices. But from October 1, 1999, following government‒
wide reorganization, the KLWC, already in charge of premium collection for industrial accident compensation, became fully responsible for
the EIS premium collection as well.
2. Payment and Collection of EIS Premiums
a. Reporting and paying the premium

The premium shall be calculated by the subscriber (employer), who
shall report the amount and make the payment within the specified
period. The Act on the Collection, etc. of Premiums for Employment
Insurance and Industrial Accident Compensation Insurance, effective
as of 2005, extends the applicable period to March 31 of each insurance
year in consideration of companies’ settlement period.
There are two types of premium: estimated premium and final
premium. Estimated premium is determined every insurance year by
multiplying the estimated total wage to be paid to workers who will
be employed during the year by each program’s premium rate. The
amount thus calculated (“estimated premium”) shall be reported and
paid to the KLWC by March 31 of the insurance year in accordance
with the Presidential Decree (in the event that insurance relations come
into effect during the insurance year, the deadline is within 70 days
after the effective day, and for construction projects and others that
have a specified business period lasting less than 70 days, it is before
the termination day of the business in question).
In the event that insurance relations are newly created during an
insurance year, the first day of such relations shall be regarded as
the first day of the insurance year. The estimated total wage to be

112 Employment Insurance in Korea : The First Ten Years

paid until the end of the insurance year shall be multiplied by each
program’s premium rate, and the result should be reported and paid
within 70 days after the day the relations have been established. The
KLWC must conduct an investigation in the event that an employer
fails to make the report or makes an erroneous report, and calculate
and collect the estimated premium. If some amount has been paid
already, the shortfall shall be collected. Incidentally, the employer may
pay the premium in installments as prescribed by the Presidential
Decree.
“Additional estimated premium” shall apply in the event that an employer becomes subject to more EIS programs (i.e., becomes newly
applicable to the ESP and JSDP). In such a case, the employer shall
report and pay the additional premium within 70 days after the new
applicability arises. “Incremental estimated premium” is accrued when
the estimated total wage of an employer increases by 100/100 or more
owing to pay raise or business expansion after the payment of the
initial premium. In such an event, the difference between the estimated
premium calculated using the new estimated total wage and the estimated premium already paid should be reported and paid. If an employer pays off the premium before the payment deadline instead of
paying it in installments, an amount equivalent to 5/100 of the amount
is deducted.
Final premium is determined by multiplying the total wage paid
(including the amount planned to be paid) to workers employed at
the end of the insurance year by each program’s premium rate. The
amount thus calculated (“final premium”) shall be reported to the
KLWC by March 31 of the next insurance year in accordance with
the Presidential Decree (or if the insurance relations terminate during
the insurance year, within 30 days after the termination). But if the
employer is the government or a local autonomous body, the report
shall be made by the last day of the insurance year.
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If the estimated premium already paid or additionally paid exceeds
the final premium amount, the KLWC shall return the difference to the
employer. In an opposite case, the employer shall pay the difference
by March 31 of the next insurance year (or if the insurance relations
terminate during the insurance year, within 30 days after the termination).
But if the employer is the government or a local autonomous body,
the payment shall be made by the last day of the insurance year.
The KLWC must conduct an investigation in the event that an employer fails to make the report or makes an erroneous report, and
calculate the final premium. For the employers that failed to pay the
estimated premium, the KLWC shall invoice the amount of final premium in full. For employers that have paid the estimated premium,
the KLWC shall compare the amount with the final premium, returning
the excess or invoicing the shortfall. In the event that an employer
has already reported the final premium within the specified period
and discovers that the amount falls below the legally prescribed
amount, it may file the final premium adjustment report before the
KLWC determines and notifies the correct amount.
b. Insurance Administration Coop (insurance payment agency)

An Insurance Administration Coop is an organization certified by
the KLWC to undertake insurance‒related matters on behalf of employers such as premium payment. It serves the dual purpose of lessening
the insurance‒related workload of SMEs and streamlining the insurance
‒related procedure of the KLWC.
In October 1998, as the EIS became inclusive of all workplaces, the
scope of qualified Coops increased. Not only the groups certified or
approved under special acts or the Civil Act, but other groups legally
reported to or registered at governing administrative offices were also
eligible for certification, such as regional or industry employer organizations (eg. restaurateur associations, guilds), certified labor relations

114 Employment Insurance in Korea : The First Ten Years

officers associations and accountants associations. In addition, financial
support to the Coops was also increased. The collection fee provided
in accordance with collection performance was upwardly adjusted,
while Insurance Administration Promotion Support was newly installed
to be used for management of the insured.
c. Interests and Fees

Interests are levied in the event that an employer fails to pay the
premiums or other legally prescribed duties within the specified
period. For the duration of the payment delay (not exceeding 36
months), monthly interests are imposed in the amount determined by
the Presidential Decree in consideration of banks’ payment delay interest rates (exceptions are allowed under the Presidential Decree when
such collection is inappropriate－for example, when the interest
amount is too small).
Fees are levied in the amount equivalent to 10/100 of the premium
when the KLWC is invoicing for the premium (exceptions are allowed
in the Presidential Decree when such collection is inappropriate－for
example, when the fee amount is too small, or when the amount exceeds that specified in the Presidential Decree).
3. Premium Collection Performance

<Table 4‒15> shows the amount of EIS premium collected by year.
As illustrated, the amount skyrocketed in 1999 as the UBP and ESP
rates were increased. But it went down by 4.5% in 2003 as KW
2,619,640 million was received, owing to the lowering of the UBP
and ESP rates to 0.9% and 0.15% respectively. In 2004, total amount
received stood at KW 2,904,101 million, a 10.9% rise from the previous
year. <Table 4‒16> is an overview of the amount collected by workplace size. In 2004, the overall amount went up, but it actually went
down among workplaces with 30‒49 employees.
<Table 4‒17> exhibits the amount charged and the payment rate.
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The data shows high year‒on‒year growth in the calculated amount
mostly owing to EIS coverage expansion. Conversely, the payment
rate is on a downward trend. The fall is precipitated by the EIS coverage expansion (workplaces with 30 or more workers in 1995 → 10
or more in January 1998 → 5 or more in March 1998 → 1 or more
in October 1998). The expansion meant a higher number of small
workplaces being included, among whom there has been a rise in
payment delay. The table shows a very high 96% payment rate in
the first few years, but a drop to 93% in 1998 then to 89.7% in 2000.
To be fair, the adverse economic conditions at the time should also
be considered. From then on, the rate rose up to 91% in 2001 where
it was maintained until 2003. It slightly dipped again in 2004 to 89.1%.
<Table 4‒15> Amount of Premium Collected by Year and Program
(Unit: KW 1 million, %)
1998
Pro‒
gram

1996

1997

1999

2000

2001

2002

2003

2004

Amount Amount Amount Amount Amount Amount Amount
(Increase (Increase (Increase (Increase (Increase (Increase (Increase
%)
%)
%)
%)
%)
%)
%)

Total

780,023 922,437

981,799 1,644,845 2,057,547 2,548,540 2,743,326 2,619,640 2,904,101
(6.4)
(67.5)
(25.1)
(23.8)
(7.6)
(△4.5)
(10.8)

UBP

456,551 531,155

577,256
(8.7)

941,073 1,204,469 1,500,047 1,625,528 1,631,932 1,851,631
(8.6)
(28.0)
(24.5)
(8.4)
(0.3)
(13.5)

ESP

151,448 179,875

195,762
(8.8)

307,957
(57.3)

380,584
(23.6)

469,283
(23.3)

512,807
(9.3)

322,869
(△37)

320,434
(‒0.7)

JSDP

172,024 211,407

208,781
(‒1.2)

395,815
(89.5)

472,494
(19.4)

579,210
(22.5)

604,991
(4.4)

664,839
(9.8)

732,035
(10.1)
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<Table 4‒16> Amount of Premium Collected by Workplace Size
(Unit: KW 1 million, %)

Total

1998
1999
2000
2001
2002
2003
2004
Amount Amount Amount Amount Amount Amount Amount
1996
1997
(Increase (Increase (Increase (Increase (Increase (Increase (Increase
%)
%)
%)
%)
%)
%)
%)
981,799 1,644,845 2,057,547 2,548,540 2,743,326 2,619,640 2,904,101
780,023 922,437
(6.4)
(67.5)
(25.1)
(23.8)
(7.6)
(△4.5)
(10.8)

Construction 54,791 44,548

19,218
(‒56.9)

132,841
(‒7.4)

182,306
(37.2)

227,186
(24.6)

267,528
(17.8)

275,529
(3)

397,458
(44.3)

Less than
10

1,229

1,353

37,586
(177.7)

171,999
(357.6)

256,372
(49.1)

341,230
(22.5)

414,165
(21.4)

346,185
(△16.4)

460,857
(33.1)

10~29

7,735

13,814

82,954
(500.5)

163,999
(97.6)

210,807
(28.5)

267,157
(26.7)

296,990
(11.2)

276,681
(△6.8)

287,128
(3.8)

30~49

39,743 46,391

54,339
(17.1)

85,715
(57.7)

109,384
(27.6)

136,616
(24.8)

151,729
(11.0)

141,182
(△6.9)

141,128
(△0.03)

50~99

72,037 83,297

85,511
(2.6)

115,451
(35.0)

146,501
(26.9)

178,521
(21.8)

203,105
(13.8)

193,645
(△4.7)

194,178
(0.3)

100~499

232,101 270,928

252,695
(‒6.8)

336,334
(33.0)

415,799
(23.6)

504,555
(21.3)

519,470
(2.9)

506,898
(△2.4)

524,038
(3.4)

500~999

94,417 109,238

104,903
(‒4.0)

139,364
(32.8)

167,886
(20.5)

204,286
(21.6)

236,423
(15.7)

187,174
(△20.8)

202,332
(8.1)

1000 or
more

277,970 352,868

344,593
(‒2.4)

499,142
(44.8)

568,492
(13.9)

688,989
(21.2)

653,916
(△5.1)

692,346
(5.9)

696,982
(0.7)

<Table 4‒17> Premium Payment Rate by Year
(Unit: KW 1 million, %)
Amt. Charged (A) Amt. Received (B)

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

344,806
796,046
953,937
1,048,423
1,784,875
2,305,225
2,819,701
3,033,992
2,910,742
3,299,207

338,993
780,022
922,438
981,799
1,644,845
2,057,547
2,548,540
2,743,326
2,619,640
2,904,101

Deficit

Amt. Receivable

B/A

0
0
28
0
1,278
12,370
29,784
29,276
34,744
38,040

5,816
16,024
31,471
66,624
138,752
235,308
241,377
261,390
256,358
357,066

98.31
97.99
96.70
93.65
92.22
89.74
91.35
91.30
91.09
89.05
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E. EIS Application and Collection System: the Way
Forward
1. Raising the EIS Eligibility Ratio and Coverage Ratio

In the high unemployment years following the 1998 economic crisis,
the EIS served a crucial role as the first line of defense in the nation’s
social security net. But as of December 2004, its coverage ratio remains
only at 50% of all wage earners, despite the full applicability granted
in October 1998 and inclusion of daily workers in 2004. In legal terms,
inclusion of daily workers nearly completed the expansion of the EIS
to the utmost extent possible. The challenge now, therefore, is to improve the coverage ratio.
To bring up the coverage ratio which stands at only 50.9% of all
wage earners as of 2004, more than good public communication is
needed－the user’s convenience must be improved across all stages
of the EIS from the establishment of insurance relations to premium
collection. Especially for micro enterprises that tend to rise and fall
with high frequency and temporary and part‒time workers who are
inclined to active job change, it is important to seek ways to improve
their coverage ratio. One feasible solution may be to further promote
the use of employment insurance administration coop or introduce
“honorary social insurance supervisors.” Micro enterprises may find it
a challenge to handle EIS matters due to lack of professionals dedicated
to social insurance, and having an agent work on their behalf would
prove to be highly useful.
In addition, EIS coverage breakdown by worker type reveals a low
rate among temporary and daily workers. For these “incompletely employed” with low income and high job mobility, it may be necessary
to introduce income tax deduction program (EITC) or increase the
extent of income deduction. It may also be an effective measure to
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link the EIS coverage status with other types of social insurance and
taxation schemes designed to promote employment.
2. Better Management of the Insured

Today, the EIS is managed per workplace. This structure was adopted to directly monitor workers’ coverage status, so as to enhance efficiency in extending unemployment benefits when any of the workers
becomes jobless, and to streamline the overall EIS operations such
as premium collection. But to facilitate HR policy‒making and provide
better job security services, the EIS must be managed on the basis
of individual workers.
Certainly, the current management scheme is capable of providing
the basic data needed to devise HR policies using. The Employment
Insurance DB can track changes in individual workers’ employment
status such as new employment, displacement and job change, as well
as workforce flow by profession and industry. But the problem is that
it lacks depth. For example, a worker’s personal data such as wage,
position and job type is not updated unless when the EIS is first applied
or when the worker is displaced. Lack of the latest information on
an EIS‒covered worker places a limit on analyzing the labor market
or developing policies using the massive Employment Insurance DB.
The individual‒based management system is needed also for the sake
of more efficient operation of the EIS. Especially given that the EIS
now includes all workplaces, it is necessary to efficiently keep track
of workers at micro enterprises who are prone to frequent transitions.
Considering how information on their wage and employment status
remains insufficient, it is all the more important to shift to an individual
‒based tracking system.
For the proposed system to function as intended, it has to be designed with the capability to collect and maintain information at an
individual level. It must be first identified what are the important types
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of information that are not being captured or regularly updated today,
so that they can be incorporated into the new system. If and when
the individual‒based arrangement is introduced, the EIS database
would be able to provide the most comprehensive and accurate data
among all types of social insurance. In addition, it would help raise
awareness among workers, likely increasing the EIS participation rate
as well.
3. Integrating the Management Structure

The EIS programs are undertaken based on the information on the
insured. But the separation of responsibilities between the KLWC and
ESCs hinders operational consistency and creates inconvenience
among users. The current scheme, wherein the KLWC handles EIS
application and premium collection and the ESCs receive benefit applications, make it nearly impossible to understand the EIS programs
when dealing with only one organization. Furthermore, sometimes
documents need to be submitted in redundancy, aggravating the grievance of service users. Another crucial problem is found in the mismatch
in the number of insured between the two organizations. In managing
the insured, one of the most important data is the insured status, i.e.,
acquisition or loss thereof. But there is a discrepancy in this data between the two organizations as each uses different methods for their
operations. For EIS application and premium collection, the premium
amount is calculated by multiplying the total wage by the premium
rate or by using the standard wage－in other words, these operations
are not based on individuals’ data. But for benefit payout, they are.
To respond to beneficiaries’ inquiries in a timely manner, organic cooperation between the two organizations is indispensable.
Therefore, what is needed is to study how to integrate the beneficiary
management system, or barring such integration, how to improve efficiency of the current system. Presently, the KLWC enters part of the
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data on acquisition or loss of insured status but with a measure of
reluctance, as the work itself has little relevance with the KLWC’s regular responsibilities. If it becomes mandatory for the KLWC to enter
the beneficiaries’ data at the time of EIS application and premium collection, users’ inquiries on the coverage status will be minimized. In
addition, the administrative capacity must be strengthened to be able
to update individuals’ information on an ongoing basis. For example,
data from other social insurance reports may be used to regularly contact employers to identify any omission or changes in the beneficiary
information.
4. Flexible Application of EIS Premium Rates

Being able to exercise appropriate labor market policies with the
help of the EIS would enhance efficiency of government spending
and functions of the labor market in general. In particular, EIS spending serves as an automatic stabilizer as it mitigates the economic fluctuations from a macro‒economic perspective. But too much fund accumulated in the reserve would distort resource allocation in the macro‒
economic sense, while charging too high a premium rate would limit
corporate activities and repress job creation in the private sector by
raising labor costs. It is of great importance, therefore, to maintain
an optimum amount of fund by determining the appropriate premium
rate based on sound financial forecast. Korea’s EIS has been recording
surplus through 2004, except for the UBP’s KW 2 billion deficit in
1998 and JSDP’s KW 9.3 billion in 1999. Consequently, the fund continued to grow, reaching KW 8.5 trillion as of 2004, or 3 times the
amount spent in that year.
In Korea, the EIS premium rates are defined in employment insurance laws, meaning that any adjustment would require legal
amendment. The rigid rate adjustment mechanism may potentially impede timely modification of the rates to respond to changing circum-
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stances. In other words, the problem with Korea’s current rate adjustment method is that it is too rigid, and that once lowered, it would
be difficult to re‒raise the rates due to opposition by labor and management groups.
In light of the above, more flexibility has to be assured in managing
the premium rates, so as to allow rate adjustment as needed to maintain
the fund at an appropriate level.
5. More Efficient Collection Structure

The current collection structure is marred by a web of problems
that are derived from two sources, the payment scheme and external
environment. The payment scheme in this case is defined narrowly,
referring to the mechanism that involves three components: information required from the employer, voluntary payment or invoiced
payment, and pre‒payment or post‒payment. The external environment is defined as factors that reside outside the collection structure
or the payment scheme but still impact the collection structure; namely,
scope of beneficiaries, beneficiary management structure, and the multi
‒layered sub‒contracting structure of construction projects.
Under the current collection structure, employers (especially those
of micro enterprises) are prone to make mistakes when calculating
the premium amount, and are generally dissatisfied with the calculation
method itself. The KLWC is compelled to spend much time and effort
just to correct the errors. There is also a gap between the total wage
used to calculate the premium amount and the one used to calculate
the benefit amount.
These problems are largely owed to the collection structure itself,
wherein the premium amount is estimated based only on the total
wage reported by workplaces without stringently enforcing accurate
bookkeeping. As such, what is needed first is to modify the collection
scheme. Employers should be required to report workers’ individual
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information, based on the which the calculation should be performed.
At the same time, external factors such as the scope of beneficiaries,
premium collection from construction projects, and management unit
of beneficiaries should also be reformed.
Other external factors to be addressed include the following: minimizing the difference in the scope of applicability between the industrial accident compensation insurance and EIS, reinforcing the supervising authority, streamlining the reporting procedure for changes
in coverage status, establishing a control mechanism for non‒compliant
employers, promoting the use of “proof of job separation” to allow
individual workers to possess their own employment record and to
use it to request EIS coverage, establishing a support system for workers’ reporting procedure, and changing the unit of premium collection
and beneficiary management in the construction industry from the current project level to construction company level.
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II. Employment Stabilization Program
Jae‒Ho Keum*
6

A. Employment Stabilization Program: Objective and
Implementation
1. Objective

The purpose of the Employment Insurance System of Korea goes
beyond the passive goal of providing benefits after unemployment
occurs. Rather, it is part of an active employment policy that aims
to prevent or minimize unemployment that may occur in the course
of economic downturn or industrial restructuring. Should unemployment do occur, the EIS aims to promote early reemployment. In essence, the EIS embodies the proactive willingness to reduce the social
cost associated with unemployment, thereby improving the nation’s
overall economic efficiency. To this end, the Employment Insurance
Act of Korea was designed with three key components: the
Employment Stabilization Program (ESP), Job Skill Development
Program (JSDP), and the Unemployment Benefits Program (UBP). Of
the ESP, Yoo, Kil‒Sang & Lee, Cheol‒Soo (1995) provides the following
description.
“The Employment Stabilization Program is designed to assist
the worker to find a job that matches his or her aptitude and
* Director‒General & Senior Research Fellow, Korea Labor Institute
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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.”
Under this purpose, the ESP was legally provided for in Articles
15 to 20 of the Employment Insurance Act. In particular, Article 15
(Implementation of the ESP) sets forth an explicit basis for launching
the ESP. Paragraph 1 of the Article states, “The Labor Minister, when
deemed necessary to address employment insecurity arising from labor
shortage or reduced employment opportunities due to economic fluctuations, industrial changes and other economic reasons, may implement
an employment stabilization program for the purpose of preventing
unemployment among the currently and formerly insured, promoting
reemployment, expanding employment opportunities and otherwise
ensuring employment security in general.”
Paragraph 2 of the same Article also specifies, “The Labor Minister
shall grant priority consideration to the SMEs when implementing an
employment stabilization program in accordance with the preceding
paragraph.” The provision clearly sets forth a preferential treatment
of SMEs in providing financial support. The “SME” herein is, in principle, the SME as defined under the Framework Act on Small and
Medium Enterprises. Those who do not correspond to the legal definition may be treated in the manner as specified by the Labor Minister.
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2. ESP Structure at Inception

When the ESP was first launched on July 1, 1995, Employment
Adjustment Assistance and Employment Promotion Assistance were the
two main sub‒programs. They were supported by the Subsidy for
Employment Promotion Facilities. The structure, as seen in [Figure 4‒2]
6, largely remains unchanged today, with the exception of the Subsidy
for Construction Workers being added in December 1997 then the
Employment Creation Assistance on October 1, 2004.
On the legal side, although both Enforcement Ordinance and
Enforcement Regulations of the Employment Insurance Act underwent
significant changes in the past decade, the Act itself remained largely
unchanged. The few exceptions include the addition of Article 18‒2
on December 30, 1996 intended to support employment stability of
construction workers and Article 20‒2 on February 20, 1998 to prevent
illicit activities involving the ESP (Ministry of Labor, 2005). Therefore,
[Figure 4‒2] ESP Structure at Inception (July 1, 1995)

Employment Adjustment
Assistance

ESP

Employment Promotion Assistance

Subsidy for Employment Promotion
Facilities

Subsidy for Temporary Shutdown
Subsidy for Out‒placement
Training
Subsidy for Manpower Relocation
Subsidy for Regional Employment
Promotion
Grant to Promote Employment of
the Aged
Grant for Childcare Leave of
Absence
Subsidy for Establishment and
Management of Daycare Center

6 Article 20 of the Employment Insurance Act also provides the basis for
“providing job information and job counseling,” which will be described
in detail in Chapter 4.
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to understand the overall content and structure of the ESP, it would
be necessary to first look at the ESP structure at the time of
introduction. In this section, the core components of the ESP at its
earliest stage will be described.
a. Employment Adjustment Assistance

Employment Adjustment Assistance is set forth in Article 16 of the
Employment Insurance Act. Article 16 (Support for Employment
Adjustment) provides the legal basis by stating, “The Labor Minister
may provide support to an employer in accordance with the provisions
of a Presidential Decree when the employer, faced with inevitability
of employment adjustment arising from business reduction, closure or
conversion caused by economic fluctuations, industrial restructuring
and so forth, undertakes actions intended to ensure employment stability of its workers, such as temporary shutdowns or out‒placement
training.”
Employment Adjustment Assistance is a program wherein the government provides financial support to companies for the purpose of
minimizing social and individual costs of employment adjustment arising from industrial restructuring or sudden economic downturn, by
enabling companies to manage their personnel with efficiency in such
a situation. More specifically, it is intended to encourage temporary
shutdowns instead of layoffs to meet the need for business downsizing
in times of short‒lived economic downturn, thereby preventing
unemployment. In cases like industry‒wide decline, when employment
retention is unlikely, out‒placement training is encouraged to enable
timely reemployment in a new growth industry, or relocation to another job or position within the same company.
With this mission, Employment Adjustment Assistance used to offer
three types of subsidy: Subsidy for Temporary Shutdown, Subsidy for
Out‒placement Training, and Subsidy for Manpower Relocation. For
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a company to receive such benefits, however, its business must be
part of the specified scope of businesses or regions. That is, for an
employer to be entitled to Employment Adjustment Assistance, it must
be: a) engaged in a business that falls under the applicable scope
of “designated businesses” as specified in the Enforcement Ordinance
of the Basic Employment Policy Act; or b) located in a region that
falls under the applicable scope of “designated regions” as specified
in the Enforcement Ordinance of the Basic Employment Policy Act.
(1) Subsidy for Temporary Shutdown

The Subsidy for Temporary Shutdown is designed to reimburse a
part of the wage provided by the employer at a time of temporary
shutdown inevitably caused by managerial difficulties such as industrial
restructuring or economic downturn. By doing so, it aims to ease the
burden on the employer and prevent unemployment. To be eligible,
the employer must fall under the “designated businesses”7 or
“designated areas” specified for Employment Adjustment Assistance,
and the temporary shutdown must have been undertaken in consultation with a labor union comprising the majority of its workers
or other worker representatives of majority interest. The payout
amount is 1/3 of the wage provided to each insured worker at the
time of the temporary shutdown (or 1/2 in case of SMEs) for a maximum period of 6 months.
(2) Subsidy for Out‒placement Training

The Subsidy for Out‒placement Training is intended to ensure early
reemployment of displaced workers by encouraging the employer to
provide vocational training at a time when its workers are compelled
7 The Employment Policy Council selected 5 types of business in 1995:
coal mining, shoe manufacturing, lighter/flammable goods/cigarette goods
manufacturing, household glass products manufacturing, chemical and other industrial glass manufacturing, effective for 3 years.
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to leave the workplace owing to deteriorating business conditions or
industrial restructuring. The program is designed to partially subsidize
the costs for such training and the wage provided at the time of the
training. As in the case of the Subsidy for Temporary Shutdown, eligibility requirements include correspondence with “designated businesses” or “designated areas,” and the out‒placement training must
have been provided in accordance with the plan established in consultation with the labor union.8 The benefit amount is the sum of
the following two: 1/3 of the wage provided by the employer during
the time of the training (or 1/2 in the case of SMEs) and the training
cost stipulated in the Labor Minister’s Notice. The period is up to 1
year.
(3) Subsidy for Manpower Relocation

The Subsidy for Manpower Relocation is designed to ensure job stability and corporate restructuring at a time when labor needs in a company have changed owing to industrial restructuring. Specifically, the
program motivates the employer to relocate workers instead of laying
them off. Same with above‒mentioned subsidies, the Subsidy for
Manpower Relocation also requires that the employer fall under
“designated businesses” or “designated areas,” and that the relocation
be undertaken in accordance with the plan established in consultation
with the labor union. The amount is 1/3 of the wage of the relocated
insured worker (or 1/2 in the case of SMEs), to be provided for 1
year.
(4) Subsidy for Regional Employment Promotion

Based on the Employment Insurance Act Article 17, this subsidy is
designed to increase employment opportunities in regions where peo8 For companies required to provide vocational training, the training cost
is deducted from the training contribution, and thus were excluded from
the support.

Chapter 4. EIS Implementation and Evaluation 129

ple are leaving because of the underdeveloped regional economy or
where employment opportunities are extremely scarce compared to
the number of workers looking for employment. Also in regions where
businesses are scaled down, closed or start up new businesses because
of the deteriorating economic situations. More specifically, Article 17
(Promotion of Employment in Regions) stipulates, “The Labor Minister
may provide support to an employer in accordance with the
Presidential Decree, who, by relocating its business, starting a new
business or increasing its existing business in a certain region, has
contributed to preventing unemployment and/or promoting reemployment in that region at a time when employment conditions are rapidly
deteriorating owing to shortage of employment opportunities or industrial restructuring, or who has otherwise taken actions necessary
to expand employment opportunities in that region.”
The payout amount under the Subsidy for Regional Employment
Promotion is 1/3 of the wage paid to the worker (or 1/2 for SMEs)
for a maximum period of 1 year. In the event that applicable workers
exceed 100, only 30% of the workers in excess will be entitled to
the benefits.
The difficulty with the Subsidy for Regional Employment Promotion
is that applicable regions must be selected first. The Labor Ministry
has tried in different ways to designate such areas, all to no avail,
and the Subsidy has yet to provide a single case of payout. Failure
to select “designated regions” is partly attributable to the intricacies
of distinguishing regions where employment conditions visibly deteriorated owing to industrial restructuring. For example, in the case of
shoe manufacturing, companies impacted by the decline in this industry are distributed widely across the city of Daegu as well as North
Gyeongsang Province. If certain districts within Daegu are designated,
it creates a problem of inequity with other districts of the city. But
if the whole of Daegu becomes a designated area, the geographic
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scope becomes too large.
But more fundamentally, the problem is that the Subsidy for Regional
Employment Promotion is easily replaceable with other programs. In
essence, providing support for efficient manpower adjustment in certain industries suffering from worsening business environments would
produce almost the same impact as providing the regional subsidy
to certain regions. Thus, the program may be replaced with other ESP
programs, such as the Subsidy for Out‒placement Service or the Grant
for Employment. For above reasons, the Subsidy for Regional
Employment Promotion remains only as a legal existence. This program is still maintained today despite its failure to select “designated
areas” or to chalk up even a single case of payout as a way to prepare
against future risks that severe job instability may occur in certain
regions.
b. Employment Promotion Assistance
(1) Grant to Promote Employment of the Aged

Article 18 (Promotion of Employment of the Aged, etc.) of the
Employment Insurance Act lays the legal ground for providing support
to employment‒disadvantaged groups. The article states, “The Labor
Minister may provide support to an employer in accordance with the
Presidential Decree, who, to promote employment of the aged and
others who are particularly disadvantaged in finding employment in
the labor market under normal conditions (hereinafter ”aged, etc.”),
newly hires the aged, etc. or otherwise takes actions necessary to ensure their employment security.” At the time of the ESP’s inception,
it had two sub‒programs specifically designed to stimulate hiring of
the employment‒disadvantaged: the Grant to Promote Employment of
the Aged and Grant for Childcare Leave of Absence. The former was
intended for the government subsidize a part of the wage for workers
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aged 55 or older, while the latter was an incentive to encourage childcare leave by offering the employer a certain amount of grant.
Despite the rapid aging of the population in Korea, the country’s
social safety net for the aged leaves much to be desired. Against this
backdrop, some began to raise the need to create more jobs for the
aged to prevent them from falling into poverty. Accordingly, the Grant
to Promote Employment of the Aged was installed under the ESP, to
provide support to employers who maintain a certain percentage of
Aged workers (55 or older)9 in their full‒time staff. The amount is
notified by the Labor Minister and delivered on a periodic basis. The
”certain percentage” is 6% out of the total number of workers at the
company. In 1995, KW 90,000 was provided for each Aged worker
hired in excess to 6%.10
(2) Grant for Childcare Leave of Absence

As of 1995, women’s economic participation rate in Korea stood at
48.4%, much lower than the level in advanced countries. Among women, the ”M curve” is the characteristic pattern, where the economic
participation rate plunges among those in their late 20s and early 30s
mostly for reasons of marriage, childbirth and child rearing. The career
discontinuation among women, clearly illustrated by the M curve, is
a serious impediment against their career advancement. The Grant for
Childcare Leave of Absence was introduced under the ESP as one of
the ways to address the problem, to help women to continue working
for the same company through childbirth and childcare.
9 Article 2 of the Aged Employment Promotion Act defines “an aged” as
a person aged 55 or older.
10 There is also a mechanism against concentration of assistance to a handful
of companies. The total payout amount from the Grant to Promote
Employment of the Aged for an employer cannot exceed the amount
that the employer must pay as ESP premium (or double the premium
amount in case of SMEs).
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The 1987 Equal Employment Act prescribes that any working woman
who has an infant child younger than 1 year of age is eligible for
a childcare leave of absence, for up to 1 year including the paid maternity leave. The Grant for Childcare Leave of Absence is designed to
provide financial support in the amount notified by the Labor Minister
to employers that grant a childcare leave to their workers for no less
than 30 days and retain the workers after the childcare leave for no
less than 30 days. At the time of its introduction in 1995, the notified
amount was KW 80,000 per person in case of large companies and
KW 120,000 in case of SMEs.
c. Subsidy for Employment Promotion Facilities

In many cases, a person’s employment is affected by factors other
than working conditions. One example would be women workers with
young children whose employment would be highly dependent on
whether they have access to childcare services at home or elsewhere,
and the quality of such services. To offset the negative impact that
may arise from factors other than working conditions, Article 19 of
the Employment Insurance Act provides the legal grounds for the ESP
to offer subsidies for employment promotion facilities. Specifically,
Article 19 (Support for Employment Promotion Facilities) stipulates,
”The Labor Minister, in the interest of promoting employment, may
provide support in accordance with a Presidential Decree for installation and/or operation of workers’ dormitories, facilities to promote
employment of women, facilities to provide job counseling to workers,
and any other employment promotion facilities as specified in a
Presidential Decree.”
Based on the legal provision, the ESP offered two programs intended
to support such facilities: the Subsidy for Operational Cost of Workplace Daycare Centers and Subsidy for Entities Delegated or Outsourced
with Installation or Operation of Employment Promotion Facilities.
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Under the first program, a monthly amount of KW 400,000 was provided per daycare center teacher to the employer that had such center
within the company premises. The second program, with the vision
of enabling efficient transportation and employment of workers, allowed for the installation and/or operation of the following: a) accommodation and dining facilities for commuting workers; b) education,
sports or entertainment facilities for workers; c) facilities that promote
employment of women; d) other facilities specified by a Presidential
Decree. Actual work for installing or running such facilities may be
delegated or outsourced to the head of the local autonomous body
or other public or non‒profit organizations, in which case part of the
necessary cost would be subsidized.

B. ESP in the Early Years (July 1, 1995 ~ October 31, 1997)
1. Minimal Accomplishments, Demand for Improvement

The ESP, initially covering companies with 70 or more employees,
yielded negligible performance in its early years. To be fair, not much
demand was expected to begin with, and the plan was to accumulate
the fund across an extended period. But demand was even lower than
expected, triggering an early debate on its impact and the possible
need for modification.
<Table 4‒18> shows KW 1.49 billion in payout amount and 24,445
persons in beneficiaries in the second half of 1995. The spending is
quite small, especially in relation to its total revenue of KW 65.5 billion.
The sluggishness continued into 1996. Actually, the performance level
rose considerably in 1996 to KW 8.57 billion in payout amount, and
92,981 in the number of beneficiaries. But given the KW 160 billion
revenue, the spending was still paltry. As the benefit payout continued
to fall far short of expectations, the fund kept on piling up, to KW
211.3 billion as of 1996. This caught the attention of the employers,
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who started to question whether the ESP had too much fund compared
to its history of expenditure.
Moreover, most of the payout was for the Grant to Promote
Employment of the Aged, with only a minimal amount being provided
to support corporate restructuring or unemployment prevention, the
intended core mission of the ESP. In 1996, 75.4% of the payout amount
and 94.3% of the beneficiaries were concentrated in the Grant to
Promote Employment of the Aged.
At the time the Grant to Promote Employment of the Aged was
granted only to the employers who hired workers aged 55 or older
above a certain percentage, which translated into a high dead‒weight
loss. In addition, some criticized that the payout was being concentrated in certain industries that securities, custodians, and
transportation. True to the observation, 44.6% of the total KW 6.46
billion payout from the Grant to Promote Employment of the Aged
in 1996 went to the real estate industry, and 16.4% to transportation
and characteristically hired a high number of old workers, such as
apartment telecommunications. Another 26.9% went to the manufacturing industry, making the combined proportion of the three sectors
87.9%11. The same trend continued in 1997, with 90.0% of the total
KW 8.82 billion being delivered to the real estate, transportation/telecommunications, and manufacturing industries.

