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Foreword

i

Foreword

Korea and Japan share several unique elements in their socioeconomic characteristics. Compared with other advanced capitalist
countries in Europe or North America, they have experienced, among
other things, state-led rapid economic growth, vertically integrated industrial structures dominated by large-scale enterprises, and the establishment of enterprise-based trade unions.
The two countries once again face similar phenomena—dubbed the
“society of disparities” (in Japan) or the “society of polarization” (in
Korea). A key factor embedded in this problem is the diversification of
employment types. The two countries had long maintained a stable order of labor markets centered on regular forms of employment. Since
the 1990s, however, non-regular forms of employment—such as service businesses, subcontracting, outsourcing, and temporary agency
work—have become widespread in both countries.
The issue of socioeconomic polarization caused by labor market
flexibility cannot be resolved through the conventional mechanisms of
industrial relations dominated by enterprise unions. A significant number of the working population with non-regular employment contracts
lack the access to fair working conditions that those with regular contracts enjoy. Given this reality, emphasis on anti-discrimination laws
alone is insufficient to tackle the pandemic structural inequalities in the
labor markets.
This was the main theme discussed during the 15th KLI–JILPT
Joint Workshop held on August 28, 2015 in Busan, Korea. The Joint
Workshop is an annual event organized to promote cooperation and to
exchange information between the Korea Labor Institute (KLI) and
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the Japan Institute for Labor Policy and Training (JILPT). These leading national institutes are devoted to offering research and policy suggestions for labor markets and industrial relations to support their respective governments.
The 2015 KLI–JILPT Joint Workshop was held with the central
theme “Growing Gaps in the Labor Markets and Policy Issues.”
Throughout the day, participants from both parties reviewed current
patterns of employment-type diversification and the resulting problems
of widening structural disparities in their respective labor markets.
They also discussed the increasing workload faced by workers in the
lower tiers of the labor market and ways to improve their deteriorating
working conditions.
It is time for us to reflect upon the desirable relationship between
the economy and society under the current circumstances, in which
industrial relations fail to govern the employment system in a way that
promotes social integration in the respective countries. It is also time to
ponder the ideal structure of labor unions if they are to fulfill their social functions properly.
This book is a collection of the presentations made during the 2015
KLI–JILPT Joint Workshop. I would like to express utmost appreciation to Dr. Kazuo Sugeno, President of the Japan Institute for Labor
Policy and Training, as well as to the researchers of the JILPT, for their
cooperation in publishing this book.

November 2016
Hanam Phang
President, Korea Labor Institute
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Chapter 1

The Contract Labor Problem in Japan:
Background and Actual Circumstances*
Keiichiro Hamaguchi

I. Historical Considerations and Recent Trends
1. Labor Supply Business as a Form of Labor Contracting
Factory labor during Japan‘s Meiji period was called the ―boss contracting system.‖ In actuality, it was a system in which employment and
contracting were intertwined.1 It was a world that could not be explained in terms of dichotomy. The boss who undertook work from a
factory owner and distributed it to factory workers under them were in
themselves factory workers employed by the factory owner. Under the
old Civil Code,2 the provision of labor at a scheduled cost was included in contracting, and contracting was not always limited to that for the
purpose of completing a job, as it is under the current Civil Code. This
concept survives in the current Commercial Code, Article 502 of
which states that ―a contract for work or labor‖ is a transaction regarded as commercial transaction when conducted as business.



1
2

This paper was presented at the 15th KLI-JILPT Joint Workshop on Growing Gaps in the Labor
Markets and Policy Issues, co-organized by the Korea Labor Institute (KLI) and the Japan
Institute for Labour Policy and Training (JILPT), in Busan, Korea on August 28, 2015.
Senior Research Director, Japan Institute for Labour Policy and Training (JILPT).
Ministry of Agriculture and Commerce, ―Shokko Jijo‖ (Situations of factory workers)
(1903).
The civil code that Frenchman Gustave Boissonade drafted based on the Napoleonic
Code.
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Around the time of the Russo-Japanese War, the labor management
system switched from indirect management to direct management,3 and
as it did, labor supply contractors that engaged purely in labor contracting expanded. This development began attracting attention as a
social problem in the 1920s4 and eventually led to the introduction of
a permit system into the labor supply business through the revised
Employment Placement Act of 1938.
3

2. The Contracting and Labor Supply System under Prewar
Worker Protection Laws
On the other hand, under the Factory Act and other worker protection laws, the workers who are supplied by such labor supply contractors were recognized as workers under the responsibility of the receiving business owners.
A circulation regarding application of the Factory Act clearly placed
employer‘s responsibility on the ―industrialist‖ (factory owner), stating
―As long as the nature of a job of a person who works at a factory is
that of the job of a factory worker, such person shall be treated in exactly the same way as a factory worker employed by the industrialist
when an employment relationship is established directly between such
person and the industrialist or an intermediate including but not limited
to a factory worker supply contractor and a business contractor exists.‖5
Additionally a commentary6 written by an officer in charge of the
Factory Act‘s enactment presents the following problem: ―In the event
that Industrialist A hires and causes Industrialist B to undertake an operation inside Industrialist A's factory, the question arises as to whether
3
4