11 In terms of beneficiaries, it was 87,641 in 1996, from which 89.4% (78,331)
were in real estate, transportation/telecommunications and manufacturing.
By industry, 45,938 were in real estate, 11,930 in transportation/telecommunications, and 20,463 in manufacturing. The pattern was repeated
in 1997, when 98,708 (89.6%) of total 110,220 beneficiaries were concentrated in the three industries.
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<Table 4‒18> Payout Amount and Number of Beneficiaries by ESP Sub‒program:
1995~1997
(Unit: KW million, persons, %)
Number of
Beneficiaries
1996 1997 1995 1996 1997
8,540 12,277 24,445 93,077 123,111
(100.0) (100.0) (100.0) (100.0) (100.0)
16
44
1
0
2
0
0
101
2
‒
0
‒
0
‒
0
0
16
48
( 0.2) ( 0.4)

Payout Amount

Total
Temporary Shutdown
Out‒placement Training1)
Manpower Relocation
2)
Employment Business Start‒up Training
2)
Grant for Employment
Adjustment
2)
Orientation Training
Assistance
Regional Employment Promotion
Sub‒total

Employment
Promotion
Assistance

1995
1,492
(100.0)
7
0
0
‒
‒
‒
0
7
( 0.5)

Grant to Promote Employment of the
Aged
Large Numbers
1,356 6,436 8,817 23,830
New2)
‒
‒
‒
181
‒
‒
‒
Grant for Reemployment2)
2
Grand for Childcare Leave of Absence 57
1,487 2,034 494
1,413 7,923 11,034 24,324
Sub‒total
(94.6) (92.7) (89.9) (99.5)

Subsidy for
Employment
Subsidy for Workplace
Promotion
Daycare Centers
Facilities
Subsidy for Retirement Mutual Fund
for Construction Workers2)

87,641
‒
‒
4,099
91,740
(98.7)

115,859
749
4
4,189
120,801
(98.1)

73
( 4.9)

601
( 7.1)

1,195
(9.7)

121
( 0.5)

1,241
( 1.3)

2,208
( 1.8)

‒

‒

0

‒

‒

0

Notes : 1) Subsidy for Out‒placement Training was renamed to Subsidy for Job Transition
Training on May 8, 1997.
2) Subsidy for Business Start‒up Training, Grant for Employment, Subsidy for
Orientation Training, Grant to Promote New Employment of the Aged, Grant for
Reemployment and Subsidy for Retirement Mutual Fund for Construction Workers
were introduced on May 8, 1997.
3) Beneficiaries of Employment Adjustment Assistance can be captured partially from
1997; thus, it was not included in the share calculation.
Source : Employment Insurance Annals
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2. Revision of the Employment Stabilization Program

As the ESP continued to exhibit low level of performance with little
prospect for improvement,12 several rounds of modification took place
in 1996~1997 to improve the system. First, on March 9, 1996, the
Enforcement Ordinance of Employment Insurance Act was amended
to ease the eligibility criteria for the Subsidy for Manpower Relocation
that had failed to record even a single case of payout, adjusting the
required employment retention rate13 from 80% to 60%. Support for
the Subsidy for Out‒placement Training was expanded as well. In the
event that a mandatory training provider belonging to ”designated businesses” organizes out‒placement training, part of the wage provided
to the trainees during the training period could now be funded by
the EIS. The cost for training is not covered, however, as it would
be deducted form the mandatory training contribution. In addition,
greater motivation was provided to install workplace daycare centers.
Whereas only the wage for daycare workers was partially supported
before, now loans were also granted for the purpose of facility
installation.
But the most important modifications were provided for in the May
8, 1997 amendment of the Enforcement Ordinance.14 First, whereas
Employment Adjustment Assistance was granted to only companies
belonging to ”designated businesses or areas,” it was now open to
others as well. Still, the benefit level was differentiated in favor of
the companies that do fall under ”designated businesses or areas.“15
12 Status survey conducted in 1996 (marking the EIS’ one‒year anniversary)
forecasted a very low demand for the ESP, especially for Employment
Adjustment Assistance (Yoo, Kil‒Sang et al., 1996).
13 Job retention rate is: “(Relocated workers + remaining workers)/number
of insured at the time of plan submission.” In the early days, existing
workers had to be retained at a rate of no less than 80%.
14 It actually went into effect on May 8, 1997.
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Furthermore, the Subsidy for Out‒placement Training was renamed
to the Subsidy for Job Transition Training to further promote the use
of vocational training in preparation for job change. New programs
were added as well. First, the Grant for Employment was added under
Employment Adjustment Assistance, to enable early reemployment of
displaced workers. The Grant for Employment is designed to provide
employers who hire EIS‒covered workers displaced due to employment adjustment. Part of the wage to be paid to such worker would
be subsidized for 6 months.16 Second addition was the Subsidy for
Orientation Training. Introduced to promote reemployment of displaced workers, it provided support to employers who hire EIS‒covered displaced workers and organize orientation training for them. The
benefit amount was 1/2 of the wage for such workers during the training period (or 1/3 in the case of large companies17) plus a certain
15 Specifically, the Subsidy for Job Transition Training and Subsidy for
Manpower Relocation were provided to employers belonging to
“designated businesses” or “designated areas” in the amount of 1/3 of
the wage (or 1/2 in case of priority ‒ support companies). But for those
in non‒designated businesses or areas, the benefit amount was 1/5 of
the wage (or 1/4 in the case of priority‒support companies).
16 The amount support in the early years was 1/4 of the wage provided
by the employer (or 1/5 in the case of large companies). The Grant for
Employment had no record of payout in 1997 owing to its stringent
requirements.
17 In the initial stage, SME status was determined in accordance with the
Enforcement Ordinance of the Framework Act on Small and Medium
Enterprises: i.e., by the business type and size of full‒time staff. By its
definition, the scope of SMEs as follows: companies with 300 or less employees in industrial, manufacturing, mining, and transportation sectors;
200 or less in the construction sector; and 20 or less in utilities (electricity,
gas, water), wholesale/retail, and other service sectors. At the time, workplaces with 70 or more full‒time employees were automatically subject
to the ESP. But because companies in utilities, wholesale/retail, and other
service sectors were mostly categorized as “large companies,” they were
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percentage out of the training cost. Third was the Subsidy for Business
Start‒up Training. It was introduced on account of the wish expressed
by many job separators to start their own business. Benefits are provided to employers who offer business start‒up training to workers
who have been or will be separated from their jobs. The training must
be conducted in compliance with the training plan reported to the
Labor Minister. A certain percentage of the training cost is reimbursed
for up to 6 months.
In addition to newly installing three new programs under Employment Adjustment Assistance, the Employment Promotion Assistance
was also expanded. First, the Grant to Promote Employment of the
Aged was opened up to employers who newly hired Aged workers.
Previously, it was only provided to companies that already hired a
large number of aged workers, which invited criticism that instead
of stimulating new employment, it was creating a significant dead‒
weight loss. With the change, the grant was provided to employers
that newly hired aged workers in the number of 10 or more, or 5/100
or more of the full‒time staff for the duration of a quarter. The amount
was 1/4 of the wage provided to such workers (or 1/5 in the case
relatively disadvantaged to companies in mining or manufacturing in terms
of grants or subsidies. To address the unfairness, the Enforcement
Ordinance of the Employment Insurance Act was amended on December
30, 1996 to adjust the definition of SMEs: 500 or less employees in manufacturing; 300 or less in mining, construction, transportation/ warehousing
and telecommunications; 100 or less in other industries. Companies with
above‒listed size were defined as “priority‒ support companies,” provided
with privileges in grant and subsidies. In addition, companies who do
not fall under the criteria above could still be defined as “priority‒support
companies” if they correspond to the requirements under paragraphs 1
and 3 under Article 2 of the Framework Act on Small and Medium
Enterprises. Those that are not “priority‒support companies” came to be
called as “large companies.”
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of large companies), to be paid for 6 months. By offering incentives
for newly hiring aged workers, the Grant to Promote Employment of
the Aged was in effect divided into two programs: the Grant to Promote
Employment of the Aged in Large Numbers and the Grant to Promote
New Employment of the Aged.
Next, the Grant for Reemployment was devised to encourage hiring
of Aged retired workers and/or female workers displaced for reasons
of pregnancy, childbirth or child bearing. For employers who rehire
such workers within 2~5 years of retirement (as EIS‒covered workers),
part of their wage would be reimbursed. More specifically, benefits
are provided when workers of a certain age (Aged workers) are rehired
within 2 years after retirement, and when female workers who had
[Figure 4‒3] ESP in 1997 (Oct. 31, 1997)

Employment
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Assistance

Subsidy for Temporary Shutdowns
Subsidy for Job Transition Training
Subsidy for Manpower Relocation
Subsidy for Business Start‒up Training1)
Grant for Employment1)
Subsidy for Orientation Training1)
Subsidy for Regional Employment Promotion
Employment of the Aged

Large Numbers
New1)

Grant for Reemployment1)
Grant for Childcare Leave of Absence

Employment
Promotion
Facilities

Large Numbers
New1)

Construction
Workers

Subsidy for Retirement Mutual Fund for
Construction Workers1)

Note : 1) Introduced on May 8, 1997 following amendment to the Enforcement
Ordinance

140 Employment Insurance in Korea : The First Ten Years

[Figure 4‒4] ESP Revenue and Expenditure18
(Unit: KW 100 million)
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doing so, it aims to ease the burden on employers and motivate greater
participation. Support for workplace daycare centers was also increased.
Now employers would be eligible for operational aid or loans for facility installation even when they establish the daycare center jointly
with others, either through partnerships or employer groups. The expected impact was to allow SMEs to provide daycare service even
when they are not in the position to install and/or operate childcare
facilities on their own.
As the ESP continued to show sluggish activities and the fund quickly
piled up, the eligibility criteria were eased and new programs introduced to encourage greater utilization and accommodate new
18 The ESP expenditure here is different from the total payout amount under
<Table 4‒18>, as it includes costs in addition to the EIS program costs
that are not included in <Table 4‒18> (eg. employment support service
cost).
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demands. But the modifications failed to bring about satisfactory
results. <Table 4‒18> shows a 43.8% rise in the amount of payout
in 1997 (total KW 12.28 billion), but most of the increase was concentrated on a few programs: Grant to Promote Employment of the
Aged in Large Numbers, Grant for Childcare Leave of Absence and
the Subsidy for Workplace Daycare Centers. Payout from Employment
Adjustment Assistance, which was in fact the focus of the improvement
efforts, remained at 0.4% of total performance.
As a result, the ESP fund grew by 85.8%, to KW 392.6 billion in
1997 (see Figure 4‒5). The reserve ratio (against expenditure) stood
at 19.7, also much higher than the previous year. But the situation
changed in 1997, when the economic crisis ushered in a turning point
for the ESP.
[Figure 4‒5] ESP Reserve Amount and Reserve Ratio (=reserve/ expenditure) by Year
(Unit : KW 100 million, times (x))
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C. Economic Crisis and Employment Stabilization
Program (Nov. 1, 1997 ~ Dec. 31, 1999)
1. Economic Crisis and Mass Unemployment

The financial crisis that erupted at the end of 1997 entailed a severe
recession when the growth rate took a nosedive to ‒6.9% in 1998.
Unemployment crisis soon ensued, and the decade‒long 2% unemployment rate became a thing of the past. In 1998, the rate soared to
7.0% (see Figure 4‒6). The sheer number of unemployed also jumped
from 568,000 in 1997 to 1.49 million in 1998, a 2.62‒fold growth.
Correspondingly, the number of employed sharply fell to 19.938 million in 1998, a 1.276 million reduction from the year before.19
In response to the escalating unemployment crisis, the government
devised the Comprehensive Unemployment Plan in March 1998, and created
the Unemployment Commission chaired by the Prime Minister. The
aggressive pan‒government response unfolded through largely three
channels: protection of the unemployed, building employment stability
infrastructure, and proactive measures.20 For these initiatives, the government expended KW 5.326 trillion from both the 1998 general account and EIS. In 1999, the amount grew to KW 7.454 trillion.21

19 There was a higher decrease in the number of employed than the increase
in the number of unemployed because the economically active population
shrunk by 354,000 since 1997.
20 See the Five‒Year (1998~2002) Unemployment Plan White Paper of the People’s
Government (Ministry of Labor, 2003), p. 22.
21 Government’s expenditure on unemployment gradually declined from
2000, when the unemployment rate peaked and began to fall rapidly.
The amount went down from KW 5.237 trillion in 2000 to KW 2.345
trillion in 2001 and KW 2.174 trillion in 2002.
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[Figure 4‒6] Unemployment Rate and Number of Employed Workers (1980~2004)
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As a part of the plan to protect the unemployed, measures were
introduced to support their reemployment, provide job placement service and sustain their livelihood. The first batch of sub‒programs included reemployment training, public works and other short‒term jobs.
For livelihood protection, the EIS applicability was expanded, the unemployment benefit was enlarged, loans were provided, and wage
payment was guaranteed. In addition, Employment Security Centers
were established to build a job stability infrastructure, job counselors
were considerably increased, and a labor market information network
was created (eg. Work‒net). Proactive measures included support for
business start‒up and management stability (for the purpose of job
creation), support for industries with high job creation prospects, and
government‒sponsored internship programs. Furthermore, the government reinforced vocational training to both the unemployed and incumbent workers. It also included new programs under the Employment Stabilization Program, such as support for job retention and effi-
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cient employment adjustment for the sake of unemployment prevention, and employment promotion for the sake of speedy reemployment.
2. Expansion of the Employment Stabilization Program

In responding to the unemployment crisis, greater importance was
attached to employment security. Eligibility criteria for employment
retention programs was eased and new measures were introduced,
with the objective of preventing layoffs due to temporary managerial
difficulties. The December 31, 1997 amendment of the Enforcement
Ordinance of Employment Insurance Act newly included the Subsidy
for Working Hour Reduction. The new program was designed to compensate employers who retain their workers by reducing working
hours at the time of worsening business performance. Loss of wage
caused by the working hour reduction would be partially reimbursed
by the EIS in the amount of 1/20 of the average wage (or 1/30 for
large companies) when work, provided that hours have been reduced
by no less than 1/10. In addition, the Subsidy for Employment
Retention Training was also newly installed, to encourage employers
to provide workers with training instead of laying them off despite
the need to do so. It was intended to reimburse such employers for
part of the wage and the training cost. The benefit amount was 1/2
of the wage provided to EIS‒covered workers during the training period (or 1/3 for large companies), plus the training cost multiplied by
the rate determined by the Labor Minister. Another addition was the
Subsidy for Dispatched Workers wherein employers would be eligible
for benefits if they dispatch their workers instead of laying them off.
The amount was 1/4 of the wage that the employer provided to the
dispatched workers (or 1/5 for large companies) for a duration of 6
months.
While new programs were introduced to urge employers to retain

Chapter 4. EIS Implementation and Evaluation 145

workers rather than resort to employment adjustment, the eligibility
criteria for many of the existing programs were eased. The best example would be the Grant for Employment. Before the Enforcement
Ordinance was amended on December 31, 1997, the benefits were
granted only in the case of hiring workers who have been displaced
from companies in recession‒designated industries or those that reported large‒scale employment adjustment. After the amendment,
however, the applicability was expanded to include workers separated
from all workplace.
In addition, the Grant for Employment of the Long‒term Unemployed
was put in place to stimulate hiring of the long‒term jobless. Employers
who hired a long‒term unemployed worker (jobless duration of no
less than 1 year) or aged workers (age 55 or older) would be reimbursed for 1/3 of their wage (or 1/4 for large companies) for 6
months.
As new programs were introduced in large numbers, some began
to complain that the ESP structure is too complicated for the employers
to understand and make full use of them. Heeding the observation,
the Enforcement Ordinance was revised again on July 1, 1998, combining the Subsidy for Temporary Shutdowns, Working Hour Reduction,
Employment Retention Training, Worker’s Dispatch, and Manpower
Relocation into Subsidy for Employment Retention. Thus created, the
Subsidy for Employment Retention also newly included Subsidy for
Leave of Absence wherein the employer would be reimbursed with
part of the wage payment at the time of workers’ paid or unpaid leave
of absence.22 Employment Adjustment Assistance programs lost the
22 For paid leave, the payout amount was 2/3 of the wage for the duration
of the leave (of 1/2 for large companies). For unpaid leave, the amount
would be as determined by the Labor Minister in consideration of the
wage rate during the leave period.
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[Figure 4‒7] ESP in 1999 (Dec. 31, 1999)
Subsidy for
Employment
Retention1)

Employment
Adjustment
Assistance
ESP

Employment
Promotion
Assistance

Temporary Shutdown
2)
Working Hour Reduction
2)
Retention Training
Worker’s Dispatch2)
Leave of Absence1)
Manpower Relocation
3)
Employee’s Acquisition

Grant for Employment
Grant for Reemployment4)

Subsidy for Regional Employment Promotion
Employment
of the Aged
Grant to Promote
1)
Employment of Women

Grant to Promote
Employment of
4)
Long‒term Unemployed

Large Numbers
New
Reemployment1)
Childcare Leave
Reemployment
Household Head5)

Employment
Promotion
Facilities

Subsidy for Workplace Daycare Centers
(teachers’ wage)

Construction
Workers

Subsidy for Retirement Mutual Fund for
Construction Workers1)

Subsidy for Establishment and Management
of Daycare Centers

Notes : 1) Introduced on July 1, 1998.
2) Introduced on Dec. 31, 1997.
3) Added to the Subsidy for Employment Retention on Feb. 22, 1999
following revision of the Enforcement Regulations.
4) Re‒introduced on July 1, 1999.
5) Introduced on Oct. 1, 1998.
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“designated business” requirement as they were integrated into Subsidy
for Employment Retention. Whereas companies in “designated businesses” would be entitled to preferential treatment, the new set of
grants made no such distinction. Instead, the payout amount was differentiated by company size only.
In addition, concerns were raised that some programs remained almost ineffective as they exhibited low level of activities. Consequently,
the programs with relatively low level of performance were scrapped:
Subsidy for Job Transition Training, Subsidy for Business Start‒up
Training, Subsidy for Orientation Training, and Grant for Employment
of the Long‒term Unemployed. In the case of the Subsidy for Job
Transition Training, Business Start‒up Training, and Orientation
Training, another major reason for their elimination was that they could
be replaced by the Job Skill Development Program(JSDP). Also, the
Grant for Reemployment was divided and absorbed into other grants.
The component for women workers was merged into the Grant for
Childcare Leave of Absence, and repositioned under the Grant to
Promote Employment of Women. The component for Aged workers
was integrated to the Grant to Promote Employment of the Aged. As
the Grant for Reemployment was absorbed into others, the total number of programs was reduced.
On October 1, 1998, the Enforcement Ordinance was revised yet
again, this time laying the legal grounds for supporting “female household heads” under the Grant to Promote Employment of Women.
Employers who hire unemployed women who requested job placement at an Employment Security Center(ESC), who are also householders with dependent families or otherwise have the responsibility
for family caretaking, were to be provided with 1/2 of the wage (or
1/3 for large companies) for 6 months. Another round of revision on
February 1, 1999 stipulated financial support to be provided in such
a case when employees acquire their troubled company, thereby pre-
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venting employment adjustment. The Subsidy for Employee’s Acquisition
of Company was included under Subsidy for Employment Retention,
designed to provide the same level of support as that of the Subsidy
for Manpower Relocation when employees of a certain business acquire its share in excess to 50%, provided that 60% or more of its
employees are retained in the business thus acquired.
On July 1, 1999, the Enforcement Ordinance was amended again,
introducing the Grant for Reemployment and Grant to Promote
Employment of the Long‒term Unemployed. The Grant for Reemploy‒
ment is designed to provide financial support to the employer that
rehires workers who had been displaced from the same employer.
The worker must be rehired within 2 years after the job separation
after no less than 6 months of unemployment period, and must not
be displaced again for 3 months, each before and after rehiring. The
Grant to Promote Employment of the Long‒term Unemployed grants
financial support to the employer that hires a long‒term unemployed
worker, who is defined here as: a) someone who has remained jobless
for over 1 year after requesting job placement at an ESC; or b) someone
who has remained jobless for over 1 year after being separated from
an EIS‒covered workplace and has requested job placement at an ESC
no less than 3 months ago. The payout amount is 1/3 of the new
worker’s wage (or 1/4 for large companies) for a duration of 6 months.
By doing, it aims to promote hiring of workers who have remained
jobless for a long term. In fact, the program is not completely new－it
is similar to the Grant for Employment of the Long‒term Unemployed
that was scrapped in July 1, 1998. It was re‒introduced as the number
of long‒term jobless grew. Eligibility for assistance for the Employment
Promotion Facilities was also expanded.
As described so far, many changes have occurred to the ESP between
the onset of the economic crisis and 1999. But these changes may
be summarized into a few types. First, eligibility requirements for
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Employment Adjustment Assistance were considerably eased and its
level of support increased. The severe unemployment crisis brought
renewed recognition of the importance of unemployment prevention
and job security. Second, effectiveness of the ESP programs was
improved. For example, redundant programs or programs with low
level of usage were integrated into others. In particular, regulations
deemed unreasonable were improved through various means possible.
Third, user’s convenience was improved so that the employers would
find it easier to take advantage of the ESP programs. Fourth, new
programs were added to induce early reemployment of the disadvantaged groups such as female household heads and long‒term
unemployed.
3. Improvements in Employment Stabilization Program Performance

Following the series of modifications in the throes of severe recession, rising job instability and soaring unemployment, the ESP’s level of performance dramatically increased. According to <Table 4‒18>
and <Table 4‒19>, the payout amount, which lagged at KW 12.28
billion in 1997, topped KW 97.45 billion in 1998, marking a 7.94‒fold
year‒on‒year increase. Correspondingly, the ESP’s expenditure‒to‒revenue ratio jumped from 9.9% to 40.8% in the same period (see Figure
4‒4). The number of beneficiaries also surged, from 123,000 to 784,000,
a 6.37‒fold rise. Most of the increase was fuelled by the Employment
Adjustment Assistance such as Subsidy for Employment Retention and
the Grant for Reemployment. Out of the Subsidy for Employment
Retention, the Subsidy for Temporary Shutdown took up the highest
proportion in 1998, delivering payout to over 600,000 workers in the
amount of KW 53.44 billion.
As a result, the proportion of Employment Adjustment Assistance
out of the total ESP payout amount skyrocketed from 0.4% in 1997
to 82.8% in 1998 (see Figure 4‒8). As can be seen in <Table 4‒
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18>~<Table 4‒21> and [Figure 4‒8], Employment Promotion Assistance
had actually accounted for most of the payout amount and beneficiaries
before 1997, a trend that was overturned during the economic crisis.
But the gap between the two programs was gradually reduced as the
economy revived and corporate restructuring came to an end. Finally
in 2002, the trend was reversed again, as the Employment Promotion
Assistance outperformed the Employment Adjustment Assistance.
The payout amount increased even further in 1999, up to KW 184.3
billion. This brought the ESP expenditure‒to‒revenue ratio up to
54.2%, which remains the highest in its 10‒year history.23 But in terms
of the number of beneficiaries, it actually went down from 784,000
to 669,000. The decline in the number of beneficiaries despite the
1.89‒fold increase in the payout amount is mainly owed to the sharp
rise in the beneficiaries of the Grant for Employment, wherein the
amount per worker is high, and the near halving of the Subsidy for
[Figure 4‒8] Proportion of Employment Adjustment Assistance and Employment
Promotion Assistance out of Total Payout Amount

23 ESP spending peaked at KW 202.6 billion in 1999, then has remained
between KW 110 billion~160 billion ever since(Figure 4‒4).
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<Table 4‒19> Payout Amount and Number of Recipients by ESP Sub‒program:
1998 ~ 200024
(Unit: KW million, persons, %)

Total

Employment Adjustment Assistance

Temporary Shutdown
1)
Working Hour Reduction
1)
Subsidy for Employment Retention Training
1)
Employme Worker’s Dispatch
4)
Leave of Absence
nt
Retention4) Manpower Relocation
2)
Employee’s Acquisition
Sub‒total
3)
Subsidy for Job Transition Training
Subsidy for Business Start‒up Training3)
Grant for Employment
Subsidy for Orientation Training3)
Grant for Reemployment5)
Subsidy for Regional Employment Promotion

Employment Promotion Assistance

Grant to Promote Employment of the Aged
Large Numbers
New
4)
Reemployment
4)
Grant to Promote Employment of Women
Childcare Leave of Absence
Reemployment
6)
Female Household Head
Grant to Promote Employment of Long‒term
Unemployed
Grant for Employment of Long‒term
1)3)
Unemployed
3)
Grant for Reemployment

Sub‒total

1998
97,449
(100.0)
53,442
556
15,849
824
3,489
484
‒
74,653
32
162
5,877
106
‒
0
80,829
(82.8)

Amount
Recipients
1999
2000
1998
1999
2000
184,304 113,809 784,283 668,951 450,479
(100.0) (100.0) (100.0) (100.0) (100.0)
47,483 21,837 603,359 291,609 130,097
717
74
3,774
6,881
655
16,506
3,492 36,451 31,854
9,473
1,118
92
840
1,490
184
13,002
3,251 10,784 38,491
7,210
394
453
493
644
627
322
200
‒
406
253
79,542 29,400 655,701 371,375 148,499
‒
‒
10
‒
‒
‒
‒
280
‒
‒
75,132 40,780
5,181 101,359 62,661
‒
‒
274
‒
‒
517
1,423
‒
268
746
0
0
0
0
0
155,191 71,603 661,446 473,002 211,906
(84.2)
(62.9)
(84.3)
(70.7)
(47.0)

12,470

25,474

2,457

1,541

2,349

4,600

2,418

3,167

‒

49

359

‒
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799

3
0

‒
‒

‒
‒

4
0

‒
‒

‒
‒

14,931
(15.4)

27,064
(14.7)

Subsidy for Workplace Daycare Centers
(teachers’ wage)

1,689
( 1.7)

2,029
( 1.1)

2,483
( 2.2)

2,882
( 0.4)

2,862
( 0.4)

3,496
( 0.8)

Subsidy for Retirement Mutual Fund for
Construction Workers

0
( 0.0)

20
( 0.0)

256
( 0.2)

0
( 0.0)

334
( 0.0)

4,270
( 0.9)

Sub‒total
Employment
Promotion
Facilities

Notes : 1)
2)
3)
4)
5)
6)

36,758 115,351 190,207 226,841

39,467 119,955 192,753 230,807
(34.7)
(15.3)
(28.8)
(51.2)

Introduced on Dec. 31, 1997.
Added to Grants for Employment Retention on Feb. 1, 1999.
Abolished on July 1, 1998.
Introduced or integrated on July 1, 1998.
Re‒introduced on July 1, 1999.
Introduced on Oct. 1, 1998 following revision of the Enforcement Ordinance.

24 The payout amount in 2000 should have been included in <Table 4‒20>,
but was put in <Table 4‒19> for the sake of convenience.
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Temporary Shutdown wherein the amount per worker is relatively low.
Looking at the details, in <Table 4‒19>, the Grant for Employment
recorded KW 5.88 billion and 5,181 in terms of payout amount and
number of beneficiaries in 1998, which grew to KW 75.13 billion and
101,359 in 1999. In contrast, figures for the Subsidy for Temporary
Shutdowns (under the Subsidy for Employment Retention) went down
from KW 53.44 billion and 603,359 to KW 47.48 billion and 291,609.

D. Employment Stabilization Program after 2000
(Jan. 1, 2000 ~ Dec. 31, 2004)
1. End of Unemployment Crisis, Decline in ESP Performance

As the economy bottomed out in 1999, the real GDP growth rate
soared to 8.5% in 2000, and unemployment rate dropped from 6.3%
to 4.1%. The falling unemployment rate also brought down the ESP
performance level, from KW 184.3 billion in 1999 to KW 113.81 billion
in 2000, or by 38.2%. Especially noticeable was the decline in the
Subsidy for Employment Retention. But after 2000, the Employment
Adjustment Assistance became slightly more active, in terms of both
payout amount and beneficiaries, as real GDP growth plunged to 3.8%
in 2001 (see Table 4‒20). But the Employment Adjustment Assistance
declined again afterwards, down to KW 28.78 billion and 122,467 in
2003.
Unlike Employment Adjustment Assistance which has moved up and
down in the same direction with economic fluctuations and unemployment rate, the Employment Promotion Assistance has steadfastly risen
in both the payout amount and beneficiaries as illustrated in <Table
4‒19>~<Table 4‒21>. The trend likely derives from the fact that despite
the drop in the unemployment rate (to around 3%), challenges remain
in the labor market: youth job shortage, middle/old‒aged workers’ job
instability and women’s growing desire for labor market participation.
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[Figure 4‒9] ESP Payout Amount by Year (KW 100 million)
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[Figure 4‒10] ESP Recipients by Year (persons)
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Another reason may be that social concern and spending for employment‒disadvantaged groups have increased along with awareness of
the ESP. But the huge decline in Employment Adjustment Assistance
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brought down the overall ESP payout amount and beneficiaries. [Figure
4‒9] shows that the payout amount, which culminated at KW 184.3
billion in 1999, plummeted to KW 97.01 billion in 2004 (by 47.4%),
although there have been some temporary increases in between.
Similarly, the number of beneficiaries, as seen in [Figure 4‒10], dropped
after peaking at 784,283 in 1998. It fell to 415,185 in 2004 (by 47.1%),
although there have been some ups and downs.
2. Partial Modification of the Employment Stabilization Program

As the economic crisis receded and unemployment rate stabilized
at around 3% after 2000, the ESP was in for relatively smooth sailing
except for a few revisions and upgrades. Its newfound stability is also
partly owed to the fact that most of its inadequacies have already been
removed through several rounds of modification since its inception.
Some of the more recent revisions are as follows.
On December 30, 2000, the Enforcement Ordinance was amended
to eliminate the Subsidy for Worker’s Dispatch. The reasons were that
it showed a relatively low utilization rate among all Subsidies for
Employment Retention, and was vulnerable to abuse (i.e., although
its intention was to promote worker retention, it may be claimed for
simply reallocating workers within the same workplace or the same
group). On July 7, 2001, the Enforcement Ordinance was again revised,
this time to introduce the Grant for Out‒placement Service. “Out‒placement service” in this case is a service provided by or with the help
of the employer to workers who have been or will be involuntarily
separated from the workplace owing to management difficulties (i.e.,
against their own wish). Its purpose to allow them to achieve their
post‒separation goals, such as reemployment or starting a business,
in the most effective and speedy manner.
The Subsidy for Employment Retention help employers retain their
workers in times of difficulty instead of laying them off. But when
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employment adjustment becomes inevitable and some of the workers
need to be laid off, the Grant for Out‒placement Service encourages
employers to provide reemployment support. The support amount,
as of 2005, is 2/3 of the expenditure required for providing the service
alone or in collaboration with other employers.25 The period is up
to 12 months. There is also an upper limit that is determined by multiplying the number of the out‒placement service users by KW 3 million
(as of 2005). Aside from the change, the Grant for Employment was
scrapped. There were concerns that it had too big a dead‒weight effect
and very low job creation effect.
On December 30, 2002, the Grant to Promote Employment of the
Longterm Unemployed was renamed to Grant to Promote Employment
of Long‒term Job‒seekers to be rid of the negative connotation of the
term “long‒term unemployed” and to promote early reemployment of
such workers. In addition, the Grant for Employment of Middle Aged
Completing Training was added, with the objective of easing the chronic manpower shortage at SMEs, stimulate reemployment of the middle‒
aged workers who typically find it harder to find another job, and
to heighten the effectiveness of vocational training. Specifically, employers who newly hire 40‒or‒older unemployed workers who have
completed a 3‒month‒or‒longer reemployment training course within
6 months after completing the course would be eligible for financial
support for 1 year.26
25 In the event that several large companies or employers provide a joint
out‒placement service, 1/2 of the required expenditure would be reimbursed, provided that of those who received the service, at least 1/2
are or were EIS‒covered employees of the large companies in question.
The amount was initially set at 1/2 of the required expenditure (or 1/3
for large companies) but was later increased to 2/3 due to low utilization.
26 At the time of introduction, the amount was KW 600,000 for the first
3 months, KW 400,000 for the next 3 months, and KW 200,000 for the
last 6 months.
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ESP revision continued into 2004. On February 25, the Enforcement
Ordinance was amended to newly include the Subsidy for Employment
Stability of Construction Workers, which aimed to encourage construction workers to join the EIS. It was designed to provide financial
support to employers who designate an employment manager to handle EIS matters for daily workers, such as reporting changes in the
insured status.27
In addition, the Grant for Reemployment under the Grant to Promote
Employment of the Aged was renamed to Grant for Retention of
Retirees. The revised program offers financial incentives to employers
to retain workers who have reached retirement age or to rehire them
within 3 months after retiring, provided that the retirement age at the
workplace is 57 and over, and that the worker has continued working
for the employer for no less than 18 months before reaching the retirement age. The amount is determined by the Labor Minister’s Notice,28
and the payment duration is 6 months in general, to be extended to
12 months for priority‒support companies. Last, Subsidy for Working
Hour Reduction (under Subsidy for Employment Retention) was eliminated, replaced by the Subsidy for Working Hour Reduction by SMEs,
designed to create new jobs in SMEs.

27 The payout amount is differentiated by company size: monthly KW
300,000 (100~199 employees), KW 500,000 (200~399 employees), KW
700,000 (400~699 employees), KW 900,000 (700 or more employees.).
But in the event that the total construction cost exceeds KW 30 billion
(or KW 5 billion for a subcontractor) or if the construction cost for a
subcontract exceeds KW 5 billion, the number of EIS‒covered workers
of the project is not included for calculation.
28 The amount notified in 2005 is KW 300,000 per person a month; if the
wage received is less than KW 300,000 a month, it shall be the amount
of the said wage.
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<Table 4‒20> ESP Payout Amount and Number of Beneficiaries by Program:
2001~2003
(Unit: KW million, persons, %)

Employment Adjustment Assistance
Employment Promotion Assistance

Payout Amount
2001
2002
2003
128,751 90,052 91,573
Total
(100.0) (100.0) (100.0)
Temporary Shutdown
32,234 19,904 21,138
Working Hour Reduction4)
185
14
81
Subsidy
Employment Retention Training 12,836 7,122 2,945
for
1)
15
‒
Worker’s Dispatch
‒
Employm
Leave of Absence
9,973 5,191 3,015
ent
Manpower Relocation
547
404
209
Retention
Employee’s Acquisition
187
94
0
Sub‒total
55,976 32,729 27,388
Grant for Employment2)
20,226 1,373
16
Grant for Reemployment
766
506
734
2)
Grant for Out‒placement Service
43
432
641
Subsidy for Regional Employment
0
0
0
Promotion
77,0121 35,039 28,779
Sub‒total
(59.8) (38.9) (31.4)
Grant to Promote Employment of the Aged 41,620 39,980 46,236
Large Numbers
New
4)
Reemployment
3,821 4,099 6,076
Grant to Promote Employment of Women
Childcare Leave of Absence
Reemployment
Female Household Head
Grant to Promote Employment of Long‒term
3)
Job‒seekers
Grant for Employment of Middle‒aged
3)
Completing Training

2,954

7,154

5,248

‒

‒

153

Beneficiaries
2001
2002
2003
570,056 476,067 507,495
(100.0) (100.0) (100.0)
178,441 122,189 107,919
1,262
87
640
52,375 19,273 5,728
25
‒
‒
24,081 10,100 4,572
830
578
268
414
157
0
257,428 152,384 119,127
30,272
394
679
0

3,488
270
7,408
0

15
408
2,917
0

288,773 163,550 122,467
(50.7) (34.4) (24.1)
253,600 272,394 310,085

4,177

3,433

4,630

6,257 13,558

9,258

‒

‒

313

Employment
Promotion
Facilities

Sub‒total

48,395 51,234 57,714 264,034 289,385 324,286
(37.6) (56.9) (63.0) (46.3) (60.8) (63.9)

Subsidy for Workplace Daycare Centers
(teachers’ wage)

2,403
( 1.9)

2,483
( 2.8)

2,918
( 3.2)

Subsidy for Retirement Mutual Fund for
Construction Workers

942
( 0.7)

1,295
( 1.4)

2,162 15,720 21,621 59,042
( 2.4) ( 2.8) ( 4.5) (11.6)

1,528
( 0.3)

1,511
( 0.3)

1,700
( 0.3)

Notes : 1) Eliminated on Dec. 30, 2000.
2) Grant for Out‒placement Service was newly added and Grant for Employment was scrapped
on July 7, 2001.
3) Grant to Promote Employment of the Long‒term Unemployed was renamed and Grant for
Employment of Middle‒aged Completing Training was introduced on Dec. 30, 2002.
4) Grant for Reemployment under Grant to Promote Employment of the Aged was renamed to Grant
for Retention of Retirees, and Subsidy for Working Hour Reduction was abolished on Feb. 25,
2004.
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[Figure 4‒11] ESP Immediately Before October 1, 2004
Temporary Shutdowns
Employment Retention
Training
Leave of Absence
Manpower Relocation
Grant for Reemployment
Subsidy for
Employment
1)
Retention

Employment
Adjustment
Assistance
ESP

Employment
Promotion
Assistance

2)

Grant for Out‒placement Service
Subsidy for Regional Employment Promotion
Grant to Promote
Employment of the Aged
Grant to Promote
Employment of Women
Grant to Promote
Employment of
4)
Long‒term Unemployed

Large Numbers
New
Retention of
Retirees3)
Childcare Leave
Reemployment
Household Head

Grant for Employment of
5)
Middle‒aged Completing Training

Employment
Promotion
Facilities
Construction
Workers

Subsidy for Working Hour Reduction
1)
by SMEs
Subsidy for Workplace Daycare Centers
Subsidy for Establishment and Management
of Daycare Centers
Subsidy for Retirement Mutual Fund
Subsidy for Employment Stability6)

Notes : 1) Of the Subsidy for Employment Retention, the following were abolished:
Out‒company Worker’s Dispatch(Dec. 30, 2000), Employee’s Acquisition of Company
(July 7, 2001), and Working Hour Reduction (Feb. 25, 2004, replaced by the Subsidy
for Working Hour Reduction by SMEs).
2) Introduced on July 7, 2001.
3) Grant for Reemployment under Grant to Promote Employment of the Aged was
renamed to Grant for Retention of Retirees on Feb. 25, 2004.
4) Grant to Promote Employment of the Long‒term Unemployed was renamed to Grant
to Promote Employment of Long‒term Job‒seekers on Dec. 30, 2002.
5) Introduced on Dec. 30, 2002.
6) Introduced on Feb. 25, 2004.
7) Grant for Employment was scrapped on July 7, 2001.
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3. Job Creation and ESP Modification (October 1, 2004)
a. Background

After a relatively stable period in the early years of 2000, the ESP
was faced with a possible prolonged economic downturn as the GDP
growth rate fell below 5% in 2003 and 2004.29 Though unemployment
rate was maintained at around 3%, the number of employed actually
went down by 30,000 in 2003, raising alarms for “jobless growth.”
Against the backdrop, the government shifted its policy focus from
lowering unemployment to increasing employment rate, or creating
jobs. New challenges also emerged, such as shortage of “decent jobs,”
economic and job polarization, and yawning income gap. As such,
the ESP was now called upon to play a more aggressive role in job
creation, in addition to its traditional functions of assisting employment
adjustment, employment stability, and promoting employment of the
disadvantaged groups.
In response to the newly arising needs, the ESP underwent a dramatic facelift on October 1, 2004. Employment Creation Assistance was
added on top of the existing Employment Adjustment Assistance,
Employment Promotion Assistance and Subsidy for Construction
Workers. In addition, many of the programs under Employment
Promotion Assistance were merged into the newly created Grant to
Promote New Employment.
b. Employment Creation Assistance

Employment Creation Assistance was initiated on October 1, 2004,
under the objective of helping small and medium sized enterprises(SMEs) hire more workers. The SMEs were experiencing a serious
shortage of manpower in the midst of continuing economic downturn
and slowing growth.30 Main sub‒programs include the Subsidy for
29 Real GDP growth rate in 2003 and 2004 was 3.1% and 4.6%.
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Transforming Shift Work System, which provides a part of the personnel cost when more workers have been hired by modifying the work
shift system, and other SME‒customized initiatives designed to encourage better working environment, hiring of professionals, and transition
to new lines of business. Namely, the following five are included under
the Employment Creation Assistance program: Subsidy for Working
Hour Reduction by SMEs, Subsidy for Transforming Shift Work System,
Subsidy for Improving Working Environment in SMEs, Subsidy for
Employment of Professionals in SMEs, and Subsidy for New Business
Start‒up of SMEs.
(1) Subsidy for Working Hour Reduction by SMEs