5
6

Tsutomu Hyodo. ―Nihon ni okeru Roshi Kankei no Tenkai (the development of labor-management relations in Japan). Tokyo University Press (1971).
Rodo Jijo Chosasho (ed.). ―Rinjiko Mondai no Kenkyu‖ (a study of the temporary worker
problem‖ (1935); Tokyo Chiho Shokugyo Shokai Jimukyoku. ―Romu Kyokyu Ukeoigyo ni
tai-suru Tokyoku Iken‖ (our view of labor supply contracting businesses) (1935).
Shokyoku No. 1274 of 1916.
Minoru Oka. ―Kojohoron‖ (a discussion of the Factory Act). Yuhikaku (1913).
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Workman C, whom Industrialist B brings in, should be recognized as a
factory worker of Industrialist A or of Industrialist B.‖ The commentary then addresses this problem by stating ―Irrespective of whether or
not there is an employment relationship between Industrialist A and
Factory Worker C, Factory Worker C must be recognized as a factory
worker of Industrialist A as long as Factory Worker C is engaged in the
main operation of or any other operation relating to Industrialist A's
factory inside said factory.‖ This same interpretation is found in successive circulations.7
Moreover, for outdoor industries such as construction, responsibility
for workers‘ compensation (responsibility for workers‘ accident compensation) rested with the prime contractor even with the enactment
of the Workers‘ Compensation Act in 1931. This stipulation remained
after World War II and continues to be applied to the construction industry as Article 87 of the Labor Standards Act.
3. The Employment Security Act and Four Contracting
Requirements
Following its defeat in World War II, Japan was ruled by the General
Headquarter of the Allied Forces (GHQ). Under the GHQ‘s occupation policies, the democratization of labor was positioned as a priority
issue, and the development of sound labor organizations and the abolition of undemocratic labor practices were major components of this
aim. Within this context, labor supply businesses that did business
based on a feudalistic ranking of positions were termed ―labor bosses‖
and viewed with particular scorn. The Employment Security Act that
was enacted in November of 1947 established extremely strict regulations concerning the labor supply business. The law established that
―no person shall carry out a labor supply business, except in cases pro7

Shokyoku No. 170 of 1917; Shokyoku No. 11955 of 1917; Rohatsu No. 13 of 1927; Rohatsu No. 22 of 1928; Rohatsu No. 613 of 1932.

6

Widening Disparities in the Korean and Japanese Labor Markets

vided for in the following Article (= a labor union has obtained a license)‖ (Article 44). However, even this did not go far enough, as the
GHQ also issued a strict order prohibiting work based on the supply
of labor, even if the form of the contract is a business contract, as a
labor supply business.8
Consequently, the Ordinance for the Enforcement of the Employment Security Act (Article 4) was revised in February of 1948. With
this revision, a business (person) would be deemed a labor supply
business, even if the form of contract is a business contract, and prohibited if it did not meet all of the following four conditions: (1) The
person assumes all responsibilities and liabilities, both financially and
legally as a business provider, for the completion of the work. (2) The
person gives directions to and provides supervision of the workers engaged in the work. (3) The person owes all obligations provided by any
Act as the employer to the workers engaged in the work. (4) The work
performed is not merely to provide physical labor, but to use the machinery, equipment or devices (excluding simple tools necessary for the
work) or any material necessary for the work, provided by the person,
or provide work requiring specialized planning or skill. Additionally, the
Employment Security Act was revised in June of the same year based
on a directive from the GHQ to prohibit not only the supply of workers but also the receipt of supplied workers.
When the Occupation ended, a move toward relaxing the four contracting requirements began. In terms of wording, this move simply
involved changing Article 4 of the Ordinance from ―specialized planning or skill‖ to ―planning or other work requiring specialized skill or
experience‖ in February 1952. However, as a result, interpretation of
this condition was broadened considerably. At the same time, it was
decided to abolish all of the industrial certification standards that had
been used theretofore in line with this wording and to not prepare new
8

Yasutsuna Nakashima. ―Shokugyo Antei Gyosei-shi‖ (a history of employment security
administration). Koyo Mondai Kenkyukai (1988).
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standards. A response to an inquiry concerning this matter9 stated the
following: ―Recently, there has been a frequent trend in which establishments that implemented the direct employment system later dismiss
directly employed workers and place orders with businesses to take on
the relevant work. The contracted work occurring here is legally recognized and employment security bodies have no business interfering
with it.‖ As this demonstrates, outsourcing of work was progressing at
a rapid rate again during this period, and the workers of in-house subcontractors become known as shagaiko (dispatched workers under subcontract).
4. Elimination of “Contracting” from Labor Laws and the
Worker Dispatching Act
However, looking at this situation from a different perspective, it can
be said that while postwar legal policy prohibited labor supply businesses (including those that masquerading as contracting), it completely
exempted contracting that was recognized as not being labor supply
business from labor law regulation. As opposed to the view that factory
workers were employees of factory owners ―[even when an] intermediate including but not limited to a factory worker supply contractor and
a business contractor exists‖ at the time of the Factory Act, workers
hired through business contracting that was not labor supply business
fell off the radar. Because ―contracting‖ in the broad sense based on
the Commerce Act, which includes conventional labor supply contracting, became mixed with ―contracting‖ in the narrow sense based
on the current Civil Code, which does not contain this conventional
labor supply contracting, the postwar legal system took on an ―either-or‖
nature that focused whether an undertaking was labor supply business
or contracting. Thus, the responsibility of the receiving side in labor
supply businesses, which should have been prohibited, became murky.
9