The Subsidy for Working Hour Reduction by SMEs was originally
part of Employment Promotion Assistance but was transferred to
Employment Creation Assistance following the legal amendment in
October 2004.31 It is provided to priority‒support enterprises (subject
30 The regulatory changes are derived from the Social Agreement for Job
Creation reached on February 10, 2004, and form a part of the overall
effort to reinforce the EIS as an active labor market policy tool. “… ‘the
Social Agreement for Job Creation’ is designed to ease youth unemployment and other employment issues by creating decent jobs, to encourage
women, the Aged and other potential workers to enter the labor market,
to bridge the income gap and enable a sustainable economic and social
development where growth, employment and income distribution create
a virtuous cycle. It embodies the spirit of labor‒management‒government
cooperation and assigns the role of each economic player to that end.”‒
from the Social Agreement on Job Creation.
31 Statutory working hours have been gradually reduced from July 1, 2004,
but the SMEs are not well positioned to implement the reduction. As
such, some raised the need to introduce a mechanism to motivate the
SMEs to reduce working hours early and lessen the financial burden that
may arise from greater demand for workers. In response, the Subsidy
for Working Hour Reduction by SMEs was adopted. It was designed to
ease the financial burden on companies that may result from the work
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to the Labor Standards Act) that have reduced working hours and hired
additional full‒time employees for a net increase in the total number
of employees 6 months prior to the legal implementation of work hour
reduction. A subsidy of KW 1.8 million (2005) per quarter will be
provided per new hire under a limit of 10% of the pre‒reduction number of employees. The payment period was limited to after implementation of the revised Labor Standards Act and before legal implementation of the 5‒day workweek system.
(2) Subsidy for Improving Working Environment in SMEs

The purpose of this system is to promote an influx of manpower
to SMEs by supporting a portion of the expenses needed for additional
hiring and upgrading facilities and equipment to improve the working
environment. The grant is given to knowledge‒based service industries
such as manufacturing and IT. To SMEs that have invested more than
KW 10 million in facilities and equipment to improve the working
environment and increased hiring, a subsidy of 50% (max. KW 30
million) for investment and KW 1.2 million (max. 30 persons) for each
new worker will be given on a one‒off basis. In case of “clean workplace,” an amount of KW 1.2 million is provided for each new worker
(max. 30 persons).
(3) Subsidy for Employment of Professionals in SMEs

The Subsidy for Employment of Professionals in SMEs is given to
knowledge‒based service industries when the company hires professionals such as lawyers, accountants and labor relations experts.
A subsidy of KW 3.6 million per quarter will be provided for one
year per one new professional hired (limit of three persons), provided
that no other employee is dismissed in the period of three months
hour reduction, such as rise in personnel cost and greater manpower
shortage. By doing so, it aimed to create more jobs and enhance employment security.
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prior to and six months after hiring the professional(s). The purpose
of this system is to, by supporting a part of the cost for hiring, help
SMEs acquire professional resources in areas such as management
planning and product/technology development. Its legal basis is found
in the Special Act on Supporting Human Resources for SMEs (effective
as of Jan. 1, 2004), and the ultimate objective is to bolster SMEs’ competitiveness by enhancing their capability in product development, value‒added creation and distribution.
(4) Subsidy for New Business Start‒up of SMEs

The Subsidy for New Business Start‒up of SMEs supports small companies in knowledge‒based service industries whose monthly average
number of workers has increased after advancing into new lines of
business. A subsidy of KW 1.8 million per quarter will be provided
for one year for each new worker (max. 30 workers). “New business”
entitled for support is defined as transferring to or adding a line of
business that is included as sub‒categories of the Korean Standard
Industrial Classification (KSIC). When planning to start a new business,
the enterprise must consult with the workers’ representative and receive approval for its new business plan from the Labor Minister.
(5) Subsidy for Transforming Shift Work System

The Subsidy for Transforming Shift Work System is given to businesses which reorganize shifts to more than three, thus increasing the
monthly average number of workers (up to 4 teams). A subsidy of
KW 1.8 million per quarter (as of 2005) will be provided for one year
for each new hire (limit within 1/3 of monthly average number of
workers before reorganizing).32
32 The Subsidy for Transforming Shift Work was introduced in reflection
of the Social Agreement for Job Creation, with the intention of promoting
work shift adjustment as a model for creating or retaining jobs by sharing
jobs. To that end, the Subsidy aims to ease the additional burden that

Chapter 4. EIS Implementation and Evaluation 163

C. Grant to Promote New Employment
The Grant to Promote New Employment aims to provide support
or incentives to companies to encourage hiring of the disadvantaged
group in the labor market: the aged, women and long‒term
unemployed. It was introduced on October 1, 2004 by integrating the
Grant to Promote Employment of Long‒term Job Seekers, Grant to
Promote Employment of the Aged, and Grant to Promote Employment
of Female Household Head. The new program also included unemployed youth (29 or younger) and the disabled, covering almost
all groups that are employment‒challenged. Eligibility, payout terms
and amount are noticed by the Labor Ministry, which stand as follows
as of October 1, 2004.
(1) Middle and Old‒aged Workers

The eligible group consists of middle and old‒aged workers who
have been unemployed for over one month after registering at the
ESC and became: a. employed in the manufacturing sector; b. employed through a job interview that was accompanied by an ESC member; or c. employed after being deemed difficult to be employed due
to reasons such as physical weakness, physical or mental disability,
disease or injury, and loss of senses. It is granted for a period of
one year. The amount of KW 300,000 per person will be paid out
per month for the first six months and KW 150,000 for the last six
months. For priority‒support enterprises, the amount is KW 300,000
for 12 months.
(2) Disabled

This is granted when the company employs a disabled person (as
may result from the work shift adjustment, such as initial rise in personnel
cost.
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defined under the Act on Employment Promotion and Vocational
Rehabilitation for Disabled Persons) who has been unemployed for
over three months after registering at the ESC. The amount of KW
600,000 per month will be paid for 12 months for employment of
a severely disabled person and KW 450,000 for 12 months for others.
(3) Unemployed Youth

This is granted when the company hires youth under the age of
29, who have been unemployed for over three months after registering
at the ESC. The amount of KW 600,000 per month will be provided
for the first six months and KW 300,000 for the last six months. For
priority‒support enterprises, it will be KW 600,000 for the whole 12
months. The grant was launched with a time frame of 3 years for
the purpose of easing a structural deterioration triggered by high youth
unemployment.
(4) Female Household Head

It is designed to provide support to companies that hire women
who are responsible for supporting their families and are protected
by the National Basic Livelihood Security Act. For one year of employment, the amount of KW 600,000 per month will be paid for the first
six months and KW 300,000 for the last six months.
(5) Long‒term Unemployed and Others

This is granted to workers who are eligible for the Grant to Promote
New Employment but do not fall under any of the above‒mentioned
groups. An amount of KW 600,000 per month will be paid out for
the first six months and KW 300,000 for the last six months.
In addition to above changes, the Subsidy for Transforming Shift
Work was newly included in the Subsidy for Employment Retention.
For every EIS‒covered worker newly subject to the work shift after
the adjustment, financial support will be provided in the amount of
20/100 of his/her wage (or 15/100 for large companies). The payment
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[Figure 4‒12] ESP Structure Since October 1, 2004

Employment
Creation
Assistance1)
ESP

Employment
Adjustment
Assistance

Subsidy for Working Hour Reduction by SMEs2)
Subsidy for Improving Working Environment in SMEs1)
Subsidy for Employment of Professionals in SMEs1)
Subsidy for New Business Start‒up of SMEs1)
Subsidy for Transforming Shift Work System1)
Subsidy for
Employment
Retention

Temporary Shutdowns
Employment Retention Training
Leave of Absence
Manpower Relocation
Transforming Shift Work1)

Grant for Reemployment3)
Grant for Out‒placement Service
Employment
Promotion
Assistance4)

Subsidy for Regional Employment Promotion
Large Numbers
Grant to Promote
Employment of the Aged
Retention of Retirees
Grant to Promote
Employment of Women

Childcare Leave

Grant for Employment of Middle Aged Completing
Training
Grant to Promote New Employment1)
Employment
Promotion
Facilities

Subsidy for Workplace Daycare Centers

Construction
Workers

Subsidy for Retirement Mutual Fund

Subsidy for Establishment and Management
of Daycare Centers
Subsidy for Employment Stability

Notes : 1) Newly introduced on Oct. 1, 2004.
2) Moved from Employment Adjustment Assistance to Employment Creation
Assistance.
3) Grant for Reemployment under the Grant to Promote Employment of Women
was merged into Grant for Reemployment
4) Grant for New Employment under the Grant to Promote Employment of the
Aged, and Grant for Female Household Heads under the Grant to Promote
Employment of Women, and Grant to Promote Employment of Long‒term
Job‒seekers under Employment Promotion Assistance were merged into the
Grant to Promote New Employment.
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<Table 4‒21> Payout Amount and Beneficiaries by ESP Program: 2004
(Unit: KW 1 million, 1 person, %)
Amount

Beneficiaries

97,006(100.0)

415,185(100.0)

1,657
0
0
0
0

1,338
0
0
0
0

1,657( 1.7)

1,338( 0.3)

23,760
65
2,901
5,303
17
0
32,046

90,945
412
5,266
7,485
16
0
104,124

318
1,428
‒

146
2,696
‒

33,804(34.8)

106,995(25.8)

41,139

265,870

7,552

5,292

5,951
379
797

10,662
910
1,467

Sub‒total

60,107(57.7)

286,712(68.5)

Subsidy for Workplace Daycare Centers(teachers’ wage)

4,128( 4.3)

2,262( 0.5)

812
626

20,140
1,932,9724)

1,438( 1.5)

20,140( 4.9)

Total

Employment
Creation
Assistance1)

Subsidy
Subsidy
Subsidy
Subsidy
Subsidy

for
for
for
for
for

Working Hour Reduction by SMEs
Improving Working Environment in SMEs
Employment of Professionals in SMEs
New Business Start‒up of SMEs
Transforming Shift Work System
Sub‒total

Employment
Adjustment
Assistance

Subsidy for
Employment
Retention

Temporary Shutdowns
2)
Working Hour Reduction
Employment Retention Training
Leave of Absence
Manpower Relocation
1)
Transforming Shift Work
Sub‒total

Grant for Reemployment
Grant for Out‒placement Service
Subsidy for Regional Employment Promotion
Sub‒total

Employment
Promotion
Assistance

Employment
Promotion
Facilities
Subsidy for
Construction
Workers

Grant to Promote Employment of the Aged
Large Numbers
3)
New
Retention of Retirees2)
Reemployment2)
Grant to Promote Employment of Women
Childcare Leave of Absence
Reemployment
Female Household Head3)
Grant to Promote Employment of Long‒term Job‒
seekers3)
Grant for Employment of Middle‒aged Completing
Training
Grant to Promote New Employment1)

Subsidy for Retirement Mutual Fund
Subsidy for Employment Stability2)
Sub‒total

Notes : 1) Newly introduced on Oct. 1, 2004.
2) Renamed to the Grant for Retention of Retirees on Feb. 25, 2004, Subsidy for Working Hour Reduction
abolished. Subsidy for Employment Stability of Construction Workers introduced.
3) Merged into the Grant to Promote New Employment on Oct. 1, 2004. Grant for Reemployment under
the Grant to Promote Employment of Women was merged into the Grant for Reemployment under
Employment Adjustment Assistance.
4) Grant for Employment Stability of Construction Workers is not included in the total and proportion,
as its 1.93 million beneficiaries would distort the overall figures.
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period is 1 year after adjustment in the work shift. If the adjustment
was from 3 shift teams to 4, 15/100 of the worker’s wage will be
covered (or 10/100 for large companies). In addition, the reemploy‒
ment component was separated from the Grant to Promote
Employment of Women and combined into the Grant for Reemploy‒
ment under Employment Adjustment Assistance. As a result, the Grant
to Promote Employment of Women now included only Childcare Leave
of Absence.
The impact of such regulatory reform remains unclear. <Table 4‒21>
shows that there was no record payout under Employment Creation
Assistance in 2004 except for the SMEs Grant for Working Hour
Reduction (KW 1.66 billion for 1,338 workers). More time is needed
to accurately identify the impact of Employment Creation Assistance.

E. Employment Stabilization Program’s
Accomplishments and Impact
1. Accomplishments

Accomplishments of each program under the ESP are summarized
in <Table 4‒18> to <Table 4‒21>. So far, the discussion centered
around the program’s evolution and performance trends. In this section, a different approach will be used－performance of the ESP will
be broken down by firm size and industry. Detailed description will
be provided by program.
a. Accomplishments by Firm Size and Payout Amount

To identify the characteristics of the firms that utilized the ESP,
<Table 4‒22> and <Table 4‒23> examine the number of beneficiaries
and payout amount by company size. <Table 4‒22> shows the number
of beneficiaries. In 1998, large firms (over 300 workers) accounted
for 66.8% of the beneficiaries. But the number steadily declined, down
to 13.2% in 2003 and 3.9% in 2004. The dramatic fall in 2004 is attribut-
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able to a high number of construction workers being included in the
Subsidy for Employment Stability of Construction Workers, newly implemented in 2004.
In the early stage of the ESP, most of the subsidies/grants were
given to large companies, but as the program expanded and began
to take root, smaller companies also enjoyed the benefits. In 1998,
small companies with less than 30 workers accounted for a mere 2.2%,
but the percentage gradually increased to 32.3% in 2002 and 38.4%
in 2003, and skyrocketed to 72% in 2004 after the Subsidy for
Employment Stability of Construction Workers was initiated. Likewise,
the proportion of beneficiaries at companies with 10‒29 workers and
30‒49 workers, only 1.9% and 2.0% in 1998, rose to 31.5% and 9.9%
in 2004.
The payout amount by firm size is indicated in <Tab 6‒23>. In 1998,
the total amount was KW 97.4 billion, of which 65.7%(KW 63 billion)
was granted to large companies with 300 or more employees.
<Table 4‒22> ESP Beneficiaries by Firm Size
(Unit: persons, %)
1998
Less than 5

1999

2000

2001

2002

2003

2004

145 ( 0.0)

56,259 ( 8.4)

48,592 ( 10.8)

39,103 ( 6.9)

24,068 ( 5.1)

20,669 ( 4.1)

466,415 ( 19.9)

5~9

2,182 ( 0.3)

36,879 ( 5.5)

36,282 ( 8.1)

37,763 ( 6.6)

29,853 ( 6.3)

28,827 ( 5.7)

481,561 ( 20.5)

10~29

14,569 ( 1.9)

87,985 ( 13.2)

83,021 ( 18.4) 111,834 ( 19.6)

99,212 ( 20.8) 144,416 ( 28.5)

740,643 ( 31.5)

30~49

15,812 ( 2.0)

49,011 ( 7.3)

44,437 ( 9.9)

58,572 ( 10.3)

45,020 ( 9.5)

51,957 ( 18.1)

232,044 ( 9.9)

50~69

22,424 ( 2.9)

29,835 ( 4.5)

23,555 ( 5.2)

36,732 ( 6.4)

28,448 ( 6.0)

31,146 ( 6.1)

143,172 ( 6.1)

70~99

40,388 ( 5.1)

41,406 ( 6.2)

28,683 ( 6.4)

35,875 ( 6.3)

29,137 ( 6.1)

33,042 ( 6.5)

52,183 ( 2.2)

100~149

51,995 ( 6.6)

41,154 ( 6.2)

28,889 ( 6.4)

35,326 ( 6.2)

30,629 ( 6.4)

38,638 ( 7.6)

69,996 ( 3.0)

150~299

112,699 ( 14.4)

62,880 ( 9.4)

43,101 ( 9.6)

60,095 ( 10.5)

59,598 ( 12.5)

63,204 ( 12.5)

70,193 ( 3.0)

300~999

156,434 ( 19.9)

71,947 ( 10.8)

41,829 ( 9.3)

68,762 ( 12.1)

56,991 ( 12.0)

51,676 ( 10.2)

52,658 ( 2.2)

367,635 ( 46.9) 191,595 ( 28.6)

72,090 ( 16.0)

85,994 ( 15.1)

73,111 ( 15.4)

43,920 ( 8.7)

39,291 ( 1.7)

1,000 or more
Total

784,283 (100.0) 668,951 (100.0) 450,479 (100.0) 570,056 (100.0) 476,067 (100.0) 507,495 (100.0) 2,348,157 (100.0)

Note : 2004 figures are only tentative, including all projects initiated in 2004.
Source : Employment Insurance Statistical Annual Report, 1998~2003; 2004 Employment Insurance DB.
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Companies with 30 or less workers received only 3.3%(KW 3.1 billion)
of the total. After 1999, however, the amount granted to small companies increased noticeably, with enterprises with 5 or less employees
receiving 18.5% of the total in 1999 and 24.6% in 2000. The amount
went down in 2003 to 7.5%(KW 6.8 billion), but moved up again
in 2004 to 11.4%(KW 11 billion).
On the other hand, enterprises with 1,000 or more employees received KW 45 billion(46.2%) in 1998, but the proportion started to
decline since then, to KW 13.7 billion(14.6%) in 2003 and KW 14.9
billion(15.4%) in 2004. Today many SMEs are benefiting from the ESP,
more so than large companies. After the financial crisis, Employment
Promotion Assistance was more sought after than Employment
Adjustment Assistance as many SMEs hired the aged, women and the
long‒term unemployed to receive subsidies.
<Table 4‒23> ESP Payout Amount by Firm Size
(Unit: KW million, %)
1998
Less than 5
5~9

25 ( 0.0)

1999

2000

2001

34,118 ( 18.5)

28,043 ( 24.6)

16,070 ( 12.5)

2002
8,140 ( 9.0)

2003
6,788 ( 7.4)

2004
11,012 ( 11.4)

537 ( 0.6)

16,326 ( 8.9)

14,097 ( 12.4)

12,997 ( 10.1)

6,981 ( 7.8)

6,510 ( 7.1)

6,862 ( 7.1)

10~29

2,620 ( 2.7)

26,320 ( 14.3)

22,617 ( 19.9)

25,945 ( 20.2)

16,722 ( 18.6)

19,289 ( 21.1)

16,079 ( 16.6)

30~49

2,547 ( 2.6)

11,652 ( 6.3)

8,882 ( 7.8)

11,920 ( 9.3)

7,844 ( 8.7)

9,492 ( 10.4)

9,819 ( 10.1)

50~69

3,622 ( 3.7)

7,253 ( 3.9)

4,683 ( 4.1)

7,394 ( 5.7)

4,333 ( 4.8)

5,247 ( 5.7)

5,984 ( 6.2)

70~99

5,075 ( 5.2)

8,968 ( 4.9)

4,881 ( 4.3)

6,996 ( 5.4)

4,681 ( 5.2)

5,661 ( 6.0)

5,213 ( 5.4)

100~149

6,207 ( 6.4)

8,718 ( 4.7)

5,165 ( 4.5)

6,447 ( 5.0)

5,484 ( 6.1)

6,139 ( 6.2)

6,465 ( 6.7)

150~299

12,811 ( 13.1)

10,888 ( 5.9)

6,720 ( 5.9)

10,043 ( 7.8)

10,594 ( 11.8)

9,642 ( 10.5)

11,387 ( 11.7)

300~999

18,954 ( 19.5)

13,194 ( 7.2)

7,683 ( 6.8)

11,382 ( 8.8)

10,266 ( 11.4)

9,096 ( 9.9)

9,254 ( 9.5)

1,000 or more 45,053 ( 46.2)

46,866 ( 25.4)

11,033 ( 9.7)

19,558 ( 15.2)

15,007 ( 16.7)

13,708 ( 15.0)

14,932 ( 15.4)

97,449 (100.0) 184,304 (100.0) 113,804 (100.0) 128,752 (100.0)

90,052 (100.0)

91,573 (100.0)

97,006 (100.0)

Total

Note : 2004 figures are tentative, including all projects initiated in 2004.
Source : Employment Insurance Statistical Annual Report, 1998~2003; 2004 Employment Insurance DB.
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b. Number of Beneficiaries and Amount of Payout by Industry

<Table 4‒24> and <Table 4‒25> show the by‒industry breakdown
of the number of beneficiaries and payout amount under the ESP.
The result indicates that in 1998, 83.2% of the beneficiaries were in
the manufacturing sector, and with the exception of “real estate, rental,
and business activities” (9.4%) and “transportation and telecommuni‒
cations” (3.9%), industry utilization of the program was at a very low
1%. But the industrial composition of beneficiaries changed significantly in 1999. The proportion of the manufacturing sector rapidly
declined, accounting for only 59.1% in 1999. The percentage went
down further, to 32.3% in 2003 and 8.4% in 2004. The actual number
of beneficiaries had in fact increased from around 160,000 in 2003
to 200,000 in 2004 in the manufacturing sector, but its proportion went
down due to the inclusion of construction workers in large numbers
under the Subsidy for Employment Stability of Construction Workers.
As a result, the construction sector, whose proportion was only 0.8%
in 2003, grew to 78.7% in 2004.
On the other hand, the number of beneficiaries in the “real estate,
rental, business activities” sector slightly fell after recording 25.0% in
1999. It fluctuated modestly afterwards but maintained an overall rising
trend, to reach 40.6% (180,000) in 2003. It even overtook the manufacturing sector in terms of sheer number. The number also somewhat
increased in the “transportation and telecommunications” sector (4.0%
in 1999 to 11.2% in 2003) and in “other public services” (1.4% in 1999
to 4.6% in 2003), but for other industries there has been little change,
suggesting that utilization of the ESP is concentrated in only a few
industries.
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<Table 4‒24> ESP Beneficiaries by Industry
(Unit: persons, %)
1998

1999

2000

2001

2002

2003

2004

Agriculture/
Forestry/
Fishery

484( 0.1)

Mining

603( 0.1)

1,679( 0.3)

1,668( 0.4)

1,716( 0.3)

1,459( 0.3)

1,565( 0.3)

1,360( 0.1)

Manufacturing 652,831( 83.2)

395,274( 59.1)

190,874( 42.4)

286,083( 50.2)

194,945( 40.9)

163,729( 32.3)

198,160( 8.4)

Public
Utilities

630( 0.1)

758( 0.2)

481( 0.1)

825( 0.2)

748( 0.1)

11,813( 0.5)

162( 0.0)

376( 0.1)

817( 0.2)

736( 0.1)

592( 0.1)

643( 0.1)

586( 0.0)

Construction

3,188( 0.4)

26,872( 4.0)

14,619( 3.2)

10,949( 1.9)

5,807( 1.2)

3,979( 0.8)

1,848,370( 78.7)

Wholesale/
Retail

8,220( 1.0)

20,871( 3.1)

15,877( 3.5)

13,567( 2.4)

8,905( 1.9)

6,912( 1.4)

11,204( 0.5)

Hotel/
Restaurant

1,092( 0.1)

3,527( 0.5)

1,963( 0.4)

2,010( 0.4)

2,720( 0.6)

2,392( 0.5)

2,012( 0.1)

Transportatio
n/Telecom‒
munications

30,970( 3.9)

26,779( 4.0)

24,527( 5.4)

31,704( 5.6)

41,013( 8.6)

50,345( 9.9)

51,033( 2.2)

Finance/Insur
ance

4,856( 0.6)

9,117( 1.4)

2,333( 0.5)

3,122( 0.5)

3,477( 0.7)

3,369( 0.7)

6,312( 0.3)

Real Estate &
Lease

74,038( 9.4)

167,353( 25.0)

168,642( 37.4)

167,230( 35.1)

90,291( 17.8)

163,960( 7.0)

603( 0.1)

2,755( 0.4)

3,014( 0.7)

4,353( 0.8)

3,746( 0.8)

3,855( 0.8)

3,932( 0.2)

Health/Social
welfare

2,079( 0.3)

3,685( 0.6)

4,659( 1.0)

3,888( 0.7)

3,822( 0.8)

2,652( 0.5)

4,281( 0.2)

Other Public
Services

4,985( 0.6)

9,446( 1.4)

15,659( 3.5)

18,321( 3.2)

18,550( 3.9)

79,040( 15.6)

41,042( 1.7)

Education
Service

Other
Industries
Total

176,214( 30.9)

172( 0.0)

584( 0.1)

5,069( 1.1)

16,912( 3.0)

22,976( 4.8)

97,975( 19.3)

4,091( 0.2)

784,283(100.0)

668,617(100.0)

450,479(100.0)

570,056(100.0)

476,067(100.0)

507,495(100.0)

2,348,157(100.0)

Note : “Other industries” include public administration and defense, private households with employed
persons, extra‒territorial organizations and bodies, and unclassifiable industries.

<Table 4‒25> shows the payout amount by industry. The proportion
of the manufacturing sector is decreasing while that of the “real estate,
rental, business activities” sector is increasing. In 1998, the
manufacturing sector accounted for 72.7% of the total(KW 70.9 billion),
but since then it fell to 38.2 %(KW 35 billion) in 2003 and increased
slightly again to 43.4%(KW 42.1 billion) in 2004. On the other hand,
the “real estate, rental, business activities” sector accounted for 10% in
1998, increasing to 33% in 2000 then decreasing slightly to 26.3% in
2004. The proportion of other industries is slowly rising, but it remains
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<Table 4‒25> ESP Payout Amount by Industry
(Unit: KW 1 million, %)
1998

1999

2000

2001

2002

2003

2004

Agriculture/
Forestry/Fishery

43( 0.0)

163( 0.1)

117( 0.1)

129( 0.1)

405( 0.5)

123( 0.1)

Mining

78( 0.1)

584( 0.3)

476( 0.4)

546( 0.4)

460( 0.5)

402( 0.4)

287( 0.3)

70,880( 72.7)

88,202( 47.9)

44,530( 39.1)

62,095( 48.2)

38,775( 43.1)

34,989( 38.2)

42,057( 43.4)

Manufacturing
Public Utilities

165( 0.2)

20( 0.0)

121( 0.1)

322( 0.3)

131( 0.1)

109( 0.1)

141( 0.2)

166( 0.2)

Construction

1,229( 1.3)

16,913( 9.2)

8,603( 7.6)

6,084( 4.7)

2,402( 2.7)

1,185( 1.3)

2,565( 2.6)

Wholesale/Retail

5,710( 5.9)

13,405( 7.3)

8,527( 7.5)

6,009( 4.7)

2,770( 3.1)

2,324( 2.5)

2,837( 2.9)

Hotel/Restaurant

495( 0.5)

1,072( 0.6)

652( 0.6)

607( 0.5)

604( 0.7)

541( 0.6)

519( 0.5)

4,980( 5.1)

5,199( 2.8)

4,118( 3.6)

5,507( 4.3)

7,083( 7.9)

8,634( 9.4)

9,196( 9.5)

2,890( 3.0)

12,469( 6.8)

1,427( 1.3)

2,455( 1.9)

1,843( 2.0)

3,813( 4.2)

3,717( 3.8)

9,718( 10.0)

39,404( 21.4)

37,519( 33.0)

36,450( 28.3)

27,795( 30.8)

15,152( 16.5)

25,470( 26.3)

61( 0.1)

1,399( 0.8)

1,467( 1.3)

1,731( 1.3)

1,324( 1.5)

1,300( 1.4)

1,694( 1.7)

620( 0.6)

2,116( 1.1)

2,086( 1.8)

1,774( 1.4)

1,691( 1.9)

1,554( 1.7)

2,603( 2.7)

690( 0.7)

3,168( 1.7)

3,556( 3.1)

4,048( 3.1)

3,473( 3.9)

5,800( 6.3)

5,371( 5.5)

35( 0.0)

85( 0.0)

154( 0.1)

245( 0.2)

1,575( 1.7)

15,613( 17.0)

361( 0.2)

97,449(100.0) 184,302(100.0) 113,809(100.0) 128,752(100.0)

90,051(100.0)

91,572(100.0)

97,006(100.0)

Transportation/
Telecommuni‒
cations
Finance/
Insurance
Real Estate &
Lease
Education
Service
Health & Social
Welfare
Other Public
Services
Other Industries
Total

Notes : 1) 2004 figures are tentative, including all projects initiated in 2004.
2) “Other industries” include public administration and defense, private households with employed persons,
extra‒territorial organizations and bodies, and unclassifiable industries.
Source : Employment Insurance Statistical Annual Report, 1998~2003; 2004 Employment Insurance DB.

minimal compared to the manufacturing or “real estate, rental, business
activities” sectors.

C. Performance by Program
(1) Grant for Reemployment

In 1999, only 95 companies made use of the Grant for
Reemployment, but the number jumped to 461 in 2000. But it dipped
again, down to 141 in 2003 and only slightly more in 2004 at 150.
The number of persons who received the benefits stood at 408 in
2003 and 171 in 2004. The payout amount peaked at KW 1.423 billion
in 2000 and has been in decline ever since.
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<Table 4‒26> Grant for Reemployment Payout Amount
(Unit: 1 workplace, 1 person, KW 1 million)
Number of workplaces

Number of beneficiaries

Amount

1999

95

268

517

2000

461

746

1,423

2001

277

394

766

2002

191

270

506

2003

141

408

734

2004

150

171

328

Note : 2004 figures are tentative; since the October 2004 revision, only the cases of
rehiring of workers displaced by employment adjustment were included, and
not the cases of rehiring workers displaced due to pregnancy, childbirth and/or
child‒rearing.
Source : Employment Insurance Statistical Annual Report, 1999~2003; 2004 Employment
Insurance DB.
(2) Grants to Promote Employment of the Aged

The payout amount for the Grants to Promote Employment of the
Aged rose considerably during the economic crisis, but the even bigger
growth in the Subsidy for Employment Retention actually reduced its
proportion. But as the economy recovered, both its amount and share
rose: KW 36.8 billion(32.3%) in 2000, KW 46.2 billion(50.5%) in 2003,
and KW 41.3 billion(42.6%) in 2004.
A noteworthy pattern is the dramatic rise in the number of workplaces and persons who made use of this grant in 1999. This is probably owing to the significant easing of the eligibility criteria for the
Grant to Promote New Employment of the Aged and Grant to Promote
Reemployment of the Aged which resulted in stimulating hiring of the
Aged. Before the revision, the payout conditions were that 5 or more
persons or 5% or more of the existing workers had to be newly hired
per quarter, but the revision brought the numbers down to 1 or more
per month. The payout amount was also increased from 1/4~1/5 of
the wage for 6 months to 1/3~1/4 of the wage for 6 months. As for
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the Grant to Promote Reemployment of the Aged, definition of “the
Aged” was expanded from those between 45~55 to those between
45~60.
Still, <Table 4‒27> reveals a considerable drop in the number of
persons and workplaces and amount of payout in 2004 from the previous year. It remains to be seen whether the downhill climb will
continue into the future.
<Table 4‒27> Employment Promotion Assistance Payout Amount by Program
(Unit: 1 workplace, 1 person, KW 1 million, %)
1995
Aged

Workplaces

1,098

Persons

23,830

1996
5,154

1997
2,134

1998
9,583

1999

2000

2001

2002

2003

2004

35,783

50,466

61,790

66,565

70,793

64,001

87,737 116,608 115,351 190,207 226,841 253,600 272,394 310,085 266,234

1,356

6,436

8,998

12,470

25,474

36,758

41,620

39,980

46,236

41,317

(90.9)

(75.4)

(73.3)

(12.8)

(13.8)

(32.3)

(32.3)

(44.4)

(50.5)

(42.6)

Workplaces

125

731

5,356

11,749

8,040

8,892

Persons

128

799

6,257

13,558

9,258

11,048

49

359

2,954

7,154

5,248

6,189

(0.0)

(0.3)

(2.3)

(7.9)

(5.7)

(6.4)

Amount
Long‒term Job
Seeker

Amount

Women

Workplaces

69

442

476

471

698

1,248

1,514

1,587

1,517

2,011

Persons

494

4,099

4,189

4,251

2,417

3,167

4,177

3,433

4,630

5,309

57

1,487

2,034

2,259

1,542

2,350

3,821

4,099

6,076

7,560

(3.8)

(17.4)

(16.6)

(2.3)

(0.8)

(2.1)

(3.0)

(4.6)

Amount

Middle‒aged
Completing
Training

(6.6)

(7.8)

Workplaces

283

712

Persons

313

910

Amount

153

379

(0.2)

(0.4)

Workplace
Daycare Centers

Workplaces

22

136

216

261

317

373

340

322

345

401

Persons

121

1,241

2,208

2,882

2,862

3,496

1,528

1,511

1,700

2,262

73

601

1,195

1,689

2,029

2,483

2,403

2,483

2,918

4,128

(4.9)

(7.0)

(9.7)

(1.7)

(1.1)

(2.2)

(1.9)

(2.8)

(3.2)

(4.3)

Amount

Note : 2004 figures are tentative; figures in parenthesis in the Amount column indicate the
proportion out of the total ESP payout amount.
Source : Employment Insurance Statistical Annual Report, 1995~2003; 2004 Employment Insurance DB.
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<Table 4‒28> Grants to Promote Employment of the Aged Payout Amount in 2004
(Unit: 1 case, 1 person, KW 1 million, %)
Sub‒program
Large Numbers
New Employment
Reemployment
Total

Cases
63,187
(98.7)
559
(0.9)
255
(0.4)
64,001
(100.0)

Total
Persons
265,150
(99.6)
699
(0.3)
305
(0.1)
266,154
(100.0)

Amount
40,683
(98.5)
422
(1.0)
204
(0.5)
41,309
(100.0)

SMEs (less than 300 workers)
Cases
Persons Amount
60,533
215,903 33,034
(98.7)
(99.5)
(98.2)
555
691
417
(0.9)
(0.3)
(1.2)
246
296
198
(0.4)
(0.1)
(0.6)
61,334 216,890 33,649
(100.0) (100.0) (100.0)

Notes : 1) 2004 figures are tentative.
2) Figures in parenthesis under Large Numbers, New Employment and
Reemployment are the proportion out of the Grants to Promote Employment
of the Aged, and the ones under Total are the proportion out of the ESP.
Source : Employment Insurance DB.

By sub‒program, the Grant to Promote Employment of the Aged
in Large Numbers proved to be most heavily utilized. <Table 4‒28>
shows that of all the sub‒programs of the Grant to Promote
Employment of the Aged, the Grant to Promote Employment of the
Aged in Large Numbers accounts for 98.7% of cases, 99.6% of persons,
and 98.5% of the payout amount, claiming an absolutely dominant
position. In contrast, the Grant to Promote New Employment of the
Aged and the Grant to Promote Reemployment of the Aged were used
by less than 1,000 persons. By workplace size, most of the workplaces
that make use of the Grant to Promote Employment of the Aged were
SMEs with less than 300 employees.
(3) Grant to Promote Employment of Long‒term Job‒seekers

Used by only 125 workplaces and 128 persons in 1999, the Grant
to Promote Employment of Long‒term Job Seekers’ utilization gradually
increased to 8,892 workplaces and 11,048 persons in 2004. But the
payout amount takes up only a small proportion out of the ESP,
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<Table 4‒29> Grant to Promote Employment of Long‒term Job‒seekers Payout Amount
by Year
(Unit: KW 1 million)
Total
(SMEs)

2000

2001

2002

2003

2004

359
(359)

2,955
(2,915)

7,154
(7,131)

5,248
(5,220)

6,169
(6,127)

Note : 2004 figures are tentative.
Source : Employment Insurance Statistical Annual Report, 2000~2003; 2004 Employment
Insurance DB.

marking only 6.4% in 2004.
<Table 4‒29> shows the Grant’s performance by year. The payout
amount rose sharply from KW 0.35 billion in 2000 to KW 7.1 billion
in 2002, but has been stabilized since then, marking KW 5.2 billion
in 2003, and KW 6.2 billion in 2004. Breakdown of the payout amount
by company size (large companies vs. SMEs) indicates that most of
the beneficiaries are SMEs.
(4) Grants to Promote Employment of Women

The Grants to Promote Employment of Women continue to show
a very low level of activity. Introduction of the Grant to Promote
Employment of Female Household Head in 1998 nearly doubled the
overall number in 1999, but the number of benefiting workplaces and
persons remains minimal compared to the Grants to Promote
Employment of the Aged. In 2004, the figures stood at only 2,011
workplaces and 5,309 persons. <Table 4‒30> does show that the usage
level is steadily increasing, most probably owing to the large increase
in the use of the Grant to Promote Employment of Women in Childcare
Leave of Absence. The childcare leave benefits were received by only
2,226 workers at 401 companies in 2000, but the figures continued
to rise, all the way to 4,561 workers at 1,330 companies in 2004. But
the Grant to Promote Employment of Female Household Head actually
shows declining performance, from 787 workers at 694 workplaces
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<Table 4‒30> Grants to Promote Employment of Women Performance by Year
(Unit: 1 workplace, 1 person, KW 1 million)
2000

2001

2004
Less
than
300

Cases
401
135
542
190
461
152
802
260
Childcare Leave
Persons 2,226 159 3,136 223 2,227 175 3,877 278
of Absence
Amount 1,422 107 2,804 172 2,836 189 5,255 398
Cases
153
151
21
219
329
329
222
215
Reemployment Persons 154
152
223
221
333
333
224
217
Amount 256
253
214
212
232
232
159
154
Cases
694
684
751
748
797
790
493
483
Female
Household
Persons 787
769
818
815
873
866
529
511
Head
Amount 672
664
803
800
386
247
662
643
Cases
1,248 970 1,514 1,157 1,587 1,271 1,517 958
Total
Persons 3,167 1,080 4,177 1,259 3,433 1,374 4,630 1,006
Amount 2,349 1,024 3,821 1,184 3,454 668 6,076 1,195

1,330
4,561
6,733
154
158
107
527
590
720
2,011
5,309
7,560

598
637
1,039
152
156
106
519
566
691
1,269
1,359
1,836

Total

Less
than
300

2003

Total

Total

Less
than
300

2002

Less
than
300

Total

Less
than
300

Total

Note : 2004 figures are tentative.
Source : Employment Insurance DB.

in 2000 to 590 workers at 527 workplaces in 2004.
By workplace size, 67.8% of all companies that made use of the
Grants to Promote Employment of Women were SMEs with less than
300 employees. Especially in 2003 and 2004, these companies were
the dominant users of the Grant to Promote Reemployment of Women
and Grant to Promote Employment of Female Household Head. But
the same cannot be said for the Grant to Promote Employment in
Childcare Leave of Absence, for which the proportion of SMEs stood
at 9% in 2003 and 14% in 2004.
(5) Grant for Employment of Middle‒aged Completing Training

Newly introduced in 2003, the Grant for Employment of Middle‒aged
Completing Training was used by 283 workplaces in 2003 and 712
in 2004. The number of beneficiaries also went up from 313 in 2003
to 910 in 2004, as well as the payout amount, from KW 150 million
to KW 380 million. Although the amount itself is not large, the growth
rate is quite high. Another noteworthy trend is that all of the companies
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<Table 4‒31> Grant for Employment of Middle‒aged Completing Training Payout Amount
(Unit: firms, persons, KW million)
2003

2004

Total

Less than 300

Total

Less than 300

Cases

283

283

712

712

Persons

313

313

910

910

Amount (KW 1 million)

153

153

379

379

Note : 2004 figures are tentative.
Source : 2003 Employment Insurance Statistical Annual Report, 2004, HRD Korea; 2004
Employment Insurance DB.
<Table 4‒32> Grant for Employment of Middle‒aged Completing Training Payout Amount
by Firm Size (2004)
(Unit: firms, persons, KW million)
No. of Cases

No. of Persons

Amount

Total

712

910

379

Less than 5

357

418

180

5~9

159

282

122

10~29

109

124

50

30~99

74

74

25

100~299

13

12

2

Note : 2004 figures are tentative.
Source : Employment Insurance DB.

using the Grant were SMEs with less than 300 employees (priority‒support companies).
2. Employment Stabilization Program: Progress and Challenges

In the ten years since the launch of the EIS, many new programs
have been added to the ESP, and considerable efforts have been made
to improve overall administration to enhance the beneficiaries’
convenience. However, Korea’s ESP has produced inadequate results
compared to similar programs in other countries, and its reserve con-
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tinues to accumulate, with income‒to‒expenditure ratio standing at only 32.8% in 2004 (see Figure 4‒13.) Above assessment does not necessarily mean the Korean program has been a failure. If new subsidies
and/or grants are introduced without a justifiable cause or eligibility
requirements are eased simply to raise expenditure, problems are sure
to arise such as moral hazard. On the contrary, some say that insurance
cost is too high given the current situation of Korea’s labor market
and demand that the cost be lowered. Therefore, the focus of performance evaluation should not be on the size of expenditure, but on
whether the ESP is achieving its intended goals.
First, case studies of other countries and current employment situation in Korea suggest that the ESP itself must be strengthened to
improve employment stability, increase job opportunities, and enhance
the efficiency of the labor market. [Figure 4‒13] shows that expenditure
on active labor market policies remains much lower than other
countries. In 2002, Korea spent only 0.25% of GDP on such policies.
The number has to double to reach the average among other major
industrialized countries. The program also needs to take more aggressive action to enhance job placement service. Studies from other
countries uniformly conclude that job placement service is the most
cost‒effective policy. As Korea’s employment service is in its nascent
stage, more investment should be made to develop the service under
the ESP.
Second, current content of the ESP does not raise much expectations
for a significant in crease in expenditure. Easing eligibility requirements
to increase expenditure might lead to moral hazard and worsen the
gap between beneficiaries and non‒beneficiaries, both individuals and
business owners. The level of impact of Employment Creation
Assistance, introduced in October 2004, on expenditure is still unclear.
However, it is likely that demand for the Grant to Promote New
Employment will increase considerably among the long‒term un-
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employed and youth. The lesson here is that new programs need to
be developed.
Third, there is lack of cohesion between the ESP and employment
service, vocational training and other services. The government’s plan
to realize “one‒stop service” has yet to materialize. For the one‒stop
service to be effective, the different programs under the ESP must be
provided in close alignment with vocational training and employment
service. To meet this challenge, new programs must be developed,
and more importantly, the computer network must be expanded and
upgraded.
Fourth, previous studies on the effectiveness of the ESP indicate that
similar to other advanced countries, employment creation and
maintenance will be fairly low in the short term because of deadweight
loss. According to Kim, Dong‒Heon & Park, Eui‒Kyung (2000), the
net employment effect of the Subsidy for Employment Retention was
<Table 4‒33> ESP Net Income by Year
(Unit: KW 100 million, times (x))
Year
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

Revenue
655
1,601
2,012
2,720
3,732
4,482
5,493
5,951
3,802
4,493

Expenditure
18
125
200
1,110
2,026
1,321
1,551
1,279
1,194
1,473

Net Income
637
1,476
1,813
1,609
1,706
3,145
3,942
4,672
2,608
3,020

Reserve
637
2,113
3,926
5,536
7,242
10,386
14,329
19,000
21,608
24,628

Reserve/Expenditure
35.8
16.9
19.7
5.0
3.6
7.9
9.2
14.9
18.1
16.7

Note : 2004 figures are provisional; based on Ministry of Labor internal data.
Source : EIF Settlement Report, Ministry of Labor; Trends in Employment Insurance, KLI
Employment Insurance Research Center.

Chapter 4. EIS Implementation and Evaluation 181

[Figure 4‒13] OECD Countries’ Expenditure on Active Labor Market Policies (% to
GDP): 2002
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22.5%, or similar to the general OECD level.33 But the job creation
effect of Grant for Employment was only 7.3% (Kim, Dong‒Heon &
Park, Eui‒Kyung, 2001), indicating a serious level of dead‒weight effect
and substitution effect of the latter.
Despite the deadweight effect, wage subsidies and grants will improve employees’ job satisfaction and productivity, and help create
33 Kim, Dong‒Heon & Park, Eui‒Gyung (2000) is problematic as it estimated
the dead‒weight effect through surveys. Hwang, Deok‒Soon (1999) and
Keum, Jae‒Ho et al. (2003) also identified a considerable level of dead‒
weight effect in the Grants for Employment Retention. Studies on the
dead‒weight effect of different grants to promote employment of disadvantaged groups such as the Aged and women also came to the same
conclusion (Jang, Ji‒Yun & Kim, Jung‒Woo, 2002).
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more jobs in the long term (Keum, Jae‒ho, et al., 2003). Wage subsidies and grants reflect the government’s interest and involvement in
unemployment issues, indirectly contributing to maintaining a sense
of security among workers and businesses. It also seems to play a
positive role in reducing the time spent for reemployment, improving
wages and employment stability. Considering above, it is not fair to
estimate the efficiency and effectiveness of the ESP based on deadweight effect alone. If a subsidy or grant provides a sense of security
to workers, such provision must be allowed to continue despite deadweight loss. The effectiveness of each program must be evaluated on
a mid/long‒term basis.
Fifth, by industry, ESP shows a disproportionate concentration in
a few industries such as manufacturing and real estate & lease. The
imbalance is attributable to the disparity or inequity among industries
in the ability to pay the premiums and receive the benefits, and greater
policy efforts are needed to ease the polarization. Such differences
also existed in the initial stage in terms of firm size, as support was
concentrated to the few large companies. But the inter‒company imbalance was considerably reduced following efforts to encourage more
SMEs to make use of the ESP, such as development of SME‒friendly
programs as part of Employment Promotion Assistance.
Sixth, debating the perceived efficiency and effectiveness of the ESP
is in fact not very productive. The focus should be on defining the
right role for the ESP in today’s labor market and on developing new
programs, if necessary, to ensure that it fulfills that role. Ongoing communication about the ESP is needed, as well as education for the working level people at companies. The policy focus should be on improving convenience for the beneficiaries.

Chapter 4. EIS Implementation and Evaluation 183

F. Employment Stabilization Program: the Way Forward
1. Increase Investment in Employment Service

The core instrument of any employment strategy should be employment service. Greater investment is needed to improve the service
in both quality and quantity. To this end, more support should be
provided to job placement services provided in the private sector.
Some examples may be financial subsidies for job counselors at non‒
profit private employment agencies or training institutes, to be used
for such purposes as creating an information network or purchasing
necessary materials. With the right structure, such subsidies may stimulate improvement in both the quality and content of the services.
In the case of for‒profit private employment agencies, loans may be
provided from the ESP to be used for upgrading facilities, creating
an information network, or developing new programs.
2. Support the Self-employed

The problem with the self‒employed in Korea is that there are too
many, especially considering the country’s economic level or compared
with other industrialized countries. Many of the smallest ones are facing financial difficulties as the service sector continues to experience
restructuring and moves toward greater scale and higher level of
professionalism. As the proportion of self‒employed is expected to
decline going into the future, unprepared business start‒up by individuals should be prevented. For existing small business owners,
more programs should be developed with the view to improve productivity, provide job training, or assist them in job transition.
Of utmost importance is to ensure that individuals initiate their own
business fully prepared. For this purpose, a business start‒up program
needs to be developed, perhaps following the example of the Canadian
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“self‒employment benefit (SEB).” Needless to say, unprepared start‒
ups should be discouraged. However, it is impossible to stop workers
from going into their own business against their wish. Therefore a
policy to help these workers for a “fully prepared start‒up” should
be in place. The risks of failure can be minimized if the government
supports only those who have submitted a business plan whose feasibility has been positively confirmed by the Employment Security Center
or other designated organization. Such procedure will prevent workers
from going into unprepared start‒ups. This may be considered as part
of out‒placement service, which may also include start‒up consulting.
The government can either provide such consulting or provide all or
partial fees for private consulting.
As the self‒employed would be able to enter the ESP or JSDP on
their own will, job training programs and job transfer service customized for this group of workers need to be developed and provided.
Of particular effectiveness would be providing consulting service to
the self‒employed on how to manage their businesses so as to enhance
their productivity and adaptability to the labor market.
3. Enhance Local Capability for Job Creation

One of the defining characteristics of the Korean labor market is
the regional imbalance in the supply and demand of manpower. To
address the problem and achieve balanced national development, jobs
need to be created in greater abundance in non‒capital regions. This
is an area where the ESP must also be more aggressive. Specifically,
industry‒academia collaboration may be exempt from EIS for a period
of two to three years so as to encourage such collaboration toward
forming a local innovation cluster. Partial aid from the EIS may also
be considered for on‒site training or education. Another possible solution is to reinforce the Subsidy for Regional Employment Promotion.
Region‒specific industries may be designated and supported to create
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new jobs. They may either be exempt from the EIS or be given a
subsidy to employ new workers, similar to the Subsidy for Employment
of Professionals in SMEs. Like Canada’s Job Creation Partnership (JCP),
the ESP may also support labor costs and training expenses to develop
region‒specific industries (eg. Daegu’s Milano Project) to increase job
opportunities in these regions.
4. Increase Direct Support to Workers

Korea’s ESP is centered on wage subsidies. But deadweight loss usually keeps the net job‒creation effect of subsidies generally low.
According to foreign studies on job‒creation effect of wage subsidies,
the deadweight effect comes to about 60% to 80%, which is similar
to the level in Korea as found in case studies.
Many seem to be of the opinion that the scope of the program must
be limited to (direct) support for companies, as they bear the full burden for ESP premiums. But such views seem to overlook the extent
of contribution that the ESP can make to the labor market, and may
actually become another reason why the ESP is concentrated on the
high dead‒weight wage subsidies. Job creation, facilitation of corporate
restructuring, improvement of business capacity against economic
downturn, and stabilization of the labor market through employment
promotion of disadvantaged groups are all part of the ESP’s aim. Its
ultimate purpose is to strengthen and maintain the competitiveness
of businesses. Therefore, focus should be on the “purpose of the ESP”
not on “who bears the insurance cost.”
As long as the scope of the ESP also positively contributes to competitiveness of businesses, its operations should not be hindered by
imposing limits on target beneficiaries or support methods. If the goal
of “job creation” is to be successfully achieved, target beneficiaries and
support methods should be more flexibly defined. In other words,
even if the benefits of the ESP are directly provided to workers or
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to labor market infrastructure, it should be deemed to be in line with
the program’s objective as long as it is contributing to corporate
competitiveness.
What is needed is a new support program, one that is not centered
on wage subsidies with a significant deadweight loss, but on business
competitiveness. Also, increase in investment to build cost‒effective
infrastructure for the labor market is needed to lay down the foundation for job creation.
5. Reinforce Support for Middle-aged Workers’ Employment Stability

To prevent negative consequences of rapid aging of the population,
job security of middle‒aged workers must be enhanced. To that end,
the wage scheme needs to be changed into a performance‒based system, to build a closer link between the wage level and productivity.
The ESP should provide businesses (SMEs) with a subsidy to reform
the wage system toward the desired direction.
Detailed support methods may include: developing and providing
occupational analysis programs needed to introduce performance and
merit‒based wage system; building and providing a framework needed
to reform the wage and HR management system; developing and supplying diagnosis systems for job stability among middle‒aged workers;
providing consulting service to SMEs wishing to reform their wage
and HR management scheme (or partially covering the fee for private
consulting). For their part, companies have been making efforts to
put in place a more flexible wage system. Many of them have adopted
the annual salary system or performance‒based system, which prevents
excessive amount of wage having to be paid out to long‒term employees, thereby increasing new employment opportunities and easing
anxiety felt by middle‒aged workers. Furthermore, new programs must
be developed and consulting services must be provided to maintain
employment for Aged workers’ and extend the retirement age.
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III. Job Skill Development Program
Lee, Byung‒Hee*
34

A. Introduction
The workers’ skill is fast becoming a major source of competi‒
tiveness. The education and training model of the industrialization era,
which focused on the school education reliant on rote learning and
the initial training of new workers in the labor market, is no longer
effective in the competition intensified by economic globalization, rapid advancements in information technology. Therefore, skill development plays an important role in furthering an individual’s career,
strengthening a firm’s competitiveness and promoting economic
growth. The development of worker skill may serve to strengthen corporate competitiveness by bringing about incremental innovation at
the workplace. The enhanced worker skill has also improved employment security and quality, as the lifelong employment practice began
to lose ground in Korea after the financial crisis35.
Korea has been considered that its wealth of excellent workforce
was the main driving force behind its decades of remarkable economic
growth. However, these days the effect of the human resource devel* Research Fellow, Korea Labor Institute
35 The OECD (1994) argues lifelong learning as an important strategy for
creating high‒skilled, high‒wage jobs. The EU also emphasizes lifelong
learning as a way to heighten employment/population rate (Bainbridge
et al., 2004).
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opment has come into question despite the fact that Korea’s investment
in that area has remained sizeable. One major concern of Korea’s human resource development is that it nearly stops once individuals enter
the labor market.
Much investment is made in formal schooling, to the extent that
some call it overinvestment. But the level of human resource investment in the labor market, which is directly linked to employment stability and strengthened competitiveness, remains quite low (OECD,
2004a). Korea’s spending on public education is 8.2% of the GDP,
even when the expenses on private education has been excluded.
It is much higher than the U.S. (7.3%) or the OECD average (6.2%)
(OECD, 2004c). In addition, as of 2004 the rate of students advancing
to college stands at 81.3% and the number of college graduates more
than quintupled since 1980. Even considering that expansion of college
education is a worldwide phenomenon, Korea’s advancement rate to
higher education or the speed of increase is certainly extraordinary.
[Figure 4‒14] Int’l Comparison of Lifelong Learning Participation rate of Adults (age
25~64)

(Unit: %)
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On the other hand, the same cannot be said of investment after
the entry into the labor market. As of 2004, the annual participation
rate of adults in lifelong learning posted only 21.6%, far lower than
the percentage of those who wish to do so (58.7%). Particularly troubling is the rate of participation at job‒related learning. It is at the
bottom among OECD countries, at mere 12.7%. Such figures indicate
that Korea’s human resource development has disproportionately concentrated on formal education during the adolescent years, and that
human capital accumulation becomes stagnated once individuals enter
the labor market. Such low level of investment in human resource
in the labor market may be a major cause of workers to proactively
deal with such risks as job loss or employment insecurity.
In this study, the Job Skill Development Program (JSDP) under the
Employment Insurance System (EIS) will be evaluated. The JSDP aims
to enhance corporate competitiveness and workers’ employment security by providing training opportunities throughout an individual’s
career. In that respect, it is a core program that supports vocational
training after an individual enters the labor market36. The second section briefly reviews the history of the Korean vocational training
system. It gives a background on why the JSDP was implemented.
The characteristics of the JSDP under the EIS are identified also. In
the third section, the achievements and limitations of the JSDP are
evaluated. The discussion here will focus on the institutional limitations
that have been observed despite the program’s quantitative expansion.
Lastly, the policy tasks on how to promote investment in human resources in the labor market are explored.

36 The 2005 JSDP budget is KW 686.2 billion, or nearly half of the total
KW 1.46 trillion budget for vocational training projects carried out by
the government.
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B. JSDP Overview
1. Background

Vocational training in Korea started out as one of the manpower
policies to supply the skilled labor in line with its new Economic
Development Plan. As export‒driven industrialization became the
country’s economic model in the late 1960s, workforce development
became one of the key strategies for economic development. The
government began taking the initiative in training directly by founding
public training centers as well as expanding vocational high schools.
The turning point came in the mid‒1970s. As a shift toward heavy
and chemical industrialization became the new darling of Korea’s economic model, companies were also charged with obligations to provide
job training. The government, when declaring heavy chemicals as the
new strategic industry in 1973, realized that it would be nearly impossible for the government to develop all the required human resources
on its own. It decided to allocate a part of the burden to large companies, by requiring them to either provide job training or pay for such
training. More specifically, large companies were now required to conduct training for new recruits up to the level designated by the government every year and if the record of training fell short of the level
designated, the firms were subjected to pay the training levy equivalent
to the difference.
In the initial stages of the mandatory in‒house vocational training
system, the number of workers trained by firms increased greatly.
Because companies themselves were becoming acutely aware of the
need to develop new workers, as a way to lay the basis for developing
heavy chemicals business. But the trend receded noticeably in the
1980s. As the government, realizing the problem of overinvestment
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<Table 4‒34> Contribution of Company Training in Initial Training for the Blue‒collar
Workers

Public training
In‒company training
Recognized private training*
Total

1967‒71

1972‒76

1977‒81

1982‒86

1987‒91

36,317

81,294

120,117

121,044

113,802

(36.7)

(26.0)

(24.2)

(44.3)

(36.3)

48,225

177,350

337,388

114,773

116,389

(48.8)

(56.7)

(68.1)

(42.0)

(37.2)

14,321

54,092

38,234

37,334

83,084

(14.5)

(17.3)

(7.7)

(13.7)

(26.5)

98,863

312,736

495,739

273,151

313,275

(100.0)

(100.0)

(100.0)

(100.0)

(100.0)

Note : * Training run by the private training institutions, which are endorsed by the
government.
Source : Ministry of Labor, Report on Job Skill Development Program

in heavy and chemical industries, slowed down the pace, the ratio
of companies conducting vocational training decreased.
<Table 4‒34> shows corporate participation in providing initial
training. The ratio of company training in initial training increased
sharply in the mid to late 1970s when the training obligation was allotted to companies, followed by a downward trend with the start of
the 1980s. Changes in the number of skilled labor fostered through
employer‒provided training can mostly be explained by the changes
in the government’s vocational training policies. It seems that companies were influenced by the government policies which controlled vocational training obligations (Lee, Joo‒Ho, 1992).
In the 1990s, the government reverted to a strong job training drive,
initiating a number of policies to encourage in‒company training, but
companies now opted to pay the levy rather than conduct training.
One cause of lesser effectiveness of the government drive is the change
of power relations between the state and large companies. The favorable business environment with low energy prices, low interest rates
and high exchange rates in the late 1980s swept away large companies’
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burden of their excessive investment in the heavy and chemical
industries. As a result the government policies no longer held much
appeal to them. The economic liberalization and technological innovations also led to the economic regulating role of government facing its limitation. Thus, the incentive for companies to train for new
workers declined, as government couldn’t create new demands for
skills by industrial policies.
Secondly, there was also a dramatic change in the companies’ demand for training. The trend toward higher education led to decline
in the necessity for companies to directly foster semi‒skilled workers.
Furthermore, with intensified competition in the global market, companies had no other choice but to diversify and upgrade product
portfolios. To secure flexibility in production, the skills of the workers
needed to be upgraded. At the same time, ever since democratization
in 1987, industrial relations underwent a fundamental transformation.
As the rate of unionization was increasing rapidly and collective bargaining took root in companies, the working conditions were significantly improved and internal labor markets became to establish
even in the blue‒collar workers. Therefore, the employers’ demand
for training changed from initial training for new recruits to further
training for incumbent workers.
Thirdly, the lack of flexibility in the government‒led vocational training system was another critical reason behind companies avoiding initial training. Companies came to prefer paying the training levy as
it cost less than actually conducting the training. Moreover strict regulations on training, such as training methods, texts, facilities and so
on deter employers from provide training voluntarily.
As the mandatory in‒house vocational training system became faced
with a fundamental problem of failing to respond flexibly to the
changes in corporate training demand, the EIS was implemented in
1995, leading to the abolishment of the mandatory in‒company training
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system and a shift to the JSDP under the EIS.
2. Characteristics of the JSDP

Currently, the JSDP under EIS is the most important program among
all programs which support vocational training in Korea. Korea’s vocational training system consists of the JSDP for those who are the insured
by the EIS, and other programs financed by the government for those
not covered by the EIS. The latter includes initial training conducted
by public training centers as well as training for the unemployed and
low‒income workers not covered by the EIS. The JSDP makes up the
largest portion of vocational training and represents the recent reforms
in the vocational training system.
The JSDP consists of three subprograms which each support employers, employees and the unemployed respectively. The Subprogram for
Employers encourages employers to train their workers by subsidizing
training costs. If companies were to invest in training facilities or equipment, loans for related costs may also be provided. The Subprogram
for Employees supports voluntary participation in training for employees over the age of 40 and those currently employed by SMEs with
less than 300 employees or planning a job change. If employees were
to enroll or are currently enrolled in a two‒year college or above,
long‒term loans for tuitions may be also provided at low interests.
The Subprogram for the unemployed provides training expenses and
training allowances for the unemployed who are insured.
The JSDP is funded by the insurance premium paid only by the
employers. This is based on the assumption that employers benefit
from any kind of training, strengthening corporate competitiveness.
The insurance premium rates imposed on employers are different by
firm size. Depending on the number of full‒time workers, it is set
from 0.1% to 0.7% of the total wage bill. The difference is based on
the consideration that due to externalities of training, the larger the
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company, the more benefit it reaps from training.
The JSDP brought about some major changes to Korea’s vocational
training system. First, the role of vocational training was expanded
to not only include employer‒provided training but also self‒directed
learning for employees and active labor market policy for the
unemployed. What has been put in place is an institutional framework
that allows lifetime learning after formal schooling at each stage of
a person’s career. Second, the focus of vocational training shifted from
initial training to further training. Third, companies are no longer
forced to provide training. They may freely select the types of training
they need, with the expectation that the related expenditures will be
partially reimbursed.
3. JSDP’s Development

The underlying purpose of the JSDP is to encourage voluntary training by those who need it. But when the introduction of the JSDP
was discussed, 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 provided by the employer, would contract
rapidly. Therefore, at the first years of implementing the JSDP, the
mandatory in‒house vocational training system was maintained for
companies with 1,000 or more employees while the JSDP was applied
to smaller companies. But such a dual arrangement undermined the
consistency of the national training system (Yoo, Kil‒Sang, et al., 1997).
As Vocational Training Promotion Act was implemented in 1999,
all enterprises were covered under the JSDP. The changes allowed
the private sector to pursue vocational training out of their own free
will. They were now free to select the types of training depending
on their needs, the costs of which would be partially reimbursed by
the JSDP. Mandatory in‒house training system had focused on training
new workers, a policy focus of the government, and required that
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companies abide by a set of government‒dictated regulations. The employer subject to the obligation had to draft a training plan each year
and receive the Labor Minister’s approval. The rigid control made it
impossible to provide in‒house training based on the company’s
unique needs. It is not too much to say that all training was to be
provided in accordance with the government’s policy decisions, and
that the contents, period, audience, texts, facilities and methods were
all subject to the regulations. Meanwhile the JSDP allowed greater freedom for private sector in training to flourish. It opened the door for
any entity to take part in training provision, and triggered competition
among training providers in the private sector.
The JSDP made an enormous contribution to easing the mass unemployment crisis in 1998 by expanding training for the unemployed
in a timely manner. In addition, the number of workers who take
advantage of in‒company training is also steeply rising. Liberalization
of the training market also gave rise to around 4,000 new training
institutes that supply training that is entitled to JSDP support.
But the quick expansion of the training market also entailed quality
issues. Some of the causes are lack of training counseling and informations, and too much reliance on the administrative regulations
instead of activating user’s choice. To deal with the issue of information
shortage, the Human Resource Development Network (HRD‒NET) was
considerably expanded in 2002. Periodic evaluation of the training institute and curriculum was also introduced to improve training quality.
Despite several revises of the JSDP, dramatic changes in the labor
market after the financial crisis called for a fundamental investigation
into the effectiveness of the JSDP. Ongoing employment adjustment,
greater employment flexibility and increasing labor mobility caused
a downturn in corporate training investment. Moreover, technological
changes in favor of high‒skilled workers are widening the skill gap
among workers. To respond to the structural change in the labor mar-
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ket, the JSDP has been transformed after the major revise of the
Vocational Training Promotion Act in December 2004. Some of the
main changes are as follows.
First, The incentive system for individual company’s training was
not enough in the face of the change in the labor market. Now, training
consortium, cooperative labor‒management training, and employee’s
self‒directed learning as well as training provided by individual employers are now encouraged.
Second, it also offers for reinforcing JSDP’s responsiveness to labor
market change. More training opportunities for vulnerable groups will
be provided.
Third, it envisions a performance‒based support system for the purpose of raising the JSDP’s effectiveness and broadening users’ choice.
To make it a reality, it offers both financial and administrative differentiation of support.

C. Evaluation on the JSDP
1. Quantitative Expansion of Vocational Training

The JSDP has continuously expanded. <Table 4‒35> illustrates that
support from the JSDP was not high in the initial stage in terms of
the number of firms and workers, but increased dramatically after 1998
following the financial crisis. Despite the growth in the number of
firms and workers subsidized by the JSDP, the rate of participants went
down in 1998 because of the 3 rounds of EIS coverage expansion
undertaken in the same year. But the rate of participation went on
a steep rise since then. As of 2004, the number of employees participating in training under JSDP is over two million persons, and the training
participation rate of the insured workers stood at 27.1%. This demon‒
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<Table 4‒35> Participants and Subsidies of JSDP
(Unit: 1 firm, 1,000 persons, KW 1 billion)
1995 2H

1996

1997

1998

1999

2000

2001

2002

2003

2004

Firms

covered 38,953 43,723 47,427 400,000 601,394 693,414 806,962 825,531 845,910 1,002,638
Assisted

380

%

1.0

Workers

covered 4,204

4,529

8,863

25,926 43,850 86,692 94,410 62,293 82,195

95,753

10.4

18.7

6.5

7.3

12.5

11.7

7.5

9.7

9.6

4,331

4,280

5,268

6,054

6,747

6,909

7,171

7,203

7,577

assisted

10

107

200

502

1,034

1,367

1,730

1,836

1,754

2,057

%

0.2

2.5

4.7

9.5

17.1

20.3

25.0

25.6

24.3

27.1

1.8

33.5

63.0

261.9

428.3

404.2

387.0

392.2

391.1

417.4

Subsidy
amount

Source : Ministry of Labor, Report on Job Skill Development Program; Work Information Center,
Employment Insurance Statistical Annual Report.

strates that the JSDP has taken root as the most important assistance
program promoting skill development.
The JSDP supports not only employer‒provided training but also
self‒ directed training of employees and training for the unemployed.
<Table 4‒36> shows the number of trainees by Subprogram of the
JSDP. It can be said that overall, training is disproportionately focused
on the employer‒provided training and training for the unemployed.
One of the most significant achievements made by the JSDP is the
proactive expansion of vocational training for the unemployed when
Korea was faced with mass unemployment shortly after the economic
crisis. The unemployment jumped from a mere 2% before the economic crisis to 7% in 1998, right after the crisis, leaving Korea to experience
the shock of the unprecedented high unemployment. The considerable expansion of training for the unemployed contributed to find
proper job by enhancing their employability.
As the unemployment rate started to fall from the later half of 1999,
training for the unemployed also decreased, but in its place, training
conducted by employers increased significantly. The number of
employees trained by companies rested at 152,000 in 1994 before the
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<Table 4‒36> Participants and Subsidies of JSDP in Detail
(Unit: 1 firm, 1 person, KW 1 million, %)

Total

Employer
Worker

Subsidies for
training cost
Training on paid
leave
Loans for training
facilities
Subsidy for taking
classes
Loans for higher
school expenses

Unem‒
ployed

Reemployment
training

Total

Employer
Worker

Subsidies for
training cost
Training on paid
leave
Loans for training
facilities
Subsidy for taking
classes
Loans for higher
school expenses

Unem‒
ployed

Reemployment
training

Total

Employer
Worker

Subsidies for
training cost
Training on paid
leave
Loans for training
facilities
Subsidy for taking
classes
Loans for higher
school expenses

Unem‒
ployed

Reemployment
training

No. of Firms
2000
2001
86,692
94,410
(100.0)
(100.0)
73,411
80,860
(84.7)
(85.6)
309
271
(0.4)
(0.3)
12
6
(0.0)
(0.0)

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

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

1999
43,850
(100.0)
43,511
(99.2)
333
(0.8)
6
(0.0)

‒

‒

‒

‒

3,748
(42.3)

7,842
(30.2)

‒

‒

‒

‒

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

1998
501,767
(100.0)
315,379
(62.9)
3,940
(0.8)

2002
62,262
(100.0)
62,035
(99.6)
223
(0.4)
4
(0.0)

2003
82,195
(100.0)
64,225
(78.1)
240
(0.3)
4
(0.0)

2004
95,753
(100.0)
81,349
(85.0)
463
(0.5)
3
(0.0)

‒

‒

‒

‒

12,960
(14.9)

13,273
(14.1)

‒

17,726
(21.6)

13,938
(14.6)

‒

‒

‒

‒

‒

No. of Persons
1999
2000
2001
2002
2003
2004
1,033,913 1,367,228 1,730,339 1,836,178 1,754,482 2,056,891
(100.0)
(100.0)
(100.0)
(100.0)
(100.0)
(100.0)
781,408 1,220,334 1,555,402 1,681,862 1,661,978 1,958,130
(75.6)
(89.3)
(89.9)
(91.6)
(94.7)
(95.2)
8,446
7,756
8,611
5,963
5,665
6,425
(0.8)
(0.6)
(0.5)
(0.3)
(0.3)
(0.3)

‒

‒

‒

‒

‒

‒

‒

8,365
(4.2)

2
(0.0)
12,350
(2.5)

51
(0.0)
17,652
(1.7)

252
(0.0)
18,590
(1.4)

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

35,537
(1.9)
24,444
(1.3)

29,177
(1.7)
27,772
(1.6)

38,908
(1.9)
30,978
(1.5)

1,949
(1.0)

170,096
(33.9)

226,356
(21.9)

120,296
(8.8)

104,559
(6.0)

88,372
(4.8)

57,662
(3.3)

53,428
(2.6)

1997
63,025
(100.0)
28,362
(45.0)
13,027
(20.7)
4,152
(6.6)

15,222
(24.2)

1998
261,886
(100.0)
40,409
(15.4)
9,117
(3.5)
4,216
(1.6)
1
(0.0)
16,949
(6.5)

1999
428,256
(100.0)
82,764
(19.3)
5,724
(1.3)
3,035
(0.7)
40
(0.0)
30,521
(7.1)

Amount
2000
2001
404,239 386,997
(100.0)
(100.0)
140,475 170,414
(34.8)
(44.0)
5,589
10,145
(1.4)
(2.6)
7,978
7,349
(2.0)
(1.9)
59
3,543
(0.0)
(0.9)
34,626
43,037
(8.6)
(11.1)

2002
392,239
(100.0)
170,107
(43.4)
11,075
(2.8)
3,468
(0.9)
3,435
(0.9)
52,188
(13.3)

2003
391,069
(100.0)
180,838
(46.2)
6,869
(1.8)
3,671
(0.9)
4,224
(1.1)
63,476
(16.2)

2004
417,392
(100.0)
198,243
(47.5)
8,021
(1.9)
6,250
(1.5)
5,873
(1.4)
74,799
(17.9)

2,262
(3.6)

191,194
(73.0)

306,172
(71.5)

215,512
(53.3)

151,966
(38.7)

131,991
(33.8)

124,206
(29.8)

‒

‒

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

152,509
(39.4)
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JSDP was introduced, but increased by 12.9 folds as of 2004 to 1,965
thousand. The sharp increase in the employer‒provided training was
due to the introduction of the incentive system, which allows firms
to conduct the JSDP‒assisted training based on their own decisions
unlike the mandatory training system in earlier period.
Meanwhile, the JSDP includes a provision to support the self‒directed training of employees, but results for this program is still largely
insufficient. In 2004, employees who received support for self‒directed
training only made up 3.4% of the total number of trainees by JSDP.
2. Inequality in Training Opportunities

Although the JSDP has served as an incentive system to facilitate
training investments in private sector, securing equality in training opportunities among firms and workers is another crucial issue government intervention needs to achieve.
With regard to training participation by firm size in <Table 4‒37>,
we find that the main beneficiaries of the JSDP are large firms. The
participation rate of large firms with more than 1,000 employees stood
at 97.7%, whereas, that of small and medium enterprises (SMEs) with
less than 50 employees was at a mere 2.9%. Therefore, large firms
with more than 1,000 employees shouldered 38.4% of the insurance
premium which they paid, while SMEs with less than 50 employees
received only 13.6% of the paid insurance premium.
The JSDP favors SMEs, differentiating firms by size when determining
the premium amount and benefit amount. The insurance premium rate
of the JSDP depends on the firm size. And the subsidy for training
is given more favorably to SMEs. Despite the financial incentives, however, there is still a regressive phenomenon where the larger the company, the more the benefits received. This demonstrates a failure on
the part of the JSDP in enhancing training investment by SMEs.
From another perspective, above analysis indicates that the way of
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subsidizing training conforms to the state of companies’ internal labor
markets (Nho Yong‒jin, 2005). Low participation rates in SMEs arise
from difficulties in finding time for training due to chronic shortage
of manpower, insufficient capacity to provide training, and high turnover rates. Thus the disproportionate concentration of JSDP resources
on large companies seems to be an inevitable limitation of the program
because training subsidy is paid out only when training is actually
conducted.
There also were differences in training opportunities among workers.
<Table 4‒38> shows the training participation rate by individual characteristics of employees for in‒company training supported by the JSDP.
By gender, 15.5% of insured male workers take part in the employer‒
led training program, while only 8.9% of insured female workers do
so. With less opportunities to accumulate human capital and discrimination in labor markets, women experience disadvantages in opportunities for promotions and raises. This leads to difficulties in career
development and accordingly higher potential turnover rates. Thus,
employers avoid providing training to women employees, leading to
higher possibilities of a vicious cycle.
By age group, the training participation rate of those in their 30s
was the highest, and that of the youth was also relatively high. On
the other hand, the training participation rate of employees older than
40 was clearly lower than that of the younger workers. This reflects
the fact that the firm’s return on training investment tends to climb as
worker’s expected duration of employment lengthens. Meanwhile, the
low possibility for older workers of taking advantage of training opportunities could further lessen their probability of maintaining employment.
By educational background, the higher the education level, the higher
the participation rate. The training participation rate of college graduates
stood at 23.3% and those with graduate degree at 24.1%, while the
participation rate of two‒year college graduates rested at 13.8%,
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<Table 4‒37> Training Subsidy by Firm Size (2003)
(Unit: Number of firms, 1 Person, KW 1 million, %)
Less than
Title
Total
50‒150
50
845,910
813,277
22,924
Firms
(100.0)
(96.1)
(2.7)
7,203,347 3,474,843 1,086,731
Insured (A)
(100.0)
(48.2)
(15.1)
664,839
101,615
53,915
Premium payment
(B)
(100.0)
(15.3)
(8.1)
64,225
38,428
11,888
Firms participating
in training
(100.0)
(59.8)
(18.5)
1,661,978 100,239
80,022
Workers partici‒
pating in training(C) (100.0)
(6.0)
(4.8)
180,838
13,857
11,992
Training Subsidy
amount (D)
(100.0)
(7.7)
(6.6)
Participation ratio
23.1%
2.9%
7.4%
(C/A)
Reimbursement
27.2%
13.6%
22.2%
raio (D/B)

150‒300

300‒500

500‒1000

6,047
(0.7)
649,278
(9.0)
70,470
(10.6)
5,500
(8.6)
98,692
(5.9)
12,804
(7.1)

1,924
(0.2)
381,538
(5.3)
55,113
(8.3)
2,538
(4.0)
76,258
(4.6)
8,113
(4.5)

1,114
(0.1)
404,937
(5.6)
70,486
(10.6)
2,230
(3.5)
128,706
(7.7)
13,766
(7.6)

1000 or
more
624
(0.1)
1,206,020
(16.7)
313,240
(47.1)
3,641
(5.7)
1,178,061
(70.9)
120,306
(66.5)

15.2%

20.0%

31.8%

97.7%

18.2%

14.7%

19.5%

38.4%

Source : Ministry of Labor, Employment Insurance DB.

high school graduates at 9.7%, middle school graduates at 4.2% and
primary school graduates or lower at 3.1%. It is evident that those
with less education who are most in need of training actually received
less training in the firm.
The training gap by occupation is also very apparent. The training
participation rate of clerical workers is relatively high at 20.1%, while
the participation rate is low for production workers. Even within the
productionrelated jobs, those that require relatively high‒level skills,
such as technicians, posted 9.9% in participation rate, but simple laborers only 2.0%, demonstrating a wide gap in training participation
between skill levels.
The above findings show that despite the quantitative expansion
of the employer‒provided training supported by the JSDP, opportunities for training within a firm were not given fairly to all employees.
The disadvantaged workers have relatively less opportunities for
training. The major reason that the JSDP is not able to resolve inequali-
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<Table 4‒38> Demographics of Employer‒led Training Participants (2002)
(Unit: 1,000 persons, %)

Gender
Age
Education
Occupation

Total
Men
Women
15‒19
20‒29
30‒39
40‒49
50‒
Primary school or less
Middle school
High school
College
University
Graduate school
Manager
Professional
Semi‒professional
Clerical
Service/sales
Farmers
Technician
Operator/assembly
laborer

Training Participants
No.
%
960
(100.0)
747
(77.8)
213
(22.2)
19
(2.0)
325
(33.8)
407
(42.4)
179
(18.6)
31
(3.2)
6
(0.6)
22
(2.3)
370
(39.8)
132
(14.2)
367
(39.4)
33
(3.5)
47
(5.1)
48
(5.3)
113
(12.4)
442
(48.3)
83
(9.1)
1
(0.1)
137
(14.9)
23
(2.5)
22
(2.4)

Insured Workers
No.
%
7,171
(100.0)
4,832
(66.9)
2,389
(33.1)
98
(1.4)
2,255
(31.5)
2,423
(33.8)
1,598
(22.3)
797
(11.1)
195
(2.7)
511
(7.1)
3,797
(52.9)
958
(13.4)
1,575
(22.0)
136
(1.9)
262
(3.7)
373
(5.2)
816
(11.4)
2,200
(30.7)
723
(10.1
14
(0.2)
1,383
(19.3)
331
(4.6)
1,069
(14.9)

Participation
Rate
13.4
15.5
8.9
19.2
14.4
16.8
11.2
3.9
3.1
4.2
9.7
13.8
23.3
24.1
17.8
12.9
13.9
20.1
11.5
6.9
9.9
6.9
2.0

Source : Ministry of Labor, Human Resource Development Net (Lee and Kim, 2004).

ties in training opportunities is because who is trained is decided by
employers only and they tend to choose high‒skilled workers for
training.
3. Inability to Cope with Labor Market Changes

The Korean labor market has been experiencing sweeping changes
ever since the economic crisis of 1997. Although the unemployment
rate, which rose sharply shortly after the economic crisis, has been
decreased, employment and income is becoming bipolarized.
Furthermore, job creation and destruction rates have been remarkably
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large simultaneously, lifetime employment practices have been weakened, so job mobility rate has been on the rise and the likelihood
which worker experience unemployment or job turnover has been rising greatly.
Faced with ever fiercer competition, management is increasingly focusing on profitability. The new human resource policies of firms are
designed to increase flexibility in employment. Particularly noticeable
is the rise in the hiring of non‒regular workers, who, compared with
regular workers, offer greaters for companies to maneuver in terms
of employment adjustment. Another favored tool is employment adjustment in the form of layoffs such as early retirement. Another
change is witnessed in the practices of hiring. Whereas in the past
companies would form their own internal labor market from where
vacancies would be filled through promotion (except at the entrance
level), today more vacancies are filled from outside with experienced
workers who can be put into the work without requiring additional
training.
Thus, the skill level of workers becomes more important with increases in job creation, job destruction, and labor mobility. But it
is well‒known that the more employees change their jobs, the less
firms invest training in them. Because employers cannot reap the benefit of training investment enough if the trained employees move their
jobs. Through empirical analysis showing that higher turnover rates
and employment of temporary workers leads to lower training investments by firms, Chung and Lee (2004) demonstrate the trade‒off relations between employment flexibility and in‒company training.
To find out whether the JSDP appropriately responds to increases
in job mobility, we analyzed the training participation of workers who
quit jobs. As shown in <Table 4‒39> the participation rate of workers
who quit jobs was 6.3%, much lower than that of incumbent workers
with 15.6%. This is because employers avoid providing training for
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<Table 4‒39> Training Participation by Job Change Status (2002)

(Unit: 1,000 persons, %)
No. of
insured
Incumbent
workers
Job change
workers
Total

Participants (A+B)

Employer‒provided
training (A)

Training for the
unemployed (B)

5,166

806

(15.6)

806

(15.6)

1,655

104

(6.3)

79

(4.8)

26

(1.5)

6,821

910

(13.3)

885

(13.0)

26

(0.4)

Source : Employment Insurance DB, Human Resource Development Network

employees who may switch jobs. Thus the improvement of employability for workers switching jobs is largely dependent on training for
the unemployed after they lose their jobs.
The findings thus far reveals that because the JSDP is disproportionately focused on training for the employed through employer as well as training for the unemployed, training opportunities in
preparation for the risk of unemployment and career changes are not
sufficiently provided. The method of funding training only by individual employers is not able to proactively respond to the trend of
weakening corporate training investments by labor market flexibility.
And training opportunities prior to job changes are insufficient, still
remaining at providing training only after unemployment.

D. Challenges for the JSDP
1. Promoting Lifelong Learning

In order to nurture the potential of human resources, above all the
imbalance in the human resource investment over working life should
be corrected. The increase of human resource investment in the labor
market would enhance the adaptability of workers against the risks
in the labor market faced by workers in each working life stage, such
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as unemployment, job change, and early retirement of aged workers.
Furthermore, such increase in investment would bring about the flexicurity in the labor market, eventually raising the efficiency thereof.
First of all, JSDP should encourage firms to build a learning organization, so that the investment in human resource leads to innovation
in the workplace. Various measures include the improvement of the
infrastructure such as the training curriculum and material, reinforcement of the personnel in charge of training like the training counselor
and, and introduction of a certification system like Investor in People.
Secondly, opportunities for lifelong learning should be expanded
and equal access to those programs guaranteed to boost the self‒directed learning of workers. The support for individual‒initiated lifelong
learning supplements corporate training investment prone to be
swayed by the labor market flexibility and changes in the business
environment. In addition, such learning support offers workers a
chance to steadily develop their skills, and motivate them to spend
time left over from shortened working time to develop their skills.
Thirdly, the vocational qualification, by assessing and accrediting
skills, functions as an important device for promoting lifelong learning.
Insufficient information on the abilities that are acquired through learning is one of major factors that cause insufficient investment on human
resources.
Lastly, more opportunities to develop worker capabilities should be
provided to cope with the major risks facing in each working life stage,
such as unemployment, job change, and early retirement of aged
workers. Training opportunities prior to job changes should be provided enough. In order to assist workers to move between jobs, the
paid training leave program need to be enlarged to workers who plan
to change jobs. To make training for the unemployed effective, the
pre‒training counseling and employment support services such as job
information and job search for those who completed training should
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be provided.
2. Improving Equity of Training Opportunities

Investing in human resource in the labor market can be said as a
kind of investment strategy that propels growth and enables equal
distribution simultaneously. An increase in human resource investment
for those who have limited access to training, such as workers at small
businesses, non‒regular workers, or the self‒employed, may prevent
polarization by enhancing the their adaptability to the changes in the
labor market. But the JSDP, designed to overcome the market failure
in job training, has so far been unable to bridge the opportunity gap
in human resource development in the labor market. More policy efforts are needed, therefore, to ensure that the vulnerable group enjoy
bigger access to training.
First, the opportunities to take part in the JSDP for the irregular
workers should be expanded so that irregular employment could serve
not as a trap, but as a bridge job leading to regular employment.
Given that employers do not have enough incentives to carry out training for irregular workers, it is needed that a multitude of policies are
implemented. A policy that fosters workers to voluntarily develop their
skills such as subsidizing self‒directed learning could provide a solution to employers’ reluctance to conduct training. In addition, a measure to place training counselor at the employment service centers to
provide career development counseling or support services to irregular
workers should be seriously examined to resolve the shortage of training information. Also training could be conducted through the construction trade union to effectively widen day laborer’s access to
training. Giving paid training leave to workers planning to change
jobs could also ease employer’s burden to train irregular workers and
raise the employability of workers before they change jobs.
As of now, the self‒employed is allowed to take part in the training
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program for the unemployed (funded not by EIS, but by government
budget) only after they lose their job. As for the self‒employed are
undergoing restructuring seriously, they should be given a chance to
join the training program for job changes, thus lessening the social
burden of restructuring. The self‒employed workers should be allowed
to enroll under the EIS. Otherwise, a separate training program for
the self‒employed should be implemented.
Training records for small or medium‒sized enterprises (SMEs) are
at a low level despite a variety of financial incentives under JSDP.
However, training consortium project for SMEs, implemented since
2001, is judged to be a successful joint training model (OECD, 2004b).
The factors that drove the training consortia to success were the role
of training counselor in identifying training demands, developing curricula, in addition to the fact that the consortia based on the value
chain between large firms and small businesses (suppliers, distributors,
and subcontractors) (Lee, Gye‒woo, 2005). This suggests that not only
financial assistance, but also organizational support is crucial in facilitating training in SMEs. What is needed, therefore, is to improve SMEs’
training capability by partially subsidizing the cost of HR development
manager and enhancing his competency. In addition, the SMEs training
consortium should be expanded into an industry‒wide HR development system so that competent individuals may be developed under
collaboration between large companies and SMEs.
3. Reforming the Training Delivery System

The JSDP, which subsidizes training cost carried out by individual
employers or workers, can be said to be a system in line with the
internal labor market, inherently skewed toward regular workers in
large companies. To address the problem, what is needed is not only
less government intervention, but an environment that is conducive
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to voluntary training provision in the private sector. Thus, participation
of partners is imperative in overcoming the real difficulties that undermine the ability of individual companies or workers to respond flexibly
to the labor market.
The establishment of the Sectoral Skill Council (SSC), launched in
2004, is a collective effort to overcome the downward trend of corporate investment in training and to improve inefficiency from government‒led training programs. The SSC is expected to help create a demand‒oriented training system. They aim at developing into a key
infrastructure to design training strategies based on the labor market
needs, to support the cooperation between the industry and the school,
to assess education and training programs, and to improve vocational
qualification system.
The SSC should promote the cooperation between large firms and
SMEs. The successful experience from training consortium project will
be helpful in guiding the SSC toward encouraging cooperation between
large companies and SMEs. And active participation from labor and
management is crucial to ensure the success of the SSC. An important
challenge in this front will be to involving union leaders from the
discussion phase. Labor’s involvement will be crucial in not only ensuring the success of the SSC, but also in enabling a job‒based labor
market and cooperative industrial relations. To this end, it needs to
foster union learning representatives who will be in charge of assisting
workers’ skill development.
On the other hand, the region‒oriented training programs, planned
on implementing pilot project in 2006, will be key task to build an
effective training delivery system. Given that regional competitiveness
lies in not only securing high‒skilled workers, but also responding
flexibly to environmental changes, the region‒based training program
could make a meaningful contribution by improving a region’s innovation and labor market condition. For the localized program to
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be effective, a statistical database on the region’s employment and
training should be put in place so that the program may be pursued
based on accurate analysis of the local labor market. In addition, planning, methodology and curriculum development should be done in
close partnership among companies, unions, local governments, and
education/training organizations. In the end, a region‒wide vocational
training infra should be established by encouraging participation by
universities, decentralizing from public training agencies and strengthening collaboration with local Employment Service Centers.
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IV. Unemployment Benefits Program
Hwang, Deok‒Soon*
37

A. Introduction
Korea’s Employment Insurance System(EIS) which was launched on
July 1st 1995, embodies not only the passive labor market policy of
implementing the Unemployment Benefits Program (UBP) for unemployed workers but also the active labor market policy of seamlessly
aligning reemployment promotion based on effective job placement
services with job security programs and vocational training programs
for stabilizing employment and improving the employment structure.
The purpose of this section is to examine the current status and past
performance of the UBP, the core component of the EIS, and to take
an overview of the major transformations it has undergone over the
course of its 10‒year history. Based on this evaluation some proposals
for improvement will follow.
The true worth of the UBP was fully validated during the Financial
Crisis which began at the end of 1997 and the ensuing period of high
unemployment. When the EIS was launched in 1995, no one had anticipated eruption of mass unemployment looming on the horizon.
In the face of the sudden surge in unemployment, the UBP served
as the primary social safety net for the out‒of‒job workers. Most notably, the UBP promptly responded to the changing conditions in the
* Research Fellow, Korea Labor Institute
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labor market, expeditiously expanding the coverage of the UBP and
temporarily easing its strict eligibility criteria. In addition, in order to
rein in the skyrocketing unemployment, the Special Extended Benefits
Scheme was put into effect. The Scheme was discontinued once the
jobless rates came under control but then the prescribed duration of
unemployment benefits was extended. To sum up, the UBP has gone
through a series of institutional improvements for the purpose of reinforcing its effectiveness as a social safety net. This section will take
a look at the transformations and the performance of the UBP, and
based on this evaluation propose some measures for further
improvement.
1. The Structure of the Unemployment Benefits Program

Korea’s UBP consists of two parts: Job‒seeking Benefits and Employment Promotion Allowance(Fig 4‒15). Job‒seeking benefits are granted
to those looking for positions after losing their jobs. The term unemployment benefits, in most cases, refers to job‒seeking benefits.
Illness and injury benefits, a special case of job‒seeking benefits, is
granted when employment becomes impossible due to causes such
as illness, injury, and childbirth after the eligible recipient has applied
for benefits. The next section will further explore the eligibility criteria
and the revisions of the job‒seeking benefits, the crux of the UBP,
while this section will take a brief look into the employment promotion
allowance.
The employment promotion allowance can be divided into Early
Reemployment Allowance, Vocational Training Allowance, Wide‒area
Job‒seeking Allowance, and Moving Allowance. Early reemployment
allowance was first introduced as early job placement benefits. Initially,
it was designed to pay out one third of the remaining job‒seeking
benefits on the condition that the qualified recipient is hired in a
position with a job security of at least one year with one half or more
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[Figure 4‒15] The Structure of the Unemployment Benefits Program

of the prescribed duration of benefits remaining. Since 1998 the
amount of benefits granted has been upwardly adjusted from one third
to one half, and since 2000, the required job security period was reduced to a minimum of 6 months.
To resolve the labor shortage at manufacturing SMEs, the Employment Insurance Act Enforcement Ordinance was revised to pay out
the full amount of the remaining job‒seeking benefits for those reemployed as a technician or related technical personnel, operator or
assembler of equipment and machinery, or unskilled manual laborer
at fishery, manufacturing or construction SMEs that are constantly running short of labor but fail to find workers for a minimum period
st
of one month. Since December 31 , 2002, the coverage of benefits
was further expanded to include those reemployed in positions at enterprises with part‒time labor shortage.
st
Starting from January 1 , 2004, the scope of beneficiaries was once
again further expanded to include self‒employed workers and the early
job placement allowance was renamed to Early Reemployment
Allowance. The conditions for payment was eased to the effect that
one half of the remaining benefits were paid out with a minimum

Chapter 4. EIS Implementation and Evaluation 213

of even one prescribed day of benefits remaining.
The vocational training allowance is granted, in addition to job‒seeking benefits, to the qualified recipient who takes up the vocational
training courses designated by the head of the Employment Security
Office. The vocational training allowance covers the expenses incurred
during the process of attending the vocational training courses, including those for transportation and meals.
The wide‒area job‒seeking allowance covers the transportation and
lodging expenses for the qualified recipient who, at the recommendation of the Employment Security Office, engages in job‒seeking
over a wide‒ranging area within a minimum distance of 50 km from
his or her residence but receives either no or insufficient support from
the employer for the incurred expenses.
The moving allowance is granted to the qualified recipient who
moves his or her residence for attending the vocational training
course(s) designated by the Employment Security Office or for a new
job but is either not supported at all or insufficiently supported by
the employer for the incurred expenses.
2. The Revisions of the Eligibility Criteria for Job-Seeking Allowance

The eligibility criteria for unemployment benefits consists of three
measures: first, whether or not the insured has paid in sufficient premium; second, the validity of the reason for job separation; third,
whether or not the insured has actively sought for positions after becoming unemployed. This subsection will discuss the current status
and the revisions since the launch of the UBP in each of the three
measures.
i) The base period and the 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.
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The current base period and the minimum insured period are 18
months and 180 days, respectively. In other words, a worker should
have been insured for a minimum of 180 days during the 18 months
prior to separation.
When the EIS 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 to 12 and 6 months, respectively, on a temporary
basis from March 1, 1998 until June 30, 2000.
The coverage of the Employment Insurance System was expanded
on October 1, 1998 to include all workplaces as well as 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 because temporarily adjusted 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.
ii) Determining the validity of the reasons for job separation
In order to qualify for unemployment benefits, the insured must have
a valid reason for the separation. In other words, the insured are disqualified from receiving benefits if he or she were separated on personal grounds without a justifiable reason or dismissed for critical fault(s)
of his or her own. Considering that most of the Western countries,
with the exception of the United States, Spain and the Czech Republic,
only temporarily suspend the benefit payment in such cases, Korea’s
eligibility criteria are extremely rigorous.
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The criterion for determining the validity of the reasons for separation has not been altered significantly since the launch of the
Employment Insurance System. In essence, benefits have not been
granted to workers dismissed for critical faults of their own, or voluntary job separators without valid grounds. But in the matter of assessing
the critical faults on the part of the worker or the validity of job separation, there have been gradual changes toward leniency in the eligibility
criteria.
The criteria for determining the validity of the reason for voluntary
separation has been revised according to the established regulations
or the official announcements made by the Ministry of Labor. Reasons
for separation deemed to be valid at present include the employer’s
failure to observe the working conditions or changes in working conditions to the disadvantage of the worker, job insecurity, introduction
of new technologies, relocation, discrimination, business irregularities,
reaching (of the) retirement age. Among these reasons, the regulations
on job separation due to discrimination, leaves, workplace practices,
and minimum wage were stipulated only after the launch of the System,
while others such as delayed payment of wages and honorary retirement have been eased over the course of time.
iii) Registering for job search and active job‒seeking efforts
Even if a worker qualifies for the first two criteria, namely sufficient
contribution and valid reasons for separation, he or she needs to make
active job‒seeking efforts in order to be eligible for job‒seeking
benefits. A claimant for job‒seeking benefits must appear at the
Employment Security Office once every two weeks and be recognized
as an unemployed person. This process includes obtaining recognition
of unemployment for the preceding two weeks and of active job‒seeking efforts. Workers who were temporarily employed during the recognized period of unemployment are disqualified from receiving job‒
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seeking benefits because the said term of employment cannot be recognized as an unemployment period. In cases where the worker has
earned above a certain level of income through his or her labor which
cannot be considered as employment, the regulation stipulates he or
she be paid the benefits after the deduction of the said amount of
income earned.
The approval process for recognition of unemployment has not
changed in the fundamental sense since the launch of the UBP. But
the criteria for evaluating active job‒seeking efforts 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 training courses as 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 benefits when
he or she loses the ability to work due to illness or injury. Workers
in such situations are paid illness and injury benefits for up to the
number of days he or she was ineligible for job‒seeking benefits. The
illness and injury benefits apply only to workers who were ill 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 job‒seeking benefits.
3. Revisions of the Eligibility Criteria for Job-seeking Benefits

i) Payment period
a. Prescribed duration of unemployment benefits

The prescribed duration of benefits is determined by age and by
insurance period of the recipient. In general, the prescribed duration
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increases with age and insurance period. The prescribed duration is
as shown in Table 4‑40, and the changes introduced since the launch
of the UBP are described in the note below the table.
At present the minimum prescribed duration of benefits is 90 days
for those under the age of 30, with the minimum insured period of
at least 180 days and not exceeding one year. The maximum prescribed
duration of benefits if 240 days, for those 50 years and older or the
disabled, with the minimum insured period of 10 or more years. As
of July 1st, 2005, the 10th anniversary of the EIS, for the first time in
its history there will be qualified recipients for 240 days of job‒seeking
benefits, the maximum prescribed duration of benefits.
Unless there is a special reason to do otherwise, unemployment benefits must be claimed within 1 year of separation. Unemployment benefits are not paid for seven days counting from the date unemployment
was reported as they are considered to be a waiting period. The feasible period for the benefits within which an eligible recipient can
receive the benefits was originally 10 months, but was increased to
1 year with the extension of the duration of benefits. The waiting
<Table 4‒40> Prescribed Duration of the Unemployment Benefits
Past
Insurance Period
6 months
1 ≤ year
≤ year
<3
<1

Age at the time of
separation

Age < 25

3≤
year < 5

Present
Insurance Period

5 ≤ year
10 ≤ year
< 10

180 days
1 ≤ year 3 ≤ year 5 ≤ year
10 ≤ year
≤ year
<3
<5
< 10
<1

30

60

90

120

Age < 30

60

60

90

120

150

90

90

120

‒
150

180

Age < 50

60

90

120

150

180

90

120

150

180

210

Age ≥ 50 &
The physically
challenged

60

120

150

180

210

90

150

180

210

240

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), but 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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period was reduced to seven days from 14 days with the revision of
the law in December 2002.
b. 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.
Training Extended Benefits can be paid for a maximum of 1 year
(2 years at the time of inception) 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 an eligible recipient who experiences severe financial hardship, and received job placement services from the
Employment Security Office on three or more occasions until the prescribed duration of benefits was exhausted. The Special Extended
Benefits can be paid at the discretion of the Minister of Labor 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 total number of insured workers for three consecutive months,
or the number of new benefits claimants exceeds 1 % of the number
of the total insured workers for three consecutive months. The Special
Extended Benefits Scheme was enforced from July 1, 1998 until
December 31, 1999, but the Individual Extended Benefits and the
Training Extended Benefits have not been widely used.
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ii) Amount of unemployment benefits
The amount of job‒seeking benefits is generally 50 % of the average
wages earned at the previous employment although it is bound by
upper and lower limits. The lower limit for the daily amount of job‒
seeking benefits is 90 % of the legal minimum daily wage and the
upper limit is 35 thousand won. The earnings replacement rate between the upper and lower limits have not changed since the law
was put into effect even 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 with 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, the amount can be adjusted considering economic conditions.
The original upper limit was 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.
4. Performance of the Unemployment Benefits Program

First, let us take a look at the changes in the number of unemployment benefits recipients and the amount of benefits paid out(Table
4‒41). The number of new recipients totaled only 7,199 in the second
half of 1996 when unemployment benefits were first handed out but
increased to 39,911 in 1997 and skyrocketed to 373,899 in 1998, posting
a growth rate of 836.8%. This can be attributed to the efficient countermeasures taken against the economic crisis such as easing the eligibility
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criteria for the benefits, implementing the Special Extended Benefits
Scheme, etc. The number started to decline once the economy regained some traction and recorded 307,568 in 1999 and 227,789 in
2000 but once again made a sharp upsurge to 314,778 in 2001 with
the economic downturn. It dropped slightly with a mild economic
rebound in 2002 only to rise dramatically in 2003 and 2004 as the
economy slipped into yet another recession. Thus in 2004 the number
of new recipients of job‒seeking benefits reached the historic high
of 465,777 since the launch of the UBP.
Changes in the number of annual recipients & total amount paid
out is mostly in line with the change in the number of new recipients,
but there are slight differences because some of the new recipients
of a particular year continue to receive the benefits in the following
year. A case in point is the year 1999. In 1999, despite the decrease
in the number of new recipients, there was an increase in the total
<Table 4‒41> Changes in the Number of New Recipients & Total Recipients by Year:
1996~2004
(Units: Persons, percent)
No. of New
Recipients
1996

Total Number
Growth
Growth Total Amount of Growth No. of Insured
of Recipients
2)
Rate
Rate Benefits Paid Out
Rate
Workers
1)
(Annual)

7,199

‒

15,473

‒

1997

39,911

1998

373,899

(454.4)

126,277

(716.1)

77,864

(836.8)

1,379,940

(992.8)

788,151

1999

307,568

(‒17.7)

1,741,437

( 26.2)

2000

227,789

(‒25.9)

918,460

(‒47.3)

2001

314,778

( 38.2)

1,403,605

2002

276,023

(‒12.3)

1,306,213

2003

338,334

( 22.6)

2004

465,776

( 37.7)

(2nd
half)

10,381

No. of
Disqualified
Workes

4,321,573

666,909

(650.0)

4,280,430

1,392,542

(912.2)

5,267,658

1,983,688

936,186

( 18.8)

6,054,479

2,499,662

470,794

(‒49.7)

6,747,263

2,981,558

( 52.8)

845,112

( 79.5)

6,908,888

3,234,745

( ‒6.9)

839,317

( ‒0.7)

7,171,277

3,404,669

1,531,871

( 17.3)

1,030,304

( 22.8)

7,203,347

3,394,502

2,180,622

( 42.4)

1,448,305

( 40.6)

7,576,856

3,364,005

Notes : 1) Aggregate sum of the number of benefits recipients by month
2) As of the year’s end
Source : Employment Insurance Database
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number of recipients and total amount paid out.
Next, Table 4‒42 presents the number of unemployment benefits
recipients by specific categories. The number of unemployment benefits recipients in Table 4‒42 differs from that of the new recipients
or the total number of annual recipients in Table 4‒41. In Table 4‒42,
the said number is greater than that of the new recipients because
the recipients who are paid over a period of two years are counted
separately for each year. Also it is less than the total number of annual
recipients in Table 4‒41 because even in the case of a recipient who
collects benefits over a period of several months, he or she is counted
as one recipient.
When comparing the ratio of Subtotal 1(the number of recipients
of job‒seeking benefits including the illness & injury benefits recipients) to the total number of benefits recipients with the ratio of Subtotal
2(the number of the recipients of employment promotion allowance)
to the total number of benefits recipients, the former accounts for the
absolute majority of the total number of unemployment benefits recipients(Table 4‒42). It should be taken into consideration here that the
recipients of the employment promotion allowance are counted as part
of job‒seeking benefit recipients. The point of this table is to show
the percentage of the number of unemployment benefits recipients
by each benefits type.
The number of job‒seeking benefits recipients(excluding those of
illness and injury benefits), which accounts for the lion’s share, represented 89.2% of the total number of unemployment benefits recipients
in the second half of 1996. The proportion increased to 95.4% in 1998
to drop down to 88.2% in 2001 and since then has been hovering
around 88%.
Employment promotion allowance does not constitute a significant
portion of the total unemployment benefits paid out but its heaviest
component is the early reemployment benefits. The ratio of the number
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of early reemployment benefits recipients to the total number of unemployment benefits recipient recorded 10.1% in the second half of
1996 which was during the earlier days of the UBP but plummeted
to 4.3% in 1998, bounced back to 10.3% in 2001 and has since been
fluctuating within the 10 to 11 percent range.
In Table 4‒42, while some job‒seeking benefits recipients are paid
out over a two‒year period, a recipient of the early reemployment
allowance is paid only once during the payment period . This means
that in reality the percentage of early reemployment allowance recipients is evidently understated. Based on this fact, the recalculation of
the proportion of the number of the early reemployment allowance
recipients for each year to the number of new unemployment benefits
recipients for the same year yields a figure greater than that in Table
4‒42. For the year 2004, the recalculated percentage is 17.5%. To be
sure, this is not an accurate method of calculation given the fact that
some of the new unemployment benefits recipients for each year are
paid the early reemployment allowance in the following year, but the
recalculated percentage can be deemed to better reflect the ratio of
the number of early reemployment allowance recipients to the total
number of unemployment benefits recipients.
Figure 4‒16 shows a comparison of the changes in the number of
new job‒seeking benefits recipients and of the early reemployment
allowance recipients by month. The graph indicates that during the
Financial Crisis, the number of early reemployment allowance recipients accounted for a much smaller percentage but it has thereafter
climbed steadily to be account for a greater percentage in 2004 than
ever before.
Meanwhile, the performance of other items such as the vocational
training allowance, wide‒area job‒seeking allowance, and relocation
allowance are almost negligible. This corroborates the insufficient
alignment between the passive labor market policy of the UBP and
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<Table 4‒42> Changes in the Number and the Percentage of the Unemployment Benefits
Recipients by Year: 1996 – 2004
(Units: persons, KRW Thousand, percent)
Employment Promotion Allowance
Total

No. of Recipients

1996

Percentage

Subtotal1

Job‒seeking
1)
Benefits

Illness& Injury
Benefits

2)

Subtotal

8,063

7,231

7,192

39

832

(100.0)

(89.7)

(89.2)

(0.5)

(10.3)

1997
1998
1999

Benefits Paid Out

10,464

9,990

9,962

28

474

Percentage

(100.0)

(95.5)

(95.2)

(0.3)

(4.5)

No. of Recipients

49,117

44,591

44,334

257

4,526

Percentage

(100.0)

(90.8)

(90.3)

(0.5)

(9.2)

Benefits Paid Out

78,737

76,159

75,947

212

2,578

Percentage

(100.0)

(96.7)

(96.5)

(0.3)

(3.3)

No. of Recipients

411,686

393,935

392,569

1,366

17,751

Percentage

(100.0)

(95.7)

(95.4)

(0.3)

(4.3)

Benefits Paid Out

799,416

784,137

783,118

1,019

15,279

Percentage

(100.0)

(98.1)

(98.0)

(0.1)

(1.9)

No. of Recipients

484,772

459,518

455,355

4,163

25,254

Percentage

(100.0)

(94.8)

(93.9)

(0.9)

(5.2)

2000

Benefits Paid Out

936,163

913,924

911,287

2,637

22,239

Percentage

(100.0)

(97.6)

(97.3)

(0.3)

(2.4)

No. of Recipients

332,692

307,918

303,859

4,059

24,774

Percentage

(100.0)

(92.6)

(91.3)

(1.2)

(7.4)

2001
2002
2003

Benefits Paid Out

470,793

445,905

443,544

2,361

24,888

Percentage

(100.0)

(94.7)

(94.2)

(0.5)

(5.3)

No. of Recipients

428,156

383,830

377,752

6,078

44,326

Percentage

(100.0)

(89.6)

(88.2)

(1.4)

(10.4)

Benefits Paid Out

845,116

787,951

783,852

4,099

57,165

Percentage

(100.0)

(93.2)

(92.8)

(0.5)

(6.8)

No. of Recipients

416,041

372,142

366,270

5,872

43,899

Percentage

(100.0)

(89.4)

(88.0)

(1.4)

(10.6)

Benefits Paid Out

839,315

778,227

773,856

4,371

61,088

Percentage

(100.0)

(92.7)

(92.2)

(0.5)

(7.3)

No. of Recipients

502,211

450,483

444,061

6,422

51,728

Percentage

(100.0)

(89.7)

(88.4)

(1.3)

(10.3)

Benefits Paid Out

2004

1,030,304

950,423

945,599

4,824

79,881

Percentage

(100.0)

(92.2)

(91.8)

(0.5)

(7.8)

No. of Recipients

707,432

625,760

619,420

6,340

81,672

Percentage

(100.0)

(88.5)

(87.6)

(0.9)

(11.5)

1,448,306

1,333,409

1,327,384

6,025

114,896

(100.0)

(92.1)

(91.7)

(0.4)

(7.9)

Benefits Paid Out
Percentage

Early
Reemployment
2)
Allowance
815
(98.0)

14

0

3

(0.0)

(0.4)

4

0

0

(4.5)

(0.8)

(0.0)

(0.0)

41

1

3

(9.1)

(0.9)

(0.0)

(0.1)

19

0

0

(3.2)

(0.7)

(0.0)

(0.0)

4,481
(99.0)
2,558
17,712
(4.3)

15,260
(99.9)

(1.9)

25,153
(99.6)

(5.2)

22,222
(99.9)

(2.4)

24,710
(99.7)

(7.4)

24,879
(100.0)

(5.3)

44,129
(99.6)

(10.3)

57,122
(99.9)

(6.8)

43,690
(99.5)

(10.5)

61,049
(99.9)

(7.3)

51,537
(99.6)

(10.3)

79,852
(100.0)

(7.8)

81,419
(99.7)

(11.5)

114,859
(100.0)

Wide‒area
Job‒seeking
Allowance

(1.7)

470

(99.8)

Relocation
Allowance

(10.1)

(99.1)

(99.2)

Vocational
Training
Allowance

(7.9)

22

11

5

(0.1)

(0.1)

(0.0)

15

2

0

(0.1)

(0.0)

(0.0)

16

53

11

(0.1)

(0.2)

(0.0)

5

9

0

(0.0)

(0.0)

(0.0)

2

38

11

(0.0)

(0.2)

(0.0)

0

7

0

(0.0)

(0.0)

(0.0)

37

163

8

(0.1)

(0.4)

(0.0)

2

27

0

(0.0)

(0.0)

(0.0)

65

181

3

(0.1)

(0.4)

(0.0)

4

28

0

(0.0)

(0.0)

(0.0)

1

186

0

(0.0)

(0.4)

(0.0)

0

27

0

(0.0)

(0.0)

(0.0)

3

241

9

(0.0)

(0.3)

(0.0)

1

36

0

(0.0)

(0.0)

(0.0)

Notes : 1) The percentage of job‒seeking benefits and illness & injury benefits is the ratio against
the total performance(number&amount paid out) of the unemployment benefits.
2) As for the early reemployment allowance, the first figure in the parenthesis refers to
its percentage against the employment promotion allowance, and the second refers
to its percentage against the performance of the total unemployment benefits. The
figures in parenthesis for the other allowances refer to their percentages against the
employment promotion benefits.
Source : Human resources Development Service of Korea, Employment Insurance Statistics Annals (all issues)
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[Figure 4‒16] Changes in the Number of New Job‒seeking Benefits Recipients and
Recipients of the Early Reemployment Allowance
50,000

9,000

45,000

8,000

40,000

7,000
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Note : The scale on the left‒hand y‒axis stands for unemployment rate and the scale on
the right‒hand y‒axis stands for the percentage of job‒seeking benefits recipients.
Source : The National Statistical Office, Economically Active Population Survey; Human
resources Development Service of Korea, Monthly Labor Statistics Research Report(all issues)

the active labor market policy of vocational training and creating a
balance between supply and demand in the intraregional labor market.
Next is the comparison of the number of disqualified workers and
the number of the unemployment benefit recipients, which may be
an indicator of the effectiveness of the UBP. Table 4‒43 presents the
number of insured job separators, new claimants of unemployment
benefits, eligible recipients, and their relative ratios. The number of
insured separators is generally determined by economic conditions and
the increase in the number of insured workers resulting from the expansion of the EIS coverage.
The number of insured separators increased dramatically since 1998
on account of deteriorating economic conditions and the expansion
in the EIS coverage. The number recorded a 1.98 million, a significant
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<Table 4‒43> Changes in the Number of Insured Separators and the Number of
Unemployment Benefits Recipients by Year: 1996–2004
(Units: persons, percentage)

1996
1997
1998
1999
2000
2001
2002
2003
2004

No. of total
Insured
Separators

No. of New
Benefits
Claimants

1,401,415
1,392,542
1,983,688
2,499,662
2,981,558
3,234,745
3,404,669
3,394,502
3,364,005

10,133
51,017
438,465
327,954
260,574
349,148
299,215
379,600
471,542

Ratio of Claimants
No. of Eligible
to Insured
Recipients
Separators
0.7
3.7
22.1
13.1
8.7
10.8
8.8
11.2
14.0

9,914
50,312
434,199
325,220
258,727
347,303
297,109
375,561
467,730

Ratio of
Eligible
Recipients to
Claimants
97.8
98.6
99.0
99.2
99.3
99.5
99.3
98.9
99.2

Ratio of Eligible
Recipients to
Insured Separators
0.7
3.6
21.9
13.0
8.7
10.7
8.7
11.1
13.9

Source : Internal Sources at the Ministry of Labor.

increase from the 1.19 million reported in the previous year, and continued to rise even after 1999 when the economy recovered stability
to reach 3.4 million in 2002 and has since been hovering around a
similar figure. This is ascribable to the 1998 expansion of the EIS coverage to all workplaces with one or more workers on the payroll and
to temporary and part‒time workers plus the ongoing employment
adjustment in the labor market.
The ratio of the number of new claimants and the number of eligible
recipients to the total number of insured separators peaked at around
22% in 1998 and has been fluctuating within the range of 9 to 14%
since then. The ratio of the number of eligible recipients to that of
new claimants has been plus or minus 99%, showing that most of
the claimants evidently qualified as eligible recipients.
Since the eligibility criteria is based on the contribution requirements
and the validity of the reason for job separation, the dramatic surge
in the percentage of eligible recipients in 1998 may be attributed in
most part to the relaxation of the contribution requirements and the
increase in the percentage of involuntary separators ensuing changes
in economic conditions. The subsequent drop in the ratio of the num-
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ber of new claimants and the number of eligible recipients to the number of inured separators is evidently/apparently due mostly to the decrease in the proportion/ percentage of involuntary job separators as
a result of the economic recovery and to greater opportunities for reemployment in the labor market.
Table 4‒44 shows the changes in the distribution of insured separators by reason for separation. According to the table, the percentage
of voluntary job separators in Korea is by and large very high. When
the UBP was first implemented in 1996, the proportion of voluntary
separators was 97.3 %, fell to 91.9% in 1997, and nosedived to 66.4%
in 1998 before climbing back up to the 70% level from 1999 until
2003 only to drop down once again to 65.8% in 2004. It is safe to
say that the reason for separation is one of the cardinal determinants
for the changes in percentage of eligible recipients by year because
most of the voluntary job separators are disqualified from receiving
benefits although, to be sure, benefits are granted those with valid
grounds for separation.
By and large, the UBP appears to play an insufficient role as a social
safety net in the sense of protecting the livelihoods of the unemployed.
This is evidenced by the fact that not only did the ratio of the number
of eligible recipients to that of insured separators peak at a mere 22%
but also it recorded a trifling 14.0% in 2004, the highest since hitting
the ceiling at 22%. The following section will elucidate on this point
when exploring the effect of the unemployment benefits.
The focus so far has been on the number of unemployment benefits
recipients. From this point onward, the focus will be on the actual
benefits paid out to the unemployment benefits recipients. The benefits
will be examined against two measures, namely the benefits payment
period and the earning replacement rate for job‒seeking benefits. Table
4‑45 presents the benefits payment period and Table 4‑46 the earnings
replacement rate for Job‒seeking Benefits.
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<Table 4‒44> Changes in the Percentage of Insured Separators by Reasons for Separation
Units : (Persons, percent)
Total Number
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

591,270 (100.0)
1,401,415 (100.0)
1,392,542 (100.0)
1,983,688 (100.0)
2,499,662 (100.0)
2,981,558 (100.0)
3,234,745 (100.0)
3,404,669 (100.0)
3,394,502 (100.0)
3,364,005 (100.0)

Voluntary Job
Separators
575,586 (97.3)
1,287,538 (91.9)
1,225,047 (88.0)
1,317,973 (66.4)
1,775,820 (71.0)
2,235,138 (75.0)
2,328,339 (72.0)
2,564,066 (75.3)
2,386,593 (70.3)
2,213,155 (65.8)

Involuntary Job
Separators
15,684 (2.7)
113,877 (8.1)
167,495 (12.0)
665,715 (33.6)
723,842 (29.0)
746,420 (25.0)
906,406 (28.0)
840,603 (24.7)
1,007,909 (29.7)
1,150,850 (34.2)

Source : Internal source of the Ministry of Labor.

Since Korea’s UBP is in a maturing phase, in Table 6 recipients with
an insured period of 3 or more years and less than 5 years, and those
with an insured period of 5 or more years and less than 10 years
begin to emerge starting from 1999 and 2001, respectively. As a result,
the average total payment period in general increases over the recent
years and the actual average payment period remains steady within
the range of 112 to 114 days.
Moreover, during the same period, there appears to be no significant
change in the average period of payments by age groups
or by insured periods. This implies that the actual payment period
will once again rise with the emergence of recipients with an insured
period of 10 or more years, starting from July 2005 as the result of
the maturing of the EBP.
Compared with 1999, in 2001 the period of job‒seeking benefits
payments slipped slightly due to the discontinuation of the 60‒day
Special Extended Benefits Scheme and the 30‒day extension of the
prescribed duration of benefits.
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<Table 4‒45> Changes in the Actual Average Payment Period of Job‒Seeking Benefits
Recipients by Age and by Insured Period by Year: 1996–2004
(Units : days)
Age < 30
30 ≤Age < 50
1996

Age > 50
Total
Age < 30
30 ≤Age < 50

1997

Age > 50
Total
Age < 30
30 ≤Age < 50

1998

Age > 50
Total
Age < 30
30 ≤Age < 50

1999

Age > 50
Total
Age < 30
30 ≤Age < 50

2000

Age > 50
Total
Age < 30

2001

30 ≤Age < 50

Year < 1
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
38.3
(3)
52.5
(4)
46.4
(7)
52.5
(93)
61.4
(182)
78.8
(77)
62.9
(352)
53.3
(7,088)
54.7
(11,517)
56.2
(3,905)
54.5
(22,510)
57.3
(6,613)
58.7
(9,457)
59.3
(2,679)
58.3
(18,749)
73.3
(6,202)
76.3
(10,096)

1 ≤Year < 3
38.4
(198)
44.0
(41)
‒
‒
39.4
(239)
36.0
(687)
66.6
(5,371)
91.3
(5,096)
76.0
(11,154)
46.2
(15,099)
78.4
(59,201)
105.5
(31,574)
81.9
(105,874)
54.0
(12,868)
74.5
(16,844)
100.6
(7,161)
72.4
(36,873)
60.6
(11,145)
80.7
(19,226)
107.8
(6,869)
79.7
(37,240)
74.0
(13,579)
92.5
(26,248)

3 ≤Year < 5
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
83.1
(13,228)
104.6
(42,841)
135.2
(23,555)
110.1
(79,624)
86.7
(4,910)
106.7
(18,606)
137.5
(11,090)
113.7
(34,606)
97.1
(5,078)
108.4
(11,174)

5 ≤Year < 10
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
126.7
(2,432)
139.3
(21,954)

Total
38.4
(198)
44.0
(41)
‒
‒
39.4
(239)
36.0
(687)
66.6
(5,374)
91.3
(5,100)
76.0
(11,161)
46.3
(15,192)
78.3
(59,383)
105.4
(31,651)
81.8
(106,226)
65.5
(33,184)
89.4
(71,202)
119.2
(34,621)
91.1
(139,007)
65.3
(22,668)
86.5
(47,289)
117.5
(20,638)
88.3
(90,595)
82.9
(27,291)
107.5
(69,472)
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<Table 4‒45> Continued

2001

Age > 50
Total
Age < 30

2002

30 ≤Age < 50
Age > 50
Total
Age < 30

2003

30 ≤Age < 50
Age > 50
Total
Age < 30

2004

30 ≤Age < 50
Age > 50
Total

Year < 1
78.4
(2,993)
75.7
(19,291)
72.0
(3,707)
74.9
(6,200)
75.6
(1,997)
74.1
(11,904)
72.9
(4,202)
76.5
(6,492)
78.4
(2,177)
75.6
(12,871)
72.6
(6,063)
76.4
(9,339)
77.4
(2,965)
75.3
(18,367)

1 ≤Year < 3
120.8
(9,163)
92.7
(48,990)
72.4
(12,186)
91.2
(20,174)
122.2
(7,341)
91.2
(39,701)
73.8
(12,012)
95.0
(19,981)
119.1
(6,233)
92.3
(38,226)
74.1
(16,729)
95.3
(26,266)
120.2
(8,199)
92.4
(51,194)

3 ≤Year < 5
143.2
(4,587)
113.3
(20,839)
95.0
(5,717)
109.9
(13,628)
145.3
(4,820)
113.5
(24,165)
96.6
(6,408)
112.7
(15,849)
148.2
(5,628)
116.1
(27,885)
96.7
(8,623)
112.7
(19,084)
146.9
(6,630)
115.3
(34,337)

5 ≤Year < 10
182.5
(14,083)
154.3
(38,469)
125.1
(3,307)
134.4
(19,389)
177.6
(11,455)
148.0
(34,151)
125.2
(3,066)
134.0
(19,623)
178.4
(12,603)
149.1
(35,292)
123.7
(4,814)
134.4
(30,259)
177.2
(18,279)
148.1
(53,352)

Total
148.2
(30,826)
112.1
(127,589)
84.5
(24,917)
107.9
(59,391)
147.7
(25,613)
111.9
(109,921)
85.5
(25,688)
109.9
(61,945)
150.0
(26,641)
113.8
(114,274)
85.8
(36,229)
111.1
(84,948)
150.5
(36,073)
114.3
(157,250)

Source : Employment Insurance Database.

Next, let us look into the earnings replacement rate of the job‒seeking benefits. The actual daily amount of job‒seeking benefits is set
at less than 50 % since it is bound by upper and lower limits. According
to Table 4‒46, the earnings replacement rate (A), the ratio of the average daily job‒seeking benefits to the average daily earnings, continued
to be a little over 40% but fell to less than 40% as a result of the
substantial drop in the daily job‒seeking benefits in 2004.
Earnings replacement rate(B), the ratio of the daily job‒seeking benefits to the total earnings, declined steadily from more than 55% in
1996 to a mere 28.7% in 2004. This is because when the UBP was
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<Table 4‒46> Changes in Earnings Replacement Rate for Job‒Seeking Benefits by
Year: 1996–2004
(Units: KRW, percentage)

1996
1997
1998
19993)
1st half
2nd half
2000
20014)
2002
2003
2004

No. of
Benefits
Recipients
16,546
88,152
419,795
268,854
(149,544)
(119,310)
257,219
306,156
275,274
368,070
431,195

Avg. Daily
Job‒Seeking
Allowance
25,414
762,421
24,497
734,919
22,800
683,990
20,826
624,791
(21,648)
‒
(19,796)
‒
21,220
636,614
23,643
709,284
(22,459)
24,581
737,423
25,396
761,883
21,537
646,117

Earning
Earnings
Avg.Daily
Total
Replacement
1) Replacement
Earnings
Earnings
Rate(A)
Rate(B)2)
‒
‒
1,367,501
55.8
58,285
42.0
1,463,300
50.2
56,355
40.5
1,426,797
47.9
48,279
43.1
1,543,600
40.5
(51,433)
(42.1)
‒
‒
(44,330)
(44.7)
‒
‒
48,513
43.7
1,667,542
38.2
51,919
45.5
1,752,382
40.5
(43.3)
54,702
44.9
1,947,774
37.9
61,384
41.4
2,127,401
35.8
56,754
37.9
2,254,889
28.7

Notes : 1) 1996~1998: based on full‒time workers at workplaces with 10 or more on the payroll.
1999~2004: based on full‒time worker at workplaces with 5 or more on the payroll.
2) Earnings Replacement Rate (A): The ratio of average daily job‒seeking benefits to the
average daily earnings.
Earnings Replacement Rate (B): The ratio of average daily job‒seeking benefits to
total earnings.
3) For job separators prior to June 30, 1999, the ceiling for daily job‒seeking benefits
was KRW 35,000, and for those from July 1st, 1999 to the end of 2000, KRW 30,000
and for those since 2001, KRW 35,000.
4) The figures in parentheses for 2001 are daily job‒seeking benefits & earnings
replacement rates calculated under the assumption that the ceilings for the average
daily job‒seeking benefits for all years are equally KRW 30,000.
Source : Ministry of Labor, Monthly Labor Statistics Research Report(all issues), Employment
Insurance Database.

first implemented, the coverage of the UBP included workers with
relatively good working conditions but with the expansion of the coverage in 1998, a great number of workers with relatively poorer working conditions entered the UBP.
5. The Effectiveness of the Unemployment Benefits Program

The purpose of the UBP is to protect the livelihood of out‒of‒job
workers during their term of unemployment. By protecting the live-
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lihood of the jobless workers during their job search period, the program is also expected to help unemployed workers find better
employment. In other words, by enhancing the quality of reemployment, the program promotes a more efficient distribution of resources
at the national level. On the flip side, many of the overseas studies
on the effect of unemployment benefits point out that unemployment
benefits have a negative side effect of prolonging the duration of
unemployment. Against this backdrop, this section will examine the
effect of the UBP on protecting the livelihood of the unemployed and
its effect on reemployment in the labor market, respectively.
i) Unemployment benefits as a social safety net for the unemployed
A typical indicator of the UBP’s effectiveness as a social safety net
is the ratio of the number of job‒seeking benefits recipients to the
number of unemployed workers(Table 4‒47). Table 4‒47 shows that
<Table 4‒47> Changes in the number of the unemployed and the number of
unemployment benefits recipients by year: 1996 2nd half – 2004
(Units: Persons, percentage)

Year

later half of
1996
1997
1998
1999
2000
2001
2002
2003
2004

Ratio of the Number of Job‒seeking Benefits Recipients
Monthly
to the Number of Unemployed Workers
Average of
To the Unemployed To Previous Wage To Pervious Regular or
Job‒seeking
with Less
Workers with
Temporary Workers
Benefits To the Total
Less than 1 year with Less than 1 year
Recipients Unemployed than 1 year After
separation
after Separation
after Separation
2,530

0.6

‒

‒

‒

10,226
113,397
142,577
74,049
112,611
104,554
122,666
174,219

1.8
7.6
10.4
8.1
13.3
14.8
15.8
21.4

‒
9.4
13.4
10.3
17.0
18.8
20.8
27.6

‒
11.2
15.8
12.2
20.0
22.2
23.8
31.2

‒
16.9
27.4
20.0
30.9
33.4
33.7
46.6

Source : Employment Insurance Database, Economically Active Population Survey (by year).

232 Employment Insurance in Korea : The First Ten Years

the annual average ratio of the number of job‒seeking benefits recipients to the number of the unemployed (workers) according to the
Economically Active Population Survey was 21.4 % as of 2004.
This ratio posted a mere 7.6% in 1998 when the Financial Crisis
was at its worst and overall, it has been rising steadily since the introduction of the UBP.
Figure 4‒17 shows the changes in the monthly unemployment rates
and in the ratio of the number of job‒seeking benefits recipients to
the number of unemployed workers. From the graph it can be seen
that the percentage of job‒seeking benefits recipients changes in parallel with the unemployment rate with a lagging interval of several
months. The reason behind this is that recipients apply for unemployment benefits not immediately after separation but after a certain lapse
[Figure 4‒17] Changes in the Percentage of Job‒seeking Benefits Rrecipients by Month:
July 1996 – December 2004
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Note : The scale on the left‒hand y‒axis stands for unemployment rate and the scale on the
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Source : The National Statistical Office, Economically Active Population Survey; Human
resources Development Service of Korea, Monthly Labor Statistics Research Report(all
issues).
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of time and also that benefits payment begins after a waiting period
and the time it takes for the unemployment benefits to be granted.
According to Figure 4‒17, while unemployment rate dropped dramatically after the Financial Crisis and have been fluctuating within
the 3% range since the second half of 2001, the percentage of job‒seeking benefits recipients has been increasing steadily even after the Crisis.
The most striking upsurge took place in the most recent year after
2003.
There are two major factors for this steady rise in the ratio of unemployment benefits recipients since the introduction of the UBP: the
institutional factor and the labor market factor.
The institutional factor includes the growing number of insured
workers as a result of the expansion of the Employment Insurance
coverage to cope with the Financial Crisis, the easing of eligibility criteria for unemployment benefits, implementation of the Special
Extended Benefits and the extension of prescribed duration of benefits.
For instance, if the real duration of benefits increases on account of
the Special Extended Benefits, the extension of prescribed period of
benefits, or the maturing of the System, the ratio of the number the
unemployment benefits recipients to the number of unemployed workers will rise notwithstanding the fact that the number of new benefits
claimants remains unchanged.
The labor market factor behind the recent rise in the number of
unemployment benefits recipients includes the increasing number of
insured separators and involuntary separators owing to ongoing employment adjustment in the labor market
Table 4‒48 exhibits the changes in the number of unemployed workers, insured separators, involuntary job separators, and unemployment
benefits recipients as well as their respective ratios. The ratio of the
number of insured separators to the number of unemployed workers
(B/A) rose steadily from 11.1% in 1998 to 40.1% in 2002 and later
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fell slightly but in 2004 recorded a 34.5% which is more than triple
the figure in 1998. Such dramatic increase in the number of insured
separators reflects both the labor market factor of ongoing employment
adjustment and the institutional factor of growing number of insured
workers resulting from the expansion of the Employment Insurance
coverage.
As was discussed in the previous section, the ratio of the number
of involuntary job separators to the number of insured separators(C/B)
escalated sharply to 33.6% in 1998 but declined for a while only to
rise sharply once again after 2002, posting a 34.2% which is even
higher than the figure in 1998. To be sure, this also reflects not only
the labor market factor but also partly the institutional factor that with
the expansion of the EIS coverage, more workers with relatively low,
rather than high, job security have joined the EIS.
<Table 4‒48> Changes in the Monthly Average Number of the Unemployed, Insured
Job Separators, Involuntary Separators, and Job‒Seeking Benefits
Recipients
(Units: Persons, percentage)
Year
1996
1997
1998
1999
2000
2001
2002
2003
2004

Monthly
Monthly Average
Month Average
Monthly
Average
Number of
Number of the average Number
Number of
Job‒seeking
Unemployed
of Insured
Involuntary Job
Benefits
(A)
Separators(B)
Separators(C) Recipients (D)
435,000
116,785
9,490
2,530
568,000
116,045
13,958
10,226
1,490,000
165,307
55,476
113,397
1,374,000
208,305
60,320
142,577
913,000
248,463
62,202
74,049
845,000
269,562
75,534
112,611
708,000
283,722
70,050
104,554
777,000
282,875
83,992
122,666
813,000
280,334
95,904
174,219

B/A

C/B

D/A

26.8
20.4
11.1
15.2
27.2
31.9
40.1
36.4
34.5

8.1
12.0
33.6
29.0
25.0
28.0
24.7
29.7
34.2

0.6
1.8
7.6
10.4
8.1
13.3
14.8
15.8
21.4

Source : The National Statistical Office, Economically Active Population Survey, Internal
Sources at the Ministry of Labor

Chapter 4. EIS Implementation and Evaluation 235

Figure 4‒18 shows the changes in the ratio of the number of insured
separators to the number of unemployed workers(B/A), of the number
of involuntary job separators to the number of insured separators(C/B),
of the number of job‒seeking benefits recipients to the number of
unemployed workers(D/A). The changes in the percentage of job‒
seeking benefits recipients prior to 1998 and the steady increase after
2000 can be attributed in great part to the sharp rise in the ratio of
the number of insured separators to the number of the unemployed(B/A) and the changes in the percentage of involuntary job
separators.
While it is true that the ratio of the number of unemployment benefits
recipients to the number of unemployed has increased steadily since
the implementation of the EIS, it is still significantly low compared
with that of major European countries.
[Figure 4‒18] Changes in the Ratio of the Number of Insured Separators to the Number
of the Unemployed, of the Number of Involuntary Job Separators to
the Number of Insured Separators, of the Number of Job‒seeking Benefits
Recipients to the Number of the Unemployed
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Sources at the Ministry of Labor
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It is important to note that the abovementioned ratio is based on
Korea’s Economically Active Population Survey for the number of the
unemployed and administrative data for the number of insured separators and benefit recipients. This figure which is simply a ratio of the
number of unemployment benefits recipients to the number of unemployed is relatively overstated when compared with that of major
European countries which is based on only survey.
Table 4‒49 gives the ratio of the number of unemployment benefits
recipients to the number of unemployed workers in EU countries. The
average ratio of the number of unemployment benefits or unemployment assistance recipients to the number of unemployed workers in
the EU countries stands at 40.6%. The average percentage of unemployment benefits recipients increases further when excluding the
Southern European countries such as Spain, Greece, Italy, and
Portugal. It should be noted that in comparison, Korea’s data is
overstated.
The data in Table 4‒50 are outdated, but the point of this table
is to demonstrate the fact that the percentage of unemployment benefits recipients can differ significantly depending on which of the two
different calculation methods is used. First, regarding the percentage
of beneficiaries, the OECD Job Study figures in this table were calculated using the same method as in Table 4‒48. The Standing(2000)
figures(baseline: 1992) were presumably calculated using the same
method as Table 4‒49. The conclusion drawn from this comparison
is that there is a substantial disparity between the two indicators, although it may differ by country.
According to Table 4‒50, the percentage of benefits recipients in
the United States which only has an Unemployment Insurance (UI)
system and no Unemployment Assistance (UA) system is 34 % whereas
that of the other EU nations with a system of the UA nature all exceed
60 percent, although the data may vary depending on the source.
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<Table 4‒49> Changes in the Number of Unemployed Workers in EU Countries(A),
of Registered Unemployed Workers(B), of UI or UA Recipients(C), and
the Ratios of B to A, C to A, and C to B.
(Units : Thousand persons, percentage)
Country
Belgium
Denmark
Germany
Greece
Spain
France
Italy
Luxemburg
Austria
Portugal
Finland
Sweden
U.K.
EUR‒12
EU‒15
Iceland
Norway
EEA
Switzerland

No. of
Unemployed
Workers(A)
301
122
3,362
420
2,026
2,276
2,206
5
193
243
280
227
1,499
11,605
13,453
5
96
13,554
120

No. of Registered
No. of UI or
Unemployed
(B/A)*100 (C/A)*100 (C/B)*100
UA Recipients (C)
Workers(B)
261
210
86.7
69.8
80.5
98
66
80.3
54.1
67.3
3,138
2,576
93.3
76.6
82.1
200
52
47.6
12.4
26.0
1,588
423
78.4
20.9
26.6
1,992
1,063
87.5
46.7
53.4
1,558
32
70.6
1.5
2.1
3
2
60.0
40.0
66.7
166
148
86.0
76.7
89.2
162
72
66.7
29.6
44.4
183
151
65.4
53.9
82.5
186
96
81.9
42.3
51.6
578
578
38.6
38.6
100.0
9,366
4,728
80.7
40.7
50.5
10,228
5,467
76.0
40.6
53.5
2
2
40.0
40.0
100.0
40
29
41.7
30.2
72.5
10,271
5,499
75.8
40.6
53.5
59
42
49.2
35.0
71.2

Source : EUROSTAT, Labor Force Survey 2002, p. 188

The percentage of benefits recipients of Japan’s employment insurance
system, while not represented in Table 4‒50, also posted 39 % in 1997.
In comparison, Korea’s percentage of benefits recipients lags far behind
that of the European countries with an UA type system as well as
that of the United States or Japan which does not have the UA system.
There are three key reasons as to why the percentage of unemployment benefits recipients in Korea is lower than that of other countries.
First, only a small percentage of all employed workers are insured
workers. This is because the ratio of the number of employee to the
number of the total employed is a little over 60 percent, which is
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<Table 4‒50> Changes in the Percentage of Beneficiaries and the Earning Replacement
Rates of the Social Security Systems for Unemployed Workers in Major
Countries
(Unit : percent)
Percentage of Beneficiaries
1)

OECD Jobs Study
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)

Standing
2)
(as of 1992)
‒
62.3
70.3(1995)
79.9
60.2
45.0

Earnings Replacement Rates
3)
(baseline: 1997)
Total Earnings
Net Earnings
Replacement Rates
Replacement Rates
13
27
19
62
28
77
66
70
27
57
37
43

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 replacement rate can differ depending on when the
comparison is made. The total earnings replacement rate was calculated on the
basis of total earnings and the net earnings replacement rate with earnings after tax.
Calculations were done using the Benefits and Work Incentives Database of OECD
(Standing, 2000).
Sources : OECD, The OECD Jobs Study – Part II, 1994, p. 188.
Standing (2000), Unemployment and Income Security, ILO, p. 23, p. 25.

much lower than that of other advanced nations and of the employee,
only a little more than half are actually managed as insured workers.
To examine the differences in the percentage of unemployment
benefits recipients stemming from the abovementioned reason, Table
8 shows the percentage of unemployment benefits recipients calculated
using controlled number of unemployed workers. According to the
data, the ratio of the benefits recipients to the number of regular or
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<Table 4‒51> Changes in the Employment Insurance Coverage
(Units : Thousand persons, percent)
Year

The Total
1)
Employed (A)

Employee
(B)

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

19,825
19,141
19,381
18,180
18,426
19,192
19,502
19,965
19,997
20,300

12,899
13,200
13,404
12,296
12,663
13,360
13,659
14,181
14,402
14,894

Regular or
Temporary
workers(C)
11,097
11,406
11,518
10,576
10,390
11,003
11,440
11,748
12,273
12,707

Insured
Workers
(D)
4,204
4,322
4,280
5,268
6,054
6,747
6,909
7,171
7,203
7,577

D/A

D/B

D/C

21.2
22.6
22.1
29.0
32.9
35.2
35.4
35.9
36.0
37.3

32.6
32.7
31.9
42.8
47.8
50.5
50.6
50.6
50.0
50.9

37.9
37.9
37.2
49.8
58.3
61.3
60.4
61.0
58.7
59.6

Note : 1) Aged 65 or less.
Sources : The National Statistical Office, Economically Active Population Survey Annals,
Human resources Development Service of Korea, Monthly Labor Statistics Research
Report(all issues).

temporary workers with less than one year after job separation who
mostly closely correspond to formerly insured disqualified workers,
stands at 46.6 % as of 2004, more than twice the 21.4 % recorded
by the ratio of unemployment benefits recipients to the total number
of unemployed workers.
The second reason for the low percentage of benefits recipients is
the rigorous eligibility criteria. The contribution requirements such as
the base period and the insurance period are on the whole similar
to those of other countries, but the criteria for determining the validity
of the reason for separation are very stringent. While other countries
apply a suspension period to voluntary job separators without a valid
reason or to those dismissed in disciplinary action, Korea disqualifies
such workers altogether. This subject will be discussed in detail in
the section for proposing measures for improvement.
Third, in Korea’s case the duration of benefits is set by age and
by insured period which means the average prescribed duration of
benefits in Korea is shorter than that in other countries. As of the
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present point, the actual prescribed duration of benefits ranges from
90 to 210 days, and the actual payment period only marginally exceeds
110 days. Hence, compared with other countries with a minimum prescribed duration of benefits of six months, the legal prescribed duration
of benefits in Korea is shorter, which in turn means the actual payment
period is shorter as well.
Table 4‒50 presents the earnings replacement rate, another indicator
of the effectiveness of unemployment benefits as a social safety net.
The earnings replacement rate(A) exhibited in Table 4‒46 is the ratio
of the amount of benefits to the earnings for one year after job
separation. When comparing the earnings replacement rates in Table
11 to those of Korea as shown in Table 4‒46, there should be considerations for the actual benefits payment period and level of earnings
used in the ratio. The earnings replacement rate(B) in Table 4‒46 must
be adjusted to less than one third in the respect that at present the
actual benefits payment period falls short of even 4 months, and unlike
the data in Table 5‒50, the earnings used in the ratio are the average
earnings of all workers.
Korea’s earnings replacement rate(A) in Table 4‒46, the ratio of the
benefits to the total earnings, has remained below 40% since 2001.
This figure is very low compared with that of the US and the European
countries excluding the U.K. This is in part attributable to the fact
that the earnings replacement rate assessed after job separation is low
but for a greater part it is due to the fact unemployment benefits payment period is short.
ii) The effects of unemployment benefits on unemployment rates and
reemployment
The grounds for the theory that unemployment benefits have a negative effect on the reemployment of jobless workers are presented in
the job search model and the labor supply model. According to the
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job search model, unemployment benefits protract the duration of unemployment by reducing the opportunity costs of job search activities,
and according to the labor supply model, by reducing opportunity
costs of choosing leisure. In addition to prolonging the term of unemployment, unemployment benefits can also influence a worker in
making a choice among being unemployed, being economically inactive, or being employed. Although unemployment benefits may have
varying effects depending on how the program is designed, the unemployment benefits program might encourage the transition from the
state of employment to unemployment or increase the chances of a
job separator choosing to enter the state of unemployment rather than
be economically inactive(Decker, 1997).
Owing to the relatively short history of the Unemployment Benefits
Program in Korea, as of yet there is only a limited number of studies
on the subject. But the mass unemployment that erupted during the
Financial Crisis at the end of 1997 and the subsequent increase in
the number of unemployment benefit recipients have resulted in a
number of studies on the effects of unemployment benefits on the labor
market. These studies which were based on microdata from home are
those by Hong, S. W. & Yang, C. Y. (1999), Ryoo, K. & Ryoo, J.
S. (1999), Hwang, D. S. (2000, 2004), and Yoo, K. S. et al. (2003).
Nam, S. I. & Lee, H. Y. (1999) and Kim, D. I. (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, H. (1998) and Phang, H. et al. (1998)
compared the reemployment rates of the unemployment benefits recipients and non‒recipients with follow‒up surveys.
What is remarkable is that, in contrast to similar research projects
conducted overseas, the abovementioned studies draw inconsistent
conclusions regarding the effect of unemployment benefits on the labor
market. The simple comparison of reemployment rates between bene-

242 Employment Insurance in Korea : The First Ten Years

fits recipients and non‒recipients (Phang, H., 1998; Phang, H. et al.,
1998; Hwang, D. S., 2000) shows that the reemployment rate of the
benefits recipients is lower than that of non‒recipients. Studies using
the Hazard Model show conflicting results. While Hong, S. W. & Yang,
C. Y. (1999) and Nam, S. I. & Lee, H. Y. (1999) state that unemployment benefits do not protract the term of unemployment, Ryoo, K.
& Ryoo, J. S. (1999), Hwang, D. S. (2000, 2004), and Yoo, K. S.
et al. (2003) claim that they do. Kim, D. I. (2000) does not uncover
any negative effect of unemployment benefits in the sense that he
finds no differences between the unemployment rates of the benefits
recipients and of the non‒recipients. In contrast, Hwang, D. S. (2004)
analyzed the effect unemployment benefits have not only on the duration of unemployment but also on the choice between being unemployed and being economically inactive. The results of his study
show that some of the unemployment benefits recipients opt to be
unemployed rather than be economically inactive because of the effect
of unemployment benefits.
One notable aspect of Korea's UBP is the provision for employment
promotion allowance such as the early reemployment allowance for
the purpose of offsetting the negative effects unemployment benefits
have on the duration of unemployment. A study on the effect of the
early reemployment allowance by Yoo, K. S. et al. (2005) states that
early reemployment allowance in effect curtail the job‒seeking benefits
payment period.
The conclusion drawn from putting together the study results to date
on the effect Korea's UBP has on the labor market is that they have
yet to show more consistency.
Some of the apparent reasons are lack of data needed for an accurate
analysis of the Unemployment Benefits Program, the short history of
the Program, and the fact that most of the studies conducted to date
focus on the mass unemployment and challenges in finding work dur-
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ing the years of the Financial Crisis. Thus, consistent efforts should
be made in conducting studies that can accurately evaluate the effect
of the Unemployment Benefits Program.
6. Proposals for a Better Unemployment Benefits Program

Based on the evaluation thus far, two recommendations may be presented for improving the UBP. One is to reinforce the role of the
program as a social safety net for unemployed workers. This includes
measures to boost the percentage of unemployment benefits recipients,
e. g., easing the eligibility criteria on the reasons for separation. The
other is to enhance employment promotion schemes to counterbalance
the possible negative effects of unemployment benefits on the reemployment of jobless workers. Measures to promote active job‒seeking efforts such as enhancing the quality of job placement services
and of the early reemployment allowance scheme could be possible
options.
i) Improving the percentage of unemployment benefits recipients
Although the absence of an unemployment assistance system is the
key reason why the percentage of unemployment benefits recipients
is lower than that of other countries, also in play are other factors
such as the employment structure and the actual coverage of benefits,
the eligibility criteria, and the benefits payment period. Since the issue
of unemployment assistance is beyond the scope of this study and
the employment structure is also an irrelevant matter in discussing the
program, this section will be limited to presenting recommendations
on the following factors: the coverage of the Unemployment Benefits
Program, the eligibility criteria, and the benefits payment period.
First, the coverage of the UBP, the legal expansion of which is evidently at an end. The Program now encompasses all temporary and
part‒time workers at business enterprises with one or more on the
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payroll. Moreover, since January, 2004, daily workers with a job security of less than one month are also covered by the program. But
despite the legal expansion of the UBP coverage, the actual ratio of
the number of insured workers to the total number of the employed
continues to remain at the 50% level since 2000. An estimation based
on precise legal scope of the UBP coverage shows that as of August
2002 the actual rate of coverage stands at a mere 61.9% (Hwang, D.
S., 2003). Therefore, consistent efforts should be made to improve
the actual rate of coverage. To this end there is a need for strengthening publicity relations and guidelines, as well as revamping the overall
tax administration and social security system so as to prevent employers from dodging the EIS, e. g., establishing a system integrating tax
administration and management of social insurances.
Secondly, the draconian eligibility criteria should be eased.
Considering that voluntary job separators currently account for two‒
thirds of the total insured job separators(Table 4‒44), the relaxation
of the eligibility criteria is expected to have a considerable effect on
improving the percentage of unemployment benefits recipients.
According to the OECD(2000), with the exception of the United
States, Spain, and the Czech Republic, most countries pay out unemployment benefits to voluntary separators after a suspension period
of 2 to 4 months. In the U.S. while the voluntary job separators are
disqualified from receiving benefits, they do not have to take on the
obligation of premium payment. In contrast, their Korean counterparts
have to bear the burden of paying half of the total premiums. In this
sense, Korea’s measure of disqualifying voluntary job separators altogether gives an impression of being too stringent.
In light of the situation, a 'long‒term unemployment benefit’
(tentatively named) is needed to support voluntary job separators who
might not have had valid reasons at the time of separations but end
up in a state of prolonged involuntary unemployment despite con-
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tinued efforts to search for a job. It would be advisable to set a suspension period of about six months at the initial phase and gradually
reduce the duration to the level similar to that of the Western countries
after a thorough evaluation of the new measure's effect on the labor
market. At the same time, as a separate course of action from easing
the eligibility criteria on the reasons for job separation, the list of valid
reasons for separation needs to be added to. Regarding the measures
to ease eligibility criteria for voluntary separators, some suggestions
have been put forth by Hwang, D. S. (2001, 2005).
Finally, with regards to the unemployment benefits payment period,
measures to reinforce the level of protection for the unemployed
should be examined. One example would be simplifying the prescribed duration of benefits by evaluating the validity of a graded system by age and by insured period.
ii) Promoting the reemployment of the unemployment benefit recipients
Currently, job‒seeking benefits payment accounts for most of the
unemployment benefits payment, and with the exception of the early
reemployment allowance, other benefits related to active labor market
policies have exhibited insignificant performances (Table 4‒43). The
number of the early reemployment allowance recipients has been increasing steadily, but only about 17.5% of the eligible recipients are
receiving the payment as of 2004. As of now, almost all of the possible
institutional improvements have been made including renaming the
term early job placement allowances to early reemployment allowances
and expanding the coverage. On the other hand, efforts should be
made to boost the seemingly inefficacious allowances such as the vocational training allowance, wide‒area job‒seeking allowance, and relocation allowances through effective vocational counseling in the
process of unemployment recognition. Should they continue to show
little efficacy in the mid to long‒term despite such efforts, a complete
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overhaul of the program should be examined.
One option for offsetting the possible negative effects of unemployment benefits on the labor market is to create an effective alignment
between unemployment recognition and job placement services.
Hwang, D. S. & Ryoo, K. (2000) show that such a link proves to
be effective in promoting reemployment. But the reality is that effective
job placement for the unemployment benefits recipients(Hwang, D. S.
& Ryoo, K., 2000; Yoo, K. S. et al., 2005) is not materializing. To
ensure the efficacy of such a measure, it is necessary to enhance the
public employment service infrastructure so that constructive vocational
counseling services can be provided to the unemployed. Most importantly, an extensive information network for job offerings should
be set up to provide job‒seekers with actual employment opportunities.
In addition to consolidating the link between vocational counseling
services and unemployment benefits program, it would be advisable
to better cater to the needs of the unemployed workers in the process
of unemployment recognition (Yoo, K. S., 2001).
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V. Maternity Protection
Chang, Jiyeun*
38

A. Types of Maternity Protection Plan
Maternity protection policies may be thought of as a set of considerations for women’s role in reproduction that need to be addressed
at a policy level when they engage in labor market. The scope of
policies may vary depending on the definition of “reproduction.”
Defined narrowly, maternity protection policy would be limited to matters related to childbirth and health and safety of working women
of childbearing age. But accepting that social reproduction requires
more than biological birth－that it also requires child‒rearing or
“caregiving labor”－the policy must also account for “social maternity.”
<Table 4‒52> Scope of Maternity Protection Policy and EIS Maternity Protection
Programs
Definition
of Maternity
Biological

Social

Category
Mother’s
health/safety

Policy Example

EIS Program

Ban against harmful substances in the
workplace, limit on working hours

‒

Maternity leave maternity

Paid Maternity Leave

Childcare
support

Daycare facilities, childcare subsidies

Grant for Workplace
Daycare Facilities

Parental leave

Parental leave
paternity leave

Grant for Parental Leave

* Research Fellow, Korea Labor Institute
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The scope of maternity protection policies discussed in this section
is quite broad as listed in the table below, a scope that has been
largely matched by the EIS in practice.
Maternity protection is provided under the EIS in three main programs: paid Maternity Leave, the Grant for Installing and Operaing
Workplace Daycare Facilities, and the Grant for Parental Leave.

B. Maternity Leave: Accomplishments and Evaluation
The duration for maternity leave for working women was maintained
at 60 days since the introduction of Labor Standard Act until 2001.
The wage during the leave was solely the responsibility of the
employer. The 2001 amendment increased the duration to 90 days
for the first time in 50 years, with the payment for the additional 30
days to be paid out from the EIS.
Much controversy surrounded the discussion on who should bear
the burden of the Maternity Leave Payment. The concept of maternity
protection cost as a social responsibility was addressed at the
Globalization Committee in 1995, when a proposal was raised that
the Ministry of Health and Welfare should be the responsible body.
But the Ministry vehemently objected, and the discussion was stalled
at the consensus that “maternity protection should be part of social
responsibility.” The issue was broached again in 2000, in the course
of amendment of the three maternity protection related laws. It was
decided that the payment for the 30‒day extended leave period would
be paid out of the EIS, while for the first 60 days, the employer remained the bearer. What this means is that the whole of maternity
leave was not incorporated into social insurance and part of it still
remained in the realm of corporate responsibility.
Under the new arrangement, the Grant for Maternity Leave was utilized in the past 3 years at the level shown in <Table 4‒53>. In 2002,
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<Table 4‒53> Grant Maternity Leave Payout and Beneficiaries
2001
Payout amount

KW 2 million

No. of beneficiaries

2

2002

2003

2004

KW 22.6 billion KW 33.57 billion KW 41.61 billion
22,711

32,113

38,541

<Table 4‒54> Grant for Maternity Leave Beneficiaries by Workplace Size
(Unit: 1 person, KW )
Workplaces with less than
300 employees

Total

Year

Beneficiaries

Avg. Amt

Beneficiaries

Workplaces with 300 or
more employees

Avg. Amt

Beneficiaries

Avg. Amt

2002

22,711

994,144

10,493

968,871

12,218

1,016,551

2003

32,133

1,043,283

15,816

1,016,982

16,317

1,068,775

2004

38,541

1,079,627

19,753

1,056,435

18,788

1,104,010

22,700 women workers received KW 22.6 billion, and the number increased to 32,100 and KW 33.57 billion in 2003, then to 38,500 and
KW 41.6 billion in 2004.
The first and foremost problem associated with a maternity leave
program is that although all women workers giving birth are entitled
to 90 days of leave, not all of them are taking advantage of it in
practice. Given that approximately 45,000 women workers received
the EIS maternity grant in 2003, it is estimated that around 50% of
women actually used the full 90‒day maternity leave and received the
EIS grant in 2002, the de facto first year of the new arrangement.
In 2003, the number went up to 70% of women workers giving birth,
then 85% in 2004, indicating that the system is gradually taking root.
But some women workers appear to go into retirement immediately
after giving birth or use less than 60 days. The issue is largely attributable to the fact that the EIS is only partially responsible for the Grant
for Maternity Leave.
Another noteworthy statistical data is that the number of women
receiving the maternity grant is almost equal between companies with
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less than 300 employees (SMEs) and those with more than 300 employees (large companies) despite the overwhelming presence of women
workers in SMEs. The conclusions derived from the seeming incongruity is that it is rare for women working for SMEs to remain with
the company around the time of childbirth, and that even if they do,
it is not easy for them to use the full 90‒day leave and receive the
EIS payment.
While some women workers could not take advantage of the legally
prescribed 90‒day leave, some companies found the maternity leave
plan to be a burden. In the “Workplace Survey on Maternity Protection
Policy” conducted by the KLI in 2002, 41% of the companies responded
that lack of manpower following maternity leave hindered their business operation. The percentage was higher among large companies
than SMEs, and higher in the public service sector. Only about 32%
responded that there was an increase in personnel cost. Around 11%
responded that they were reluctant to hire or allocate women of childbearing age due to concerns over maternity protection policies, and
3.8% answered that they were reluctant to hire women in general.
To the question on which part of the maternity leave plan should
be improved, 47% picked wage compensation for the full period as
the first choice, while 40.2% also requested support for personnel cost
for temporary substitutes. In short, an overall 87.2% cited personnel
cost as the most urgent issue, providing a corporate voice once again
confirming that companies’ personnel cost burden is the most vital
problem of the existing plan.
To ease above‒mentioned issues, the government decided to increase EIS’ share of the maternity leave grant on a gradual basis. Legal
amendment was announced in May 2005, shifting the wage responsibility for the first 60 days of the leave from employers to the EIS (with
support from government’s general account), initially applicable to
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<Table 4‒55> Maternity Leave: Assessment of Impact on the Workplace
(Unit: %)
Negative Impact from maternity leave
Business Personnel Reluctance to use women Reluctance to use
obstacle cost burden
of childbearing age
women in general
Strongly disagree

40.2

41.5

65.4

77.9

Disagree

8.6

17.0

18.2

15.0

Average

10.0

9.4

5.5

3.3

Agree

33.2

27.5

9.7

3.3

7.9

4.6

1.2

0.5

Strongly agree

<Table 4‒56> How to Improve the Maternity Leave Plan
Respondents

1504

Wage compensation by EIS for the full leave period

47.0(%)

Personnel cost support for substitutes

40.2(%)

Subsidy for training substitutes or returning workers

7.8(%)

Efficient link with employment agencies with the appropriate pool of substitutes

4.7(%)

priority‒support companies as specified under the Employment
Insurance Act. Accordingly, priority‒support companies will no longer
be burdened with wage payment for women workers going into maternity leave.
Before the amendment, only 30 days out of the 90‒day childbirth
leave were financially covered under the EIS, while the remaining 60
days fell upon the employer. This arrangement was often cited as a
big obstacle against hiring of women. In particular, women in SMEs
were often compelled to leave their jobs following pregnancy and
childbirth, and the legal amendment, by reducing employers’ financial
burden, is expected to reduce such trend. It was agreed to pursue
legislation of granting women who suffer a miscarriage or give birth
to a stillborn after 4 months into pregnancy with a certain period of
leave to ensure their physical recovery.
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C. Parental Leave Benefits and Grant for Parental Leave:
Accomplishments and Evaluation
The Parental leave plan was introduced as part of the 1987 Equal
Employment Act. But initially, it was open only to women workers
and offered no payment during the leave period. The third amendment
of the Act in 1995 expanded the applicability from women workers
to “women workers or men workers husbands on behalf of women
workers wives.” But the new provision still fell short of driving home
the point that parental leave is an arrangement that advocates the childcaring rights and responsibility of both men and women. The 2001
revision addresses parental leave under the title of “Support for
Reconciling Work and Family Life,” and explicitly states “men and
women workers” as those entitled to parental leave. Furthermore, it
also prohibits dismissal during the leave period and guarantees return
to the job after the leave.
The principle of social responsibility for parental leave costs slowly
began to be put into practice in 1995 as the EIS started to provide
a monthly sum between KW 80,000 (large companies) ~ KW 120,000
(SMEs) to companies that grant childcare leave.39 The 2001 amendment
of the “three maternity protection related laws” also provided for a
monthly EIS allowance of KW 200,000 for the workers who take the
parental leave. The amount has since gone up to KW 400,000.
In 2002, of the 22,711 recipients of maternity leave payment, 3,763
took a parental leave, or only 16.7%. But in 2004, the number went
up to 9,303 or 24% (see <Table 4‒57>). The Parental leave is being
utilized at a growing rate and firmly establishing its presence, but one
lingering problem is that it is mostly women who make use of it (see
39 As of 2003, the childcare leave incentive for employers is KW 200,000
per month.
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Table 4‒58). The 2001 legal amendment specifically proclaims that the
childcare leave is for “men and women workers,” and that it is an
arrangement not only to support women’s employment but also to
assist both male and female workers to fulfill their responsibility to
family. But long‒standing social practice and perception still seem to
supercede legal provisions. Given that aiding workers to balance family
life and work life, and realizing gender‒equal labor market are the
two most important prerequisites for promoting women’s employment,
more efforts are needed at the policy level to encourage male workers
to take the parental leave.
Because the parental leave is allowed up to the time when the child
turns one year old, the maximum period allowed for women who
also use the maternity leave is 10.5 months. Women’s average number
of childcare leave days was 178 (5.9 months) in 2002 and 209 (6.9
months) in 2004, showing a steady rise. Men are entitled to
<Table 4‒57> Parental Leave Benefits Utilization
2001

2002

2003

2004

Amount

5 KW 1 million

KW 3.08 bil.

KW 10.57 bil.

KW 20.8 bil.

Parental Leave
Beneficiaries (A)

25

3,763

6,816

9,303

Maternity Leave
Beneficiaries (B)

2

22,711

32,133

38,541

16.6%

21.2%

24.1%

B/A (%)

<Table 4‒58> Parental Leave Benefits Recipients by Gender

(Unit: 1 person)
2002
2003
2004

Total
3,763
6,816
9,303

Men
78
104
181

Women
3,685(97.9%)
6,712(98.5%)
9,122(98.1%)
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<Table 4‒59> Average No. of Days per Childcare Leave
(Unit: 1 day)
Year
2002
2003
2004

Men
146
158
186

Women
178
195
209

maximum 12 months, but the average was 146 days (4.9 months)
in 2002 and 186 days (6.2 months) in 2004, also showing a rising
trend (see Table 4‒59).
As for companies receiving the childcare leave incentive for granting
the leave to their employees, the number went from 442 companies
and KW 1.487 billion in 1996 to 1,330 companies and KW 6.733 billion
in 2004. It signifies a growth of 450% in terms of amount and 300%
in number of workplaces since 1996.
Some are discussing a number of different options to further improve
the parental leave system, such as increasing the benefits or extending
the period. But proposal to extend the period up to 3 years, for example, is prompting concerns that it would be actually detrimental to
women continuing in the labor market as it may erode their job
competency. Instead of benefit raise or period extension, therefore,
the prevailing opinion at the moment is to maintain the 1‒year duration
but improve childcare services thereafter.
There are also studies into other options for the parental leave, for
<Table 4‒60> Grant for Childcare Leave: Level of Utilization
(Unit : 1 workplace, KW 1 million)
1996

1997

1998

1999

2000

2001

2002

2003

2004

Payout amount

1,487

2,031

2,334

1,148

1,422

2,804

2,836

5,255

6,733

No. workplaces

442

473

475

322

401

542

461

802

1,330
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example, a combination of part‒time working arrangement and the
leave, or allowing the leave even when the child is of an older age.
But no clear and compelling conclusions have been reached yet. One
point that is agreed on is that policy efforts should be made to encourage more men to take advantage of the parental leave.

D. Installation and Operation of Workplace Daycare Facilities
Initial basis for installing in‒company childcare facilities is found in
the 1987 Equal Employment Act. But the 1991 Infant and Child Care
Act provided the first solid basis, mandating workplaces with 500 or
more women workers on full‒time payroll to establish in‒house daycare facilities. The 1995 amendment of the Act lowered the criteria
to companies with 300 or more women workers. Workplaces that run
the facilities report highly favorable feedback from their employees,
but many companies, citing realistic difficulties, provide childcaring
allowance instead. Considering which would be more convenient for
workers with young children, the choice between in‒house childcare
and regional childcare is not as easy as it may seem. Given the situation, a number of research and studies continue today into different
forms of childcare: facilities provided in partnership among several
companies, location‒based facilities, and so forth.
Financial support for workplace daycare centers is provided at two
fronts: one for facility installation, the other for operation. Employers
or groups of employers wishing to establish daycare centers may receive a loan of up to KW 500 million at an annual interest of 1%
(2% for large companies) to be used for facility construction, purchase,
leasing or renovation. For costs required for converting the facilities,
free support is provided under the limit of KW 135 million. For workplaces that operate such centers, a monthly sum of KW 800,000 is
provided per daycare worker.
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<Table 4‒61> Personnel Cost Support for Daycare Teacher
(Unit : 1 workplace, 1 person, KW 1 million)
1997

1998

1999

2000

2001

2002

2003

2004

Workplaces

67

253

317

357

340

322

345

401

Persons

1,975

2,785

2,862

3,496

1,528

1,511

1,700

2,262

Amount

1,187

1,645

2,029

2,483

2,403

2,483

2,918

4,128

<Table 4‒62> Aid for Facilities Installation
(Unit : 1 workplace, KW 1 million)

Loan
Free

1996

1997

1998

1999

2000

2001

2002

2003

2004

Workplaces

‒

7

5

2

2

2

2

3

1

Amount

‒

880

720

540

98

125

450

811

150

Workplaces

2

1

‒

16

22

Amount

136

94

‒

1,120

1,212

<Table 4‒63> Number of Workplace Daycare Centers (as of Dec. 31, 2004)
(Unit : 1 center)
Workplaces with less than 300 full‒time
women workers

Workplaces with 300 or more full‒time women workers
Total (A=C+E)

Cities/
Provinces

Total

243

Compliant
Mandatorily
installed
(B=C+D+F)

227

Childcare facility

Sub‒
total
(C)

Inde‒
pendent

Joint

100

91

9

Childcare facility
Non‒
Optionally
Childcare compliant installed
Childcare
Inde‒
allowance
Joint allowance
(D)
(E)
pendent
(F)
(G)

32

95

143

124

19

26

As of December 2004, there are 26,903 daycare centers nationwide,
of which only 243 (less than 1%) are established within company
premises. The estimated number of workplaces with 300 or more full‒
time women workers that are required to install such centers is 227,
but only 100 of them actually did. In 32 other such companies, childcare allowance is provided instead, which leaves 95 as non‒compliant
workplaces. Meanwhile, there are 143 companies that installed daycare
centers although they are not required. In terms of number of children,
there are 930,252 using the facilities nationwide, of which only 11,787
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use the ones installed within companies, for a proportion of 1.27%.
Workplaces with their own daycare facilities almost invariably report
a high level of user satisfaction. But overall, there appears to be a
greater demand for region‒based childcare facilities (Korea Institute
for Health and Social Affairs, 2005). Given the discrepancy, a better
direction than strengthening the mandatory nature of in‒house daycare
centers by, for example, including penalties, is to provide greater support to companies that do wish to install such centers.
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I. Introduction
Dong‒Heon Kim*
40

It has been 10 years since the EIS was introduced in Korea on July
1, 1995. The EIS serves as the primary social safety net for the unemployed, and is largely regarded as being instrumental in overcoming
the mass unemployment immediately following the economic crisis
(Yoo et al., 2000). The EIS has shown a healthy financial standing
in the past 10 years, with the Employment Insurance Fund (EIF) showing a robust size despite the high unemployment rate during the economic crisis.
The purpose of this chapter is to review performance of the EIF
and track record of the EIS finances. And, based on the past 10 years
of experience in running the EIS, suggestions will be made on the
future direction of the system’s financial operations.
In section II, the framework of the EIS financial operations as specified in Part 6 (insurance premiums) and Part 7 (EIF) of the Employment
Insurance Act will be briefly described. Section III will take a look
into the regulatory development of the EIS financial operations in the
past 10 years, followed by EIF performance and EIS’ overall financial
standing. Section IV will try to review the properness of the current
size of the EIF reserve and premium rates for Korea by using a number
of indicators. Section V, by referencing other countries’ cases in setting
the premium rates, categorizes premium rate‒setting procedures into
* Professor of Economics, Dongguk University
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three types. By doing so, an attempt is made to search for a proper
rate‒setting mechanism for Korea. In section VI, several topics are discussed in association with proper uses of the EIF, followed by some
suggestions on the future course. Last, section VII will close the discussion with a summary and conclusions.

II. Employment Insurance Fund : Overview

Korea’s EIS includes active labor market policies in the form of ESP
and JSDP in addition to the traditional type of unemployment insurance, the UBP. In order to cover the expenses required for the
insurance activities, premiums are collected from employers and insured workers. Payment for the UBP is borne equally by the employer
and employee, but not so for the ESP and JSDP, for which the employer
is fully responsible (paragraphs 2 and 3, Article 56, Employment
Insurance Act).
The premium rates are determined separately for the ESP, JSDP, and
the UBP within 30/1,000 in consideration of the changes in EI revenues
and expenditures and economic conditions. (Article 57, Employment
Insurance Act). The current premium rate of ESP is 15/10,000 of the
total wage. For the JSDP, it is 1/1,000 for businesses with less than
150 full‒time employees, 3/1,000 for priority‒support companies with
150 or more employees, and 5/1,000 non‒priority companies with between 150 and 1000 employees, and 7/1,000 for companies with 1000
or more employees, and 7/1,000 for businesses undertaken directly
by the government or local autonomous bodies. For UBP, the rate
is 9/1,000. The rates are defined in Article 69 of the Employment
Insurance Act Enforcement Ordinance, meaning that changes in the
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rates necessitate legal amendment.
To ensure adequate financing for the EIS programs, the Employment
Insurance Fund (EIF) was installed by the Labor Minister. The EIF
is created by a combination of premiums, duties collected under the
Employment Insurance Act, reserves, and operational revenues and
other incomes (Article 66, Employment Insurance Act). The usage of
the fund is limited to ESP and JSDP, UBP, childcare leave benefits,
maternity leave benefits, premium refund, principal redemption and
interest payment for temporary loans and other operational purposes
(Article 68, Employment Insurance Act).
The EI accounts shall be installed at the Bank of Korea, to be managed separately between the ESP, JSDP and UBP (Article 70,
Employment Insurance Act). In the event of fund shortage for ESP
and JSDP, however, the shortfall of one account may be compensated
from the other account, provided that a redemption period is
established.
The EIF also keeps a reserve in excess to the expected annual expenditures as preparation against mass unemployment or other types
of large‒scale job instability (Article 72, Employment Insurance Act).
The accumulated fund shall be placed in trust with financial institutes
or financial fund, and securities are purchased for its management and
operation (Article 67, Employment Insurance Act). In operating the
fund, the revenue target is to exceed the fixed‒term deposit interest
rate. To that end, the fund is trusted in different financial products,
including fixed‒term deposit, public fund and securities, in consideration of expert opinions, level of risks and return rates.
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III. EIF Performance and
Overall Financial Operations

The EIS in Korea, now 10 years old, is still in its initial stage in
terms of maturity and experience compared with other industrialized
countries. That is, if the EIS is in the mature phase in other industrialized countries, Korea’s EIS is still in the developmental stage.
In looking at the financial performance of EIF in the past ten years,
the decade can be divided into three periods around the time of economic crisis, because EIF’s expenditure pattern went through dramatic
changes around the crisis. The three periods are: 1995~1997, when
there was much more premium revenues than expenditures; 1998‒
1999, when expenditures (for UBP and JSDP) exceeded premium revenues following the economic crisis; and 2000~2004, when expenditures decreased (for the ESP and UBP) and the reserve piled
up as the unemployment crisis was mitigated.
In the period from the inception of the EIS on July 1, 1995 to the
economic crisis in 1997, the jobless rate in Korea was kept low. Also
due to low awareness about the EIS itself, its programs had not established a meaningful presence. But the economic crisis brought the
unemployment rate up to some 7.0% in 1998 and created a greater
need for EIS programs. As an immediate consequence, the EIS expenditure soared between 1998 and 1999. The government, expecting
the high unemployment rate to be maintained for a long term, raised
the premium rate in 1999. But contrary to official forecasts, labor demand began to quickly pick up from the second half of 1999, which
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in turn reduced the expenditure for ESP and UBP. As a result, the
EIF reserve started to build up at a rapid pace since 2000, topping
KW 3.6 trillion as of the year‒end. As of 2004, the amount stood at
KW 8.4486 trillion.
Against this backdrop, this section will take an in‒depth look into
the EIS’ financial experience in the past 10 years based on KLI’s Trends
in Employment Insurance and the Labor Ministry’s EIF settlement data.
The following tables (7‒1 to 7‒10) exhibit the operational performance
by year. Table 5‒11 provides an overall look into the trends of EIS
financial operations in the past decade.
In 1995, the EIF amassed KW 339 billion in revenues, of which KW
338.9 billion (99.9%) was derived from premium revenues. As the UBP
was not implemented in 1995, expenditures were for the ESP and JSDP
only. Still only a limited number of companies took advantage of the
two programs because industry awareness was quite low in the initial
stage. In fact, expenditure on the ESP (under “Programs”) was a mere
KW 1.5 billion, or 2.26% of the ESP fund. The amount was even lower
for the JSDP, at only KW 5.1 million. As a result, total EIF expenditures
including refunds and operational costs amounted to only KW 3.9 billion, 11.6% of the EIF revenue, with KW 335.1 billion remaining in
surplus.
In 1996, total revenues were KW 825.8 billion. KW 777.7 billion
came from premium revenues, for a proportion of 94.2%, followed
by interest revenues at KW 45.8 billion, or 5.5%. Expenditure by program reveals KW 12.5 billion for the ESP, a 7‒fold increase from 1995’s
KW 1.8 billion. But it was still a mere 7.8% of the revenue for ESP.
For the JSDP, expenditure totaled KW 10 billion, a 14‒fold rise from
the KW 0.7 billion in 1995. But again, it was only 5.5% of the revenue.
The UBP was launched in the second half of 1996. But as it was only
at its inception stage, the expenditure stopped at KW 14 billion, a
mere 2.9% of the UBP revenue. Total EIF spending was KW 36.4
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billion, or 4.4% of total revenues. The difference left KW 789.4 billion
in surplus.
In 1997, the EIF achieved KW 1.036 trillion in revenues. Premium
revenues accounted for KW 917.4 billion, or 88.5%, followed by interest revenues at KW 113.6 billion, or 11.0%. As for expenditures, total
KW 168.9 billion was spent on EIS programs. A breakdown shows
KW 19.9 billion for the ESP, or 9.9% of the program’s revenue. For
the JSDP, the expenditure rose dramatically to KW 65.6 billion, or
27.8% of the revenue. For the UBP, it was KW 83.4 billion, or 13.9%
of its revenue. Total expenditures in 1997 amounted to KW 168.9 billion, leaving KW 867.2 billion in surplus. Together with the existing
reserve of KW 1.124 trillion, the total reserve came to KW 1.992 trillion.
The remarkably low level of expenditures against revenues in the
first 3 years of the EIS’ existence is an inevitable trend, also witnessed
in other industrialized countries. But with the onset of an economic
crisis at the end of 1997, a nationwide economic downturn and rapid‒
paced industrial restructuring ensued. Unemployment soared to 7.0%
<Table 5‒1> EIF Performance in 1995

(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
Interest
Expen·(B)
Programs
Refund
Operation
‒ Program support
‒ EIF management
‒ Common
Sub‒total
A‒B

Total
338,884
0
108
44
339,036
1,486
448
1,995
642
385
967
3,929
335,107

Source : Ministry of Labor.

ESP
65,437
0
19
8
65,464
1,481
22
274
13
74
187
1,777
63,687

JSDP
74,925
0
30
10
74,965
5
367
315
16
85
214
687
74,278

UBP
198,522
0
59
26
198,607
‒
59
1,406
613
226
567
1,465
197,143
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<Table 5‒2> EIF Performance in 1996
(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
Interest
Sub‒total
Programs
Refund
Operation
‒ Program support
‒ EIF management
‒ Common
Sub‒total
A‒B

Total
777,650
426
1,947
45,769
825,792
30,526
1,824
4,080
1,089
112
2,879
36,430
789,362

ESP
151,017
78
353
8,696
160,144
11,499
369
640
59
22
559
12,508
147,636

JSDP
171,431
103
490
10,161
182,185
8,568
646
736
78
25
633
9,950
172,234

UBP
455,202
245
1,104
26,912
483,463
10,459
809
2,704
952
65
1,687
13,972
469,491

Source : Ministry of Labor.
<Table 5‒3> EIF Performance in 1997
(Unit: KW 1 million)
Item
Rev·(A)

Total

ESP

JSDP

UBP

917,430
1,102
3,906
113,641

178,930
199
747
21,364

209,701
436
1,270
24,888

528,799
467
1,889
67,389

1,036,079

201,240

65,580

598,544

Programs
Refund
Operation

164,148
4,233
547

18,835
1,000
118

63,735
1,557
288

81,578
1,676
141

Sub‒total

168,928

19,953

65,580

83,395

A‒B

867,151

181,287

170,715

515,149

Premium
Invoicing fee
Late payment fee
Interest
Sub‒total

Expen·(B)

Source : Ministry of Labor.

in 1998. Because the EIS premium rate was determined using an unemployment rate of 3% as the base, the rate needed to be adjusted
now with the unemployment rate hovering over 5%. In February 1998,
the Employment Insurance Act was amended, to upwardly adjust the
premium rate threshold from 15/1,000 to 30/1,000. The Enforcement
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Ordinance was also amended in July 1998, to raise the rate from 0.2%
to 0.3% for the ESP, and from 0.6% to 1.0% for the UBP. Meanwhile,
the February 1998 revision of the Employment Insurance Act provided
for greater flexibility in operating the EIF by allowing the use of other
accounts in the event of shortfall in the ESP and JSDP on the condition
that the reallocated amount has to be returned.
In 1998, the EI total revenues topped KW 1.37 trillion. Premium
revenues accounted for KW 976.8 billion, or 71.3%, and interest revenues for KW 386.7 billion, or 28.2%. As for expenditures, total KW
1.191 trillion was spent on EIS programs, a dramatic rise from 1997.
The amount expended on the ESP was KW 111 billion, for a 40.8%
of the revenue. For the JSDP, total KW 270.8 was spent, or 93.2%
of its revenue, both showing a sizable growth from the previous year.
For the UBP, the expenditure was KW 808.9 billion, or 100.2% of
its revenue of KW 806.9, for a net deficit of KW 2 billion. Overall,
expenditures in 1998 were KW 1.191 trillion, leaving a surplus of KW
178.8 billion. Combined with the reserve up until 1997, KW 1.992
trillion, the total reserve amounted to KW 2.170 trillion.
In 1999, the EIF marked KW 1.977 trillion in revenues. KW 1.645
trillion came from premiums, or 83.2%, and KW 249.6 billion from
interest revenues, or 12.6%. Expenditures continued its steep climb
upward, rising to KW 1.697 trillion. The amount spent on the ESP
was KW 202.6 billion, or 54.3% of its revenue, and for the JSDP, it
was KW 531 billion, or 101.8% of its revenue of KW 521.7 billion,
marking KW 9.3 billion in deficit. For the UBP, it was KW 963.2 billion,
or 89.0% of its revenue. Total expenditures in 1999 stood at KW 1.697
trillion, leaving KW 280.3 billion in surplus. Added to the existing
reserve of KW 2.170 trillion, the total sum rose to KW 2.451 trillion.
The trend so far shows dramatic rise in the level of EIS utilization
in 1998 and 1999, which sharply raised its level of expenditures. It
was only in these two years that the UBP’s expenditures exceeded
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its premium revenues. As the economy began to stabilize starting in
the second half of 1999, expenditures for the ESP and UBP plummeted.
As a result, the annual surplus began to top KW 1 trillion every year
from 2000, rapidly increasing the year‒end accumulated surplus.
Against the fast rising reserve, the Enforcement Decree was amended
in 2002 to lower the premium rate for the ESP and UBP. Following
the second round of rate adjustment the ESP rate went down from
0.3% to 0.15% and the UBP rate from 0.1% to 0.9%, effective from
January 2003. The JSDP rate remained unchanged.
The EIF revenues in 2000 reached KW 2.317 trillion, of which premium revenues contributed KW 2.478 trillion (88.4%) and interest revenues KW 215.8 billion (9.3%). The level of expenditures dropped
sharply from the previous year down to KW 1.135 trillion. The ESP
spent KW 132.1 billion, or 29.5% of its revenue, and the JSDP KW
502.6 billion, or 93.5% of its revenue. As for the UBP, the expenditure
marked KW 499.8 billion, for a 37.6% of its revenue. The annual surplus in 2000 was KW 1.177 trillion, bringing up the total reserve to
KW 3.628 trillion.
In 2001, the EIF revenue was KW 2.865 trillion. KW 2.528 trillion
(88.2%) was derived from premium revenues, and KW 260 billion
(9.1%) from interest revenues. Expenditures on programs went up to
KW 1.549 trillion. The amount spent on the ESP was KW 155.1 billion,
or 28.2% of its revenue, and on the JSDP KW 512.1 billion, or 79.3%
of revenues. As for the UBP, expenditures rose to KW 882.1 billion,
or 52.8% of revenues. In 2001, the annual surplus was KW 1.316 trillion, bringing up the total reserve to KW 4.943 trillion.
In 2002, the EIF earned KW 3.697 trillion, of which KW 2.717 trillion
(88.5%) came from premium revenues and KW 267.1 billion (8.7%)
from interest revenues. Program expenditures maintained their rising
trend, going up to KW 1.600 billion. For the ESP, the amount spent
was KW 127.9 billion, or 21.5% of its revenue, and for the JSDP, it
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<Table 5‒4> EIF Performance in 1998
(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
Interest revenue,
etc.
Loan recovery
Sub‒total
Programs
Refund
Operation
Sub‒total
A‒B

Total

ESP

JSDP

UBP

976,831
766
4,209
386,661
998

194,783
158
822
76,172
40

207,820
167
796
80,812
958

574,228
441
2,591
229,677
‒

1,369,465
1,184,325
5,767
617

271,975
109,228
1,645
158

290,553
268,974
1,470
324

806,937
806,123
2,652
135

1,190,709
178,756

111,031
160,944

270,768
19,785

808,910
‒1,973

Source : Ministry of Labor.
<Table 5‒5> EIF Performance in 1999

(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
Interest revenue
Others
Loan recovery
Corporate training
From other acct.’s
Sub‒total

Total
1,644,731
1,251
5,811
249,561
8,820
10,625
56,277

ESP
306,531
248
1,119
63,638
1,579
94

JSDP
401,457
225
1,077
50,162
1,967
10,531
56,277

UBP
936,743
778
3,615
135,761
5,274

1,977,076

373,209

521,696

1,082,171

Programs
Refund
Operation

1,684,912
10,883
988

200,867
1,386
343

525,150
5,398
477

958,895
4,099
168

Sub‒total

1,696,783

202,596

531,025

963,162

A‒B

280,293

170,613

‒9,329

119,009

Source : Ministry of Labor.
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<Table 5‒6> EIF Performance in 2000

(Unit: KW 1 million)
Item

Rev·(A)
Expen·(B)

ESP

JSDP

Premium
Invoicing fee
Late payment fee
Interest revenue
Illicit gain penalty
Others
Loan recovery
From general rev.

2,047,823
3,157
8,291
215,828
3,504
11,124
21,156
5,998

Total

378,237
652
1,695
63,669
648
2,058
147
1,110

472,554
432
1,232
37,770
809
2,570
21,009
1,385

1,197,032
2,073
5,364
114,389
2,047
6,496
‒
3,503

UBP

Sub‒total

2,316,881

448,216

537,761

1,330,904

Programs
Refund
Operation

1,125,531
8,111
905

130,707
1,183
244

499,500
2,631
456

495,324
4,297
205

Sub‒total

1,134,547

132,134

502,587

499,826

A‒B

1,182,334

316,082

35,174

831,078

Source : Ministry of Labor.

was KW 559.3 billion, or 82.7% of revenues. For the UBP, KW 913
billion was spent, using up 50.8% of its revenue. The annual surplus
marked a record high in 2002 at KW 1.469 trillion, and the total reserve
shot up to KW 6.413 trillion.
In 2003, the EIF revenue was KW 2.866 trillion, down by KW 203.6
billion from 2002, reflecting the lower premium rate that went into
effect in January 2003. Premium revenues accounted for KW 2.594
trillion (90.5%) of the total revenue, and interest revenues KW 188.1
billion (6.6%). Program expenditures stood at total KW 1.851 trillion,
again carrying on the rising trend since 2001 and 2002. The amount
spent on the ESP was KW 119.4 billion, or 31.4% of its revenue, and
on the JSDP, KW 593.9 billion, or 80.8% of its revenue. For the UBP,
KW 1.138 trillion was spent, or 65.0% of its revenue.
Last, in 2004, the EIF revenues reached KW 3.395 trillion, of which
KW 2.880 trillion (84.8%) came from premiums and KW 427.6 billion
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<Table 5‒7> EIF Performance in 2001

(Unit: KW 1 million)
Item

Total

ESP

JSDP

UBP

Rev·(A)
Expen·(B)

Premium
Invoicing fee
Late payment fee
Interests
Illicit gain
penalties
Others
Loan recovery
From general rev.

2,527,619
5,203
15,897
260,103
4,851

464,744
1,155
3,384
74,389
893

576,506
776
2,107
33,033
1,106

1,486,369
3,272
10,406
152,681
2,852

2,803
27,385
20,998

516
389
3,864

639
26,996
4,787

1,648
‒
12,347

Sub‒total

2,864,859

549,334

645,950

1,669,575

Programs
Refund
Operation

1,538,564
10,689
85

152,829
2,280
16

509,712
2,407
19

876,023
6,002
50

Sub‒total

1,549,338

155,125

512,138

882,075

A‒B

1,315,512

394,209

133,812

787,500

Source : Ministry of Labor.
<Table 5‒8> EIF Performance in 2002

(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
Interest revenue
Illicit gain
penalties
Others
Loan recovery
From general rev.
Sub‒total
Programs
Refund
Operation

Total
2,716,518
6,175
20,740
267,147
4,997

ESP
507,004
1,285
4,518
77,473
934

JSDP
602,016
912
2,169
32,057
1,110

UBP
1,607,498
3,978
14,053
157,617
2,953

2,759
34,099
17,218
3,069,653
1,583,784
16,384
102

516
121
3,220
595,071
125,001
2,887
19

613
33,978
3,822
676,677
555,827
3,470
23

1,630
‒
10,176
1,797,905
902,956
10,027
60

Sub‒total
A‒B

1,600,270
1,469,383

127,907
467,164

559,320
117,357

913,043
884,862

Source : Ministry of Labor.
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<Table 5‒9> EIF Performance in 2003

(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
interest
Illicit gain penalties
Unfair gain penalties
Fee for arrears
Others
Loan recovery
From general rev.
Sub‒total
Programs
Refund
Operation
Sub‒total
A‒B

Total
2,593,601
5,914
20,156
188,142
3,827
1,566
39
4,416
46,198
2,217
2,866,076
1,810,269
40,452
97
1,850,818
1,015,258

ESP
317,591
1,246
4,031
55,690
471
193
5
543
122
273
380,165
113,022
6,373
12
119,407
260,758

JSDP
661,815
795
2,260
21,072
976
399
10
1,126
46,076
565
735,094
583,056
10,864
25
593,945
141,149

UBP
1,614,195
3,873
13,865
111,380
2,380
974
24
2,747
0
1,379
1,750,817
1,114,191
23,215
60
1,137,466
613,351

Source : Ministry of Labor.
<Table 5‒10> EIF Performance in 2004

(Unit: KW 1 million)

Rev·(A)
Expen·(B)

Item
Premium
Invoicing fee
Late payment fee
interest
Illicit gain penalties
Unfair gain penalties
Fee for arrears
Others
Loan recovery
From general rev.
Sub‒total
Programs
Refund
Operation
Sub‒total
A‒B

Source : Ministry of Labor.

Total
2,880,305
6,131
17,779
427,633
4,532
1,623
20
4,353
50,336
2,217
3,394,929
2,326,177
47,805
114
2,374,096
1,020,833

ESP
316,363
1,079
2,991
124,441
499
178
2
479
360
23
446,415
140,853
6,418
12
147,283
299,132

JSDP
729,248
853
2,050
49,178
1,146
411
5
1,101
49,976
55
834,023
629,328
13,030
29
642,387
191,636

UBP
1,834,694
4,199
12,738
254,014
2,887
1,034
13
2,773
‒
2,139
2,114,491
1,555,996
28,357
73
1,584,426
530,065
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<Table 5‒11> EIF Revenues and Expenditures by Program

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

Account
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total
ESP
JSDP
UBP
Total

Premium
654
749
1,985
3,389
1,510
1,714
4,552
7,777
1,789
2,097
5,288
9,174
1,948
2,078
5,742
9,768
3,065
4,015
9,367
16,447
3,782
4,726
11,970
20,478
4,647
5,765
14,864
2,5276
5,070
6,020
16,075
27,165
3,176
6,618
16,142
25,936
3,164
7,292
18,347
28,803

Revenue
655
750
1,986
3,390
1,601
1,822
4,835
8,258
2,012
2,363
5,985
10,361
2,720
2,906
8,069
13,695
3,732
5,217
10,822
19,771
4,482
5,378
13,309
23,169
5,493
6,460
16,696
28,649
5,951
6,767
17,979
30,697
3,802
7,351
17,508
28,661
4,464
8,340
21,145
33,949

Expenditure
18
7
15
39
125
100
140
364
200
656
834
1,689
1,110
2,708
8,089
11,907
2,026
5,310
9,632
16,968
1,321
5,026
4,998
11,345
1,551
5,121
8,821
15,493
1,279
5,593
9,130
16,003
1,194
5,939
11,375
18,508
1,473
6,424
15,844
23,741

(Unit: KW 100 million)
Surplus
637
743
1,971
3,351
1,476
1,722
4,695
7,894
1,813
1,707
5,151
8,672
1,609
198
‒20
1,788
1,706
‒93
1,190
2,803
3,145
342
8,282
11,769
3,942
1,338
7,875
13,155
4,672
1,174
8,849
14,694
2,608
1,412
6,133
10,153
2,991
1,916
5,301
10,208

Reserve
637
743
1,971
3,351
2,113
2,465
6,666
11,245
3,926
4,172
11,818
19,916
5,536
4,370
11,798
21,704
7,242
4,277
12,988
24,507
10,386
4,619
21,270
36,276
14,329
5,957
29,145
49,431
19,000
7,131
37,994
64,125
21,608
8,542
44,127
74,277
24,599
10,459
49,428
84,486

Source : Ministry of Labor, EIF settlement data; KLI, Trends in Employment Insurance.
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(12.6%) from interests. Expenditures marked total KW 2.374 trillion,
continuing their surge since 2001. The amount spent on the ESP was
KW 147.3 billion, or 33.0% of its revenue, and on the JSDP, KW 642.4
billion, or 77.0% of its revenue. For the UBP, KW 1.584 trillion was
spent, or 74.9% of revenues. The annual surplus in 2004 was KW
1.208 trillion, and the total reserve stands at KW 8.449 trillion as of
the end of 2004.

IV. Adequate Level of Accumulated Surplus
and Premium Rates
Studies on the proper level of the EIF reserve include Keum (1997)
and Hur et al. (2001). Keum (1997) defined the right amount as the
one that, together with the existing reserve and the year’s revenues,
exceeds the year’s expenditures even in the worst‒case scenario (that
is, when the fund runs up a deficit for consecutive years). For the
long term, the study recommended maintaining the reserve at 1.619‒2
times the annual revenue, referencing the experience in Japan,
Germany, and the U.S. Hur et al. (2001) introduced the concept of
Reserve Ratio Multiple as the indicator for appropriateness, and, using
the concept, the study suggests what constitutes an adequate level
of accumulated surplus for each of the three EIS programs.
The adequate amount for a reserve in preparing against a possible
economic downturn is determined by the following 4 factors: (1) the
absolute size of the reserve at the start of downturn; (2) the size of
the national economy; (3) the recession‒related demand for benefits
(that is, the severity and duration of the recession); and (4) the speed
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and size of response of premium rates (and possibly the response
of UI benefits) when reserves are drawn down (Vroman, 1998: 10‒11).
The Reserve Ratio Multiple (RRM) was invented by the U.S. Labor
Department, taking into account the first 3 factors out of the 4 listed.
The denominator for the RRM is the ratio of total benefit payout to
total wage in the year that marked the highest amount of benefit
payout. The numerator is the ratio of the total reserve outstanding
at the end of the year to the year’s total wage. The RRM is the ratio
of the two ratios, where the first (denominator) contains information
on the size of the reserve and national economy and the second
(numerator) assesses the risk.
The U.S. Labor Department, based on experience, had initially recommended an RRM of 1.5 as the minimum desirable level. More recently, it recommended each state government to maintain an RRM
of 1.0. The initial 1.5 RRM rule was derived based on the U.S. experience, or the history of expenditure of the country’s unemployment
insurance. It should be noted, therefore, that the 1.5 RRM cannot be
applied to all countries regardless of the level of the country’s EIS
maturity. In this context, Hur et al. (2001) recommended the following
multiples for Korea’s RRM: 1.0 times the 1999 rate of expenditure
(expenditure‒to‒total wage) for the ESP; 1.5 times for the JSDP; and
2.1 times for the UBP (or 2.4 times if benefits for long‒term unemployed voluntary quitters are included).
In this section, the appropriateness of Korea’s EIF reserve and premium rates would be assessed using a number of indicators. At the
outset, it must be remembered that Korea’s EIS is still in a developmental stage, and thus has yet to compile a reliable set of time‒series
data. The shortcoming notwithstanding, a review of the trends and
level of a certain group of indicators relevant to the EIS financial operations in the past decade will yield meaningful conclusions.
One of the most useful indicators in determining the appropriate
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size of the reserve is the ratio of accumulated surplus to benefit payments (hereinafter, the reserve ratio). The reserve ratio denotes the
relationship between the amount of reserve outstanding at the end
of the year and the annual expenditure. There is no consensus on
what would be the desirable reserve ratio, and some recent studies
are attempting to come up with one.
Kim (2005) recommends a reserve ratio of 1.5 for the UBP, if the
purpose of holding a reserve is to cover all expenses incurred from
deficits and regulatory changes caused by the downturn. Unlike existing studies (Hur et al., 2003) it proposes using a variable rate system
that accounts for not only the reserve ratio but the revenue‒to‒expenditure ratio as well. Keum (2005) proffers that it would be ill‒advised to abide by a fixed ”appropriate” reserve ratio, as such a value
is unstable and cannot be maintained in a time‒series manner. As an
alternative, it suggests keeping a reserve ratio ”range,” one similar to
Japan’s, where the premium rate is adjusted only when the ratio falls
out of the range. The study also observes that Korea, unlike the U.S.
or Canada, needs to maintain a large size of EIF reserve for some
time, as the ESP and JSDP are still being adjusted and the future of
the labor market remains unclear. According to his recommendations,
the appropriate range of reserve ratios for the ESP and JSDP are between 1.076 and 2.356, meaning that once the ratio falls below the
reserve ratio of 1.076, the premium rates should be slightly increased,
and exceeding the reserve ratio of 2.356, they should be slightly
lowered.
<Table 5‒12> below provides a 10‒year overview of the reserve ratios of Korea’s EIS. The reserve ratio stood at 11.8 at the end of 1997
but fell to less than 2 in 1998 as the economy took a turn for the
worse following the economic crisis. In 1999, when expenditures
marked a record high, the ratio was 1.4, but it recovered to 3.2 in
2000. As of 2004, the figure stands at 3.6. <Table 5‒12> also gives
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the reserve ratio by program, which reveals a sizeable gap among
the 3 EIS programs.
The ESP spending continued to rise until 1999, but plummeted in
2000. Incidentally, the ESP’s premium rate was adjusted upward in
1999, from 0.2% to 0.3%. A combination of these factors drove the
ESP reserve to over KW 1 trillion at the end of 2000, and the amount
stands at KW 2.46 trillion as of 2004. The ESP, even in the highest‒
spending 1999, showed a 66.1% expenditure‒to‒premium revenue ratio, and thus its reserve accumulated faster than the other two
programs. The ESP’s reserve ratio was at a historic low in 1999 at
3.6, but it jumped to 7.9 in 2000 and skyrocketed to 16.7 in 2004.
The rapidly accumulating reserve prompted the government to lower
the premium rate from 0.3% to 0.15% as of January 2003, but the
reserve ratio remains unaffectedly high.
Expenditures for the JSDP shot up since 1998. Between 1998 and
2000, there was a near balance between revenues and expenditures.
In 1999, the JSDP suffered a KW 9.3 billion won deficit, and the financial
forecast at the time predicted continuous losing trend. But by adding
flexibility to the operation of the reemployment training program in
accordance with the economic situation, its annual surplus has been
back in the black since 2000. As a result, the reserve also continued
to rise, all the way to KW 1.459 trillion as of 2004. The JSDP’s reserve
ratio stood at record low in 1999 at 0.8, but having been back on
an upward climb, it stands at 1.6 as of 2004. Still, JSDP’s reserve seems
<Table 5‒12> Ratio of Accumulated Surplus to Benefit Payments (Reserve Ratio)
1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

ESP
JSDP
UBP

35.8
108.1
134.6

16.9
24.8
47.7

19.7
6.4
14.2

5.0
1.6
1.5

3.6
0.8
1.3

7.9
0.9
4.3

9.2
1.2
3.3

14.9
1.3
4.2

18.1
1.4
3.9

16.7
1.6
3.1

Total

85.3

30.9

11.8

1.8

1.4

3.2

3.2

4.0

4.0

3.6

Source : Ministry of Labor, EIF settlement data.
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somewhat insufficient to prepare against possible rise in expenditures.
For the UBP, expenditures exceeded premium revenues in 1998‒99
immediately after the economic crisis. But in 2000, expenditures fell
to 51.9% of the previous year’s, leaving an annual surplus of some
KW 828.2 billion. The reserve quickly began to grow, topping KW
2.1 trillion as of 2000, and KW 4.943 trillion as of 2004 end. The
UBP reserve ratio was at its lowest ever in 1999 at 1.3, but it recovered
to 4.3 in 2000. Despite the reduction in the UBP premium rate from
1.0% to 0.9% in 2003, the reserve ratio stands at 3.1 as of 2004.
<Table 5‒13> shows the estimated RRM in the past decade. Overall,
the RRM has shown a continuous year‒on‒year rising trend, standing
at 2.41 as of 2004. The number suggests a slightly bigger‒than‒appro‒
priate size for the reserve, which is mainly attributable to the high
reserve ratio of the ESP. Taking a closer look, <Table 5‒13> shows
a large gap in the RRM among the 3 programs. The ESP ratio, in particular, already went over 2.0 at the end of 1997, shooting past 4.0 in
2000 and reaching 5.89 in 2004. In comparison, the JSDP’s ratio went
up to 0.90 in 1997, fell to 0.70 in 2000, and climbed back up to 0.95
<Table 5‒13> Reserve Ratio Multiple by Year
1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

ESP
JSDP
UBP

0.98
0.44
0.58

1.41
0.63
0.85

2.21
0.90
1.30

2.87
0.86
1.20

3.57
0.81
1.35

4.15
0.70
1.73

4.66
0.74
1.91

5.67
0.81
2.30

5.16
0.78
2.39

5.89
0.95
2.36

Total

0.62

0.90

1.34

1.34

1.44

1.73

1.92

2.28

2.11

2.41

Note : Total wage of the insured under the ESP and JSDP is the ESP premium
revenue divided by the premium rate (0.2% in 1995‒98, 0.3% in 1999‒2002,
and 0.15% in 2003‒2004). Total wage of the insured under the UBP is UBP
premium revenue divided by the premium rate (0.6% in 1995‒98, 1.0% in
1999‒2002, and 0.9% in 2003‒2004). Defined strictly, total wage of the
insured used in RRM calculation is “collection rate × total wage of the
insured”. The ESP’s total wage is used as the total wage of the insured
under all 3 programs.
Source : Ministry of Labor, EIF settlement data.
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<Table 5‒14> Ratio of Expenditure to Total Wage (Break‒even Premium Rate)
1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

ESP
JSDP
UBP

0.005
0.002
0.004

0.017 0.022
0.013 0.073
0.018 0.095

0.114
0.278
0.845

0.198 0.105
0.520 0.399
1.028 0.418

0.100
0.331
0.593

0.076 0.056
0.331 0.280
0.568 0.634

0.070
0.305
0.777

Total

0.012

0.048

1.223

1.660

1.000

0.947

1.126

0.189

0.900

0.874

Note : Total wage of the insured under the ESP and JSDP is the ESP premium
revenue divided by the premium rate (0.2% in 1995‒98, 0.3% in 1999‒2002,
and 0.15% in 2003‒04). Total wage of the insured under the UBP is the
UBP premium revenue divided by the premium rate (0.6% in 1995‒98, 1.0%
in 1999‒2002, and 0.9% in 2003‒04). Defined strictly, total wage of the
insured used in RRM calculation is” collection rate × total wage of the
insured“. The ESP’s total wage is used as the total wage of the insured
under all 3 programs.
Source : Ministry of Labor, EIF settlement data.

as of 2004. The UBP’s RRM largely matches that of the overall EIS,
and stands at 2.36 as of 2004.
<Table 5‒14> indicates the expenditure‒to‒total‒wage ratio in the
past decade, which is also called the ”break‒even premium rate” in
the literature. The break‒even premium rate is the rate where the current annual surplus (= revenues－expenditures) is 0. Revenues from
other sources such as interests are not included in calculating the break
‒even premium rate.
Generally, the premium rate does not necessarily have to be the
break‒even rate each year as there is already an accumulated surplus.
Furthermore, it is not wise to apply a break‒even rate every year just
to get the break‒even as it cannot maintain stable premium rates year
after year. That said, it would be a meaningful exercise to compare
the break‒even rate with the actual rate being used. Reviewing the
average fluctuation range of the break‒even rate within one or more
cycles will also offer significant implications on determining the appropriate premium rate.
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The ESP’s break‒even premium rate went up from 0.114% in 1998
to 0.198% in 1999. In this period, the ESP’s premium rate was adjusted
upward from 0.2% to 0.3%. With the benefit of hindsight, although
1999 was a record spending year, its expenditures would have been
easily met without raising the ESP premium rate. The ESP’s break‒even
rate fell to 0.100% in 2001, and stands at 0.070% as of 2004. On the
other hand, looking at the break‒even rate of the JSDP and UBP in
1998 and 1999, it become obvious that there were compelling factors
that drove up the premium rate. Thanks to the economic recovery,
the UBP’s break‒even rate fell sharply to below 0.5% in 2000, but
has steadily increased since then, up to 0.777% as of 2004.
Last is the interest‒revenue‒to‒premium‒revenue ratio (see Table 5‒
15). The figure shot up to 39.6% in 1998, but fell to 15.2% in 1999
and further down to 7.3% in 2003 owing to growth in premium revenues and drop in the market interest rate.
Generally, a high interest‒revenue‒to‒premium‒revenue ratio indicates a large size of the accumulated reserve. Thus, as the ratio goes
up, it becomes a factor that presses down the premium rate. In the
event that the accumulated reserve suffers a deficit and necessitates
a reallocation from the general revenue, the interests accrued for the
loan will be borne by employers and workers. In the same logic, if
interest revenues increase in line with the growth in the reserve, the
benefits shall be returned to employers and workers in the form of
lower premium rates.
<Table 5‒15> Ratio of Interest Revenue to Premium Revenue
1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

ESP
JSDP
UBP

0.01
0.01
0.01

5.8
5.9
5.9

11.9
11.9
12.7

39.1
38.9
40.0

20.8
12.5
14.5

16.8
8.0
9.6

16.0
5.7
10.3

15.3
5.3
9.8

17.5
3.2
6.9

39.3
6.7
13.8

Total

0.01

5.9

12.4

39.6

15.2

10.5

10.3

9.8

7.3

14.8

Source : Ministry of Labor, EIF settlement data.
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The presence of several factors effecting change in the past decade
defies identification of a clear set of historic patterns in the ratio of
interest revenue to premium revenue. But the movement of the ESP’s
ratio deserves a particular attention. Up until 1998, the ratio moved
in the same pattern between all three EIS programs. From 1999, however, the ESP’s figure went up to 20.8%, soaring well over the overall
average, 15.2%, and becoming the highest among all three. As of 2004,
the ESP’s figure stands at a significantly high 39.3%.
As described so far, the premium rates for the ESP and UBP need
to be lowered, assuming that all three EIS programs will be maintained
without adding new ones. But the assumption may not stand. Already
some new programs are planned for the UBP, such as extension of
the benefits to long‒term unemployed voluntary job quitters.
Considering the prospects, the record spending in 1999 is likely to
be surpassed in the near future. There is also a big room for spending
increase for the ESP, with the program slated for redesign and addition
of new initiatives. Discussion on the EIS structure has gained renewed
vigor lately, with an ongoing call to include labor market infra building
projects under the EIS to ensure the system’s efficient implementation
going into the future. At this stage, it is safe to assume that labor
market infra building projects will be financially covered under the
ESP account in one way or another.
The discussion so far suggests that the EIS premium rates need to
be adjusted based on the regulatory changes in the long term. Also,
it is necessary to develop an premium rate‒setting mechanism to calculate appropriate premium rates and ensure that the accumulated surplus will not become oversized.

Chapter 5. Employment Insurance Fund 283

V. Proper Rate－setting Mechanism

There have been two rounds of rate adjustment since the EIS was
launched ten years ago (Hur et al., 2003). The first occasion was
brought on by the post‒economic crisis surge in unemployment rate,
up to 7.0% in 1998, mixed with concerns that the high unemployment
would go on for a long time. The ESP rate was adjusted up from
0.2% to 0.3% and the UBP rate from 0.6% to 1.0% effective from 1999
(see Table 5‒16). But the nature of Korea’s EIS places an inherent
limit on the expenditure. The UBP imposes an upper limit to its benefits, mostly provided to regular workers, and the ESP, as a wage subsidy program with a deadweight effect and substitution effect, is not
a convenient instrument for increasing the expenditure by a large scale.
Meanwhile, the labor market situation started to improve in the second
half of 1999, bringing down spending for the ESP and UBP. This in
turn resulted in rapid growth of the accumulated reserve starting from
2000. The steeply rising reserve precipitated a second round of rate
adjustment 4 years later in 2002. As a result, the ESP rate was went
down from 0.3% to 0.15% and the UBP rate from 1.0% to 0.9% effective
from January 2003.
As reference, <Table 5‒17> provides a summary of the rate structure
and financial responsibility in countries with an unemployment/em‒
ployment insurance scheme in place. It shows that in all countries
except Canada, the labor and management share an equal burden of
the (unemployment benefits) premium. In case of Korea, workers’ premium rate is 0.45%, and for employers, it is anywhere between 0.7%
and 1.3% depending on company size as of 2005. The rates are mark-
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<Table 5‒16> Changes in Premium Rates

(Unit: %)
ESP
JSDP
UBP

1995‒1998

1999‒2002

2003‒

0.2
0.1/0.3/0.5
0.6

0.3
0.1/0.3/0.5/0.7
1.0

0.15
0.1/0.3/0.5/0.7
0.9

<Table 5‒17> EIS Premium Rates and Financial Responsibility by Country, 2002
‒ Workers: 3.25% of total wage
Germany ‒ Employer: 3.25% of total wage
‒ Government: Shortfall
Austria
Canada

Japan

Korea

‒ Workers: 3% of total wage
‒ Employer: 3% of total wage
‒ Government: Shortfall
‒ Workers: 1.95% of total wage
‒ Employer: 2.73% of total wage
‒ Workers: 0.6% of total wage (only for unemployment benefits)
‒ Employer: 0.95% of total wage (unemployment benefits: 0.6%, 3 other
programs: 0.35%)
‒ Government: in principle, 25% of unemployment benefits
‒ Workers: 0.45% of total wage (only for the UBP)
‒ Employer: 0.7%‒1.3% of total wage (UBP: 0.45%, ESP 0.15%, JSDP: 0.1‒0.7%)

Note : Data for Canada and Korea are from 2005.
Source : Hur, Kim and Jang (2003); Social Security Administration (2002).

edly lower than those of other countries that have a similar scheme.
Japan’s rates are similar to Korea’s but because 25% of its unemployment benefits is covered by the government’s general revenue, the
de facto rates would be higher than Korea.
The rate adjustment methods used in other countries throughout history can be grouped into three categories. First is the mechanism where
the premium rate is adjusted on a non‒periodic basis in the event
of dramatic changes in the labor market or expenditure. As the rate
in this case would generally stay the same unless pushed by some
drastic changes, this arrangement shall be called a ”static rate‒setting
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procedure.” Currently, this method is being used in Germany, and
was used in Canada in the first 30 years of the country’s employment
insurance scheme, from 1941 to 1971. And this is the method being
used in Korea today. Article 57 of the Employment Insurance Act
specifies that the premium rate for each EIS program shall be determined by a Presidential Decree under the limit of 30/1,000 accounting for the EIS’ financial standing and overall economic situation.
Second is an automatic adjustment mechanism. Triggered by a set
of pre‒defined principles, the mechanism uses a formula that relies
on values that have been realized some time in the past and adjusts
the rates based on the current level. The mechanism may therefore
also be called as a ”rule‒based rate‒setting procedure.” Japan currently
uses this model, while Canada used it from 1972 to 1996. State governments in the U.S. also use this model to determine the tax rate
structure. Most of the State governments in the U.S. have two or more
tax rates, and the higher tax rate kicks in automatically if the reserve
falls, and the lower tax rate is applied in the opposite case.
The rule‒based rate‒setting procedure, where the rate for the next
period (T+1) are set in this period (T) may be conceptualized in the
following equation:
(T+1) rate = T rate － α (T rate － base rate),
The coefficient α is a positive number, determined by the amount
of reserve outstanding, economic situation, changes in the employment
insurance policy, among others. For instance, let’s assume that the
base rate is the (expected) break‒even rate for this period. If the actual
rate of this period is higher than the break‒even rate, the reserve will
increase. It will then result in an automatic lowering of the rate in
the next period based on the equation above. In an opposite scenario,
where this period’s rate turns out to be lower than the break‒even
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rate, thereby decreasing the reserve, the rate for the next period will
be automatically adjusted upward. The method may be utilized in
many different ways in practice by setting different values for the base
rate and α. Incidentally, in an extreme scenario where α is 0, the
rate for the next period will be the same as this period’s. In other
words, the static rate‒setting procedure described earlier is actually
a special form of the rule‒based rate‒setting procedure.
The third model is where the rates are determined on an annual
basis accounting for a comprehensive set of factors such as the fund’s
financial situation, unemployment rate and employment insurance
policies. This is the model opted by Canada at the time of its employment insurance reform in 1996. As it is a method that determines the
rate using all information available at the time, it may also be called
”outlook‒based rate‒setting procedure.”
The static rate‒setting procedure offers the advantage of preventing
arbitrary adjustment. The rates are specified in the EI laws, and any
changes would require legal amendment. But its disadvantages are
that there is no clear set of guidelines for deciding on a rate adjustment,
and that adjustment actually occurs only after the reserve becomes
too large or too small. In short, it may not allow rate adjustment on
a timely basis as demanded by changes in the system of the market
situation. In Korea, the rates are stipulated in the Enforcement Decree
of the Employment Insurance Act. The rates are rigidly controlled out
of concerns that once the rates are lowered it would be a challenge
to raise them back up due to opposition from labor and management.
The rule‒based rate‒setting procedure and outlook‒based rate‒setting procedure may be a viable alternative to the static one, and for
the remainder of this section, their characteristics will be described
based on the cases of Canada, the U.S., and Japan.
The rule‒based rate‒setting procedure holds the advantage of being
able to reduce the surplus or deficit in a relatively short time. Because
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<Table 5‒18> Types of Premium Rate‒setting Mechanism
Type

Description

Country

Adjustment on a non‒periodic basis in the
Static rate‒setting
event of dramatic changes in the labor
mechanism
market or expenditure‒related revision

Korea
Canada (1941‒1971)
Germany

Rule‒based
rate‒setting
mechanism

Automatic adjustment based on a set of
principles

U.S. State governments
Canada (1972‒1996)
Japan

Outlook‒based
rate‒setting
mechanism

Adjustment on an annual basis accounting
for such factors as the fund’s financial
situation, unemployment rate and
employment insurance policies

Canada (since 1996)

the rates are determined against a pre‒defined equation, the rates will
not be maintained at an excessively high or low level for long. This
is a distinct edge over the static rate‒setting procedure. It is also easy
to apply, not requiring forecast on the unemployment rate or benefit
payments, and has little room for political intervention by interest
parties. But it also holds some potential shortcomings as follows.
First, the premium rate may become volatile in the midst of economic
fluctuation. Granted, the rate will remain stable when the economy
is cruising, but in a different situation, the premium rate will fluctuate
widely year by year. Second, it may undermine the EIS’ role as an
automatic economic stabilizer as the premium rates will go up during
recession and go down in boom times. Because the rates are automatically calculated based on the past history of expenditures, it may require raising of the rates during a severe recession.
Unlike the rule‒based rate‒setting procedure, which is based on past
and present data, the outlook‒based rate‒setting procedure looks toward the future. It sets the rates by reviewing a comprehensive set
of available information and making a reasonable prediction. Here,
the concept of ”stable premium rates” is important. What it means
is an average rate that is required to meet the benefit payments that
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may arise over a business cycle. Getting the stable premium rates right
is predicated upon an accurate financial estimation. In the financial
estimation model used by the HRD Canada, the key factor is forecast
for unemployment rates. The model uses 3 unemployment scenarios:
optimistic, pessimistic, and the average between the two. The 3 different rates are used to predict the premium revenues and expenditures
in a number of situations. The information thus provided is used each
year by the Canadian Employment Insurance Commission to determine
the stable premium rate. Long‒term financial estimation is undertaken
every year, and the stable premium rate may change if additional factors are incorporated.
The outlook‒based rate‒setting procedure is relatively complicated
compared to the rule‒based rate‒setting one, requiring a highly sophisticated macro‒economic econometrics model. On the surface, it appears to be the ideal method, but its complex rate determination process may actually invite distrust from the part of interest parties who
happen to be non‒financial experts. It is also vulnerable to criticism
over independence and transparency in its rate‒setting procedures as
it remains exposed to political interests.
In sum, EIS rates in Korea are specified in the Enforcement
Ordinance of the Employment Insurance Act, and any changes need
to be preceded by a legal amendment. The current rate‒setting mechanism is being used with rigidity, owing to concerns that once the rates
go down it would be difficult to bring them back up due to protest
from labor and management. Another issue is lack of a clearly defined
set of guidelines on when to make the adjustment. The consequences
from these shortcomings are that the rates cannot be adjusted to respond to market changes or financial forecast in a timely manner, and
that the EIS’ role as a automatic stabilizer may be weakened. In light
of the above, it would be wise to set a guideline in the Employment
Insurance Act stipulating the situations that would precipitate adjust-
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ment of the rates within a small range. But the guideline shall only
set the direction, and the actual decisions on the timing and extent
of adjustment shall be made flexibly by the Labor Minister in consultation with the EIS Expert Committee or Employment Policy Council.

VI. Uses of the EIF
As controversies continue on the perceived excessiveness of the EIF
reserve as well as the efficiency of the EIS programs, some are pointing
to the need to ensure greater justification in the EIS’ financial
operations. One such argument calls for a complete overhaul of the
EIS, to an unemployment insurance scheme by jettisoning the ESP and
JSDP and concentrating on the UBP. The two active labor market polices should be funded by the government’s general revenue (Kim,
Nam and Ahn, 1999). The case was contradicted by Yoo and Seong
(2000) and Yoo et al. (2000), but the debate over the right usage
of the EIF continues to rage on. Such discussion aside, there does
exist the need to configure the purpose and direction of the EIS to
better respond to potential changes in the labor market and employment structure. It is against this backdrop that this section will review
some of the major issues over the proper uses of EIF.

A. Premiums for the ESP and JSDP
Funding for active labor market policies is achieved through two
channels: the general revenue and the EIF. In most industrialized countries, the former is the preferred method, except for Germany, Austria,
Japan, Canada and Korea where the EIF is used (by levying payroll
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taxes).
Financing active labor market policies from premium revenues offers
the advantage of ensuring a secure funding source and policy
consistency. It also allows a strong link between the UBP and the
policies. On the flip side, it may become inherently limited in covering
those who are marginalized in the labor market because the policies
are geared toward the workers who are or were insured under the
EIS. On the other hand, using the general revenue as the funding
source opens up the policies to all members of the public, and offers
a particular advantage in supporting the marginalized. But its weakness
is potential vulnerability to political influence or pressure. The pros
and cons of using the EIF and general revenue as the funding source
for active labor market policies are summarized in <Table 5‒19>.
Korea’s EIS includes active labor market policies (ESP and JSDP)
in addition to unemployment benefits. The ESP and JSDP are funded
by premium revenues solely burdened by employers. To be sure, the
ESP and JSDP premiums are also payroll taxes imposed on earned
income, just like the ones for the UBP. But there are several types
of payroll taxes (Kesselman, 1997), and those of the ESP and JSDP
<Table 5‒19> Pros and Cons of Each Funding Method for ALMP
Pros

Insurance
premium

‒ Secure funding
‒ Policy consistency
‒ Strong link between the UBP and
active labor market policies

General
Revenue

‒ Easier to support those
marginalized in the labor market
‒ Funding is relatively insulated
from economic fluctuations

Cons
‒ Financed by payroll taxes; the higher
labor cost may reduce labor demand
‒ Revenue is highly sensitive to
economic fluctuations
‒ Centered on the insured; limited in
supporting those marginalized in the
labor market
‒ Hard to raise taxes
‒ Susceptible to political influence and
pressure over the size of expenditure
for ALMP

Source : Summarized by the author based on Jang (2002) and Schmid, Reissert and
Bruche (1992).
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are clearly dissimilar with the UBP’s.
Korea’s EIS does not place an upper limit on the maximum insurable
earnings, meaning that there is no upper limit on the amount of premium to be paid for the ESP and JSDP. But there does exist such
a limit on the benefit amount, a fact that indicates a very weak link
between taxes and benefits. And unlike the UBP, continued payment
of the premiums does not increase or accumulate the amount of benefits to be received under the ESP and JSDP. Last, the ESP and JSDP
provides policy advantages to the SMEs. The ESP imposes the same
amount of premium rates regardless of firm size, but it provides more
favorable support (incentives) to SMEs. As for the JSDP, both its rates
and benefits are designed to SMEs’ advantage. The rates are differentiated by firm size, imposing higher rates for bigger companies, but
the payout amount is greater for SMEs.
Considering above, the UBP premiums are payroll taxes that are
linked to benefits, while ESP and JSDP’s are general payroll taxes,
or earmarked general payroll taxes, to be more precise. In other words,
premiums paid for the UBP are payroll taxes where the tax amount
and benefit amount are closely aligned, but the same cannot be said
for the premiums paid for the ESP and JSDP.
If payroll taxes have a weak or no link with the benefit amount,
it is probably not suitable as a funding source for social insurance
where fairness in the premium burden and the benefit amount needs
to be ensured. Studies on the ESP and JSDP so far have made it a
practice to raise the issue of fairness in the cost burden and benefit
amount between companies of different sizes or between industries.
The oft‒used method was analysis on the premium‒benefit balance
by company size and industry. But ”fairness” cited by previous studies
probably meant social equity or policy equity. For example, let’s say
the JSDP is showing balance rates that are reversely proportionate to
company size owing to lower participation by SMEs. In this case, an
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argument to improve ”fairness” in the relationship between cost burden
and benefit amount should be understood as a policy matter, not as
a challenge to the insurance principle.
As for payroll tax responsibility, there is little difference in terms
of economic efficiency and long‒term impact on employment whether
it is on the employer or the worker (Kesselman, 1997). But experiences
of other countries show that general payroll taxes tend to be imposed
on the employer.
Premiums for the ESP and JSDP are quite similar to general payroll
taxes that are imposed on the employer to finance active labor market
policies. But in strict terms, they are different from general payroll
taxes because their usage is specified in the Employment Insurance
Act whereas the taxes are used to fund the general revenue. In addition, while the ESP and JSDP are designed to be financed by employers
and provided to employers, in practice, they offer benefits to both
the employer and the worker, which is the goal of active labor market
policies. In that sense, they are active labor market programs. As such,
if the premiums paid for the ESP and JSDP are defined as earmarked
general payroll taxes, the discrepancy arising from the employer paying
for the cost and the worker receiving the benefits would be automatically eliminated. The JSDP has already adopted a worker assistance
program. The ESP needs to do the same. If the two programs’ accounts
are combined, more innovative programs may be developed to the
workers’ advantage.
As combining the accounts under the EIS is associated with rationalizing the financial operations, it would be a worthwhile exercise to
assess the feasibility of such integration. Existing literature reveals a
wide spectrum of consenting and dissenting views.
Yoo (2000) stands in favor. Noting the likelihood of continued surplus for the ESP and rising deficit for the JSDP, the study argues that
the two accounts (both financed solely by the employer) should be
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consolidated as in the case of Japan, to mutually compensate for any
shortfalls and ensure operational flexibility and administrative
convenience. The advantage in such a case is that by increasing the
operational flexibility, deficits from the JSDP will not require a raise
in the premium rates.
Hur et al. (2001) stands somewhere in the middle. Considering the
need to adjust the excessive amount of ESP reserve, and the need
to raise the JSDP rates, the study concludes that it may be wise to
develop a mechanism to ensure flexibility in the financial operations
without going so far as to consolidate the two accounts. One example
of such mechanism is to allow mutual compensation between the two
accounts. Its reasoning is that maintaining the rates at a consistent
level (instead of altering them whenever an imbalance arises between
the two accounts) would be more accommodating to administrative
convenience as well as the employer, the payer of the premiums.
At the other end of the spectrum, some warn that combining the
two accounts may cause the labor market policy resources to be distributed in an unhealthy direction. They claim that although both the
ESP and JSDP are financed by employers, their benefits are not necessarily all directed to the employers. The ESP does provide direct support to employers, but the JSDP channels the bulk of its payout to
training for workers who have become unemployed. Integrating the
two accounts will diminish the ESP’s role and increase reemployment
training. Especially if the primary purpose of the integration is to make
up for the JSDP’s deficit using the relatively rich finances of the ESP,
the ESP is likely to receive less policy attention and focus.
The arguments, both pro and con, so far have been made under
the assumption that the ESP would remain in the black and the JSDP
in the red. Contrary to the seemingly popular belief, the JSDP recorded
a deficit in 1999 only and has been showing a surplus ever since.
Jeon and Park (2005) also forecast continued surplus for the JSDP,
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which, as a result, will build up a sizable reserve. It is with this understanding that Jeong et al. (2001) makes a case against the proposed
integration. With the two accounts remaining separate, the JSDP’s surplus will continue and there will be no worries about the ESP suffering
a lesser role. Also from the perspective of motivating a greater sense
of responsibility in the departments that manage the accounts, it would
be an ill‒advised move to consolidate the accounts.
The forecast for continued JSDP surplus has opened up a new round
of discussions. The Japanese EIS, similar to Korea’s, has separate accounts for unemployment benefits, financed by both employers and
workers, and three other programs financed only by employers
(employment stabilization, skill development, and employment welfare
programs). But among the three programs, neither the rates nor the
accounts are separated. Integration of the three programs in Japan
allows for financial flexibility that can efficiently respond to changes
in program demand. In Germany and Canada, labor and management
jointly bear the cost for employment insurance premiums, but the rates
and accounts are not separated by program. In comparison with these
countries, it becomes clear that Korea’s EIS finances are under a relatively rigid management.
Even if the JSDP is looking toward continuous surplus, the need
to consolidate the two accounts still exists because the ESP and JDSP
premiums are both general payroll taxes, and the two programs are
similar in nature.

B. Scope of EIS Programs
In countries like Germany, Japan and Canada where active labor
market policies have been incorporated into the EIS, the system tends
to be more comprehensive in its scope of programs and coverage.
Germany’s EIS, uniquely, has a wider scope of beneficiaries than in-
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sured (Hur et al., 2003). In Germany, the coverage is open to all wage
earners except public servants and part‒time workers. But the programs, especially those that are part of active labor market policies,
are inclusive of those who do not contribute premiums: the unemployed, those likely to be unemployed, the self‒employed, family
workers, the newly employed and those newly employed after being
full‒time household workers. Needless to say, the German EIS also
provides a wider range of active labor market policy programs than
Korea’s.
Japan’s EIS consists of unemployment benefits (UB) and 3 other programs (Employment Stabilization, Skill Development and Employment
Welfare), a structure that is akin to Korea’s. The Japanese Employment
Stabilization and Skill Development programd are very much similar
to the Korean ESP and JSDP, but they are differentiated by the broader
scope of active labor market programs. In particular, the Japanese system includes the Employment Welfare program designed to advance
the level of welfare for SME workers, which is financed entirely by
the premiums paid by employers.
The Canadian EIS also encompasses a great diversity of active labor
market programs. Namely, Employment Benefits include wage subsidy
for selected target groups, business start‒up assistance, job creation
partnership, income subsidy for target groups, and technological
development. Employment Assistance is a program designed to support the national employment service (NES) and offers employment
assistance service, local labor market partnership, employment insurance research and innovation. The EIS premiums are jointly borne
by labor and management, but the administration costs as well as the
NES operation costs (since 1980) are all financed by the private sector.
History of the Canadian EIS shows that in the early 1980s when the
unemployment insurance scheme was in place, the Job Creation
Program, which is more or less a public works project, was also parti-
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ally financed by unemployment insurance (Kesselman, 1983).
Comparison with other countries with the EIS reveals that Korea’s
EIS is quite limited in the program scope and coverage and closely
aligned to the principle of social insurance. In addition, Korea’s expenditure on labor market policies against the GDP is much lower
than the OECD average, indicating that the ESP and JSDP need to
be strengthened in the future.
Greater flexibility is needed in the area of EIS program scope and
coverage. First, a worker support program should be introduced under
the ESP. It is already included under the JSDP, even though the JSDP
is also wholly funded by employers. The argument that because the
ESP premiums are fully paid by employers, its benefits should be limited to the employers is based on too rigid an interpretation of the
ESP premium. The fact that the purposes of the ESP premium are
pre‒defined simply means that the fund needs to be used in accordance
with the Employment Insurance Act, not only for employers. The ESP
premium, by nature, is a general payroll tax, which makes its benefits
a part of active labor market policies.
That said, introducing a program under the ESP that provides direct
support to workers does require an unconventional thinking that
breaks away from a long‒standing norm. The separation of accounts
for the 3 EIS programs and different levels of responsibility among
the payers created an environment that was not entirely conducive
to innovative ideas, such as linking the 3 programs or creating joint
programs. But growing labor market flexibility and mobility demand
a new way of thinking. And even the one that already exists under
the JSDP should be strengthened toward building a life‒long vocational
development system and promoting self‒directed training for workers.
To ensure efficient operation of EIS programs, building a labor market infrastructure should be the project of utmost priority in the near
future. In fact, the academia has long called for inclusion of such proj-
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ects under the EIS. Kim et al. (1999) proposes that in the mid/long‒
term, the ESP should be converted into an information‒oriented program, one that builds information infrastructure or provides an abundance of information to those with limited access. Hur (2000) argues
that an employment stabilization infrastructure project should be explicitly included under the ESP. It also advocates consistent investment
in the public job placement network going into the future to reinforce
the following capabilities: job information provision, job counseling,
youth career counseling, and research activities. Yoo (2000) suggests
that, as in Germany, the labor market infrastructure program should
be specified into the EIS. It then proffers the following four sub‒programs: (1) Labor market information, job counseling and job placement
service; (2) Research on the labor market, jobs and employment insurance; (3) Developing and distributing programs to assist job‒seeking
activities; and (4) Training for job stabilization agents. More recently,
Keum et al. (2004) also made the case for greater investment in labor
market infrastructure that tends to yield high ROI, for the purpose
building a solid foundation for ongoing job creation.
Investment in upgrading employment service and labor market infrastructure is a prerequisite to continued success and development of
the EIS. Given the justification, there is a need to grant a wider interpretation of Article 68 (Purpose of the Fund) of the Employment
Insurance Act which stipulates that costs incurred by the EIS programs
may be covered by the EIF. In the interest of efficient implementation
of the 3 EIS programs, especially of the ESP and JSDP, there is a pressing need to invest in labor market infrastructure on a consistent and
ongoing basis. It would be best if the EIS can partially or fully finance
such investment.
Last, the importance of social agreement on the direction of EIS operations can never be overemphasized. Installing a worker support program under the ESP, and including a labor market infrastructure pro-
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gram under the EIS must be preceded by tripartite discussions and
public agreement. The employers’ grievance on the ESP and JSDP is
largely caused by the low benefit‒to‒premium ratio, but the fact that
they were not part of the EIS operational or decisionmaking process
may also have had an effect. To ensure rational operation of the EIS
finances, labor and management representatives should be recognized
as social partners whose agreement should be earned through fair and
reasonable discussions.

VII. Summary and Conclusions
The Korean EIS has come a long way in the past decade. Despite
the enormous challenge of massive unemployment brought on by the
1997 financial crisis, its financial operations remain remarkably healthy.
Now the concern is that it has too much stockpiled in its reserve,
which stands at KW 8.4486 trillion as of 2004. Some also raise the
need to ensure greater efficiency in the overall financial operation.
By design, the EIS works as an automatic stabilizer. Spending more
than it earns in down times and earning more than it spends in boom
times, the system helps keep the economy stable. And having a sufficient‒sized reserve is an absolute necessity in playing this role. But
too high a premium rate may actually press down labor demand by
raising non‒labor cost. And too large a reserve may invite calls to
increase benefit payouts or cut premium rates, or political pressure
to reallocate the fund. The last point of concern has been well illustrated by the experience in Canada and Germany, where programs
distinctly uncharacteristic of the EIS were nevertheless included under
the system out of political considerations. Taking a page out of their
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book, the lesson is that the EIS fund should be maintained at an appropriate level.
The current rate‒setting mechanism used in Korea makes rate alteration inherently rigid due to concerns that once having cut the rates,
it will not be easy to raise them back up. The current procedure also
lacks a clearly defined guideline on when or how to adjust the rates;
nor does it have a triggering mechanism with which a new set of
rates will automatically kick in to maintain the reserve at the optimum
level. These wants are likely to prolong the time required to design
policy responses to market changes, and undermine the EIS’ effectiveness as an automatic stabilizer. What is needed, therefore, is to establish a set of rate‒setting rules under the Employment Insurance Act
using which the rates may be adjusted flexibly.
If the EIS in other industrialized nations is in a mature stage, Korea’s
EIS is still in its developmental phase. To build on the accomplishments
of the past decade, toward greater success of the EIS, building a strong
framework is of the utmost importance. Greater investment is needed
in upgrading employment service and labor market infrastructure.
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