Shokuhatsu No. 502 of 1952.
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When the Worker Dispatching Act was enacted in 1985, a type of
labor supply called ―worker dispatching‖ was extracted from labor supply business, which had been completely prohibited under the law until
that point, and allowed. At this time, a ―notification establishing standards for distinction between worker dispatching and undertakings executed based on contracting‖10 was also established to continue and
further enhance the four conditions of Article 4 of the Ordinance for
the Enforcement of the Employment Security Act. This title establishes a clear conceptual dichotomy: if an undertaking is worker dispatching, then it is not contracting; if an undertaking is contracting, then it is
not worker dispatching. Thus, although factory workers were employees of factory owners ―[even when an] intermediate including but not
limited to a factory worker supply contractor and a business contractor
exists‖ under the prewar Factory Law, what emerged under the worker
dispatching system was a framework whereby the owners of places of
employment bore absolutely no responsibility so long as it was recognized that their business was based on contracting rather than worker
dispatching.
5. Handling of Contracting in Labor Standards Act Policy
It should be noted that it is only Article 87 of the Labor Standards
Act—which places responsibility for the workers‘ accident compensation of subcontracted workers in the construction industry on the
prime contractor—that carries on the prewar Workers‘ Compensation
Act. Interestingly, according to the Ministry of Health, Labour and
Welfare, this is because even now ―in actuality, within the multilayered
contracting that exists in the construction industry, prime contractors
ordinarily provide order and supervision to workers of subcontracting
businesses‖ and ―it is valid from the standpoint of worker protection
not to be needlessly restrained by the Civil Code‘s concept of work
10

Ministry of Labour notice No. 37 of 1986.
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contracts and to think of prime contractors as employers rather than
subcontractors, as subcontractors cannot fully provide compensation
due to a lack of resources.‖11
In this way, a unique form of subcontracting called ―labor subcontracting‖ survives in the construction industry, 12 and the industry‘s
workers‘ compensation law that is based on it remain unchanged. Although the law looks peculiar when viewed in terms of the postwar
employment security legislation, as has been mentioned previously,
prewar worker protection laws were established based on the thinking
within it. Indeed, thinking that has existed since the Factory Act lives
on in very unique construction labor legislation.
This point is also reflected in the industrial health and safety laws,
which stand in contrast with workers‘ compensation laws. The Industrial Injury Prevention Organization Act of 1964 stipulated the obligations of principal employers in such areas as appointment of supervisors, establishment of consulting organizations, coordination among
work activities, and safety patrols in projects undertaken in multilayered
subcontracting relationships (construction and shipbuilding). It also
requires ordering parties to prevent occupational accidents. The Industrial Safety and Health Act of 1972 continued this approach and stipulated the appointment of general health and safety officers by principal
employers. The scope of these laws was later expanded to all areas of
manufacturing when the Industrial Safety and Health Act was revised
in 2005. In other words, it obligates principal employers in manufacturing and other industries to take necessary measures, such as coordination among work activities and unification of signals, to prevent in11

12

Labour Standards Bureau, Ministry of Health, Labour and Welfare. ―Rodoho Konmentaru:
Kaitei Shinpan Rodo Kijun-ho (Ge)‖ (commentary on labor law; the revised new Labor
Standards Act [second volume]). Roumugyousei (2005).
Takeyoshi Kawashima. ―Doken Koji no tame no Romu Kyokyugyo: Sono Jittai to
Kaikaku‖ (labor supply businesses for civil engineering and construction: actual circumstances and reform) (―Chosakushu‖ [collection] Vol. 1); Akira Takanashi. ―Kensetsu
Sangyo no Roshi Kankei to Rodo Shijo‖ (labor relations and the labor market in the construction industry) (―Tenkanki no Koyoseisaku‖ [employment policy at a turning point].
Toyo Keizai Shinposha [1982]).
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dustrial accidents that occur when different operations take place together. It also requires ordering parties that offer separate contracts to
appoint a single individual to execute these measures.
The report of an ―Study committee on future industrial health and
safety measures‖ (August 2004), which was the body that suggested the
above-mentioned revision, noted with regard to recognition of current
circumstances that there are concerns about growing risk in manufacturing when workers under different chains of command work together in the same place as a result of increased use of business contracting
and other forms of outsourcing. The report further stated that when
principal employers and contractors work together at the same worksite,
they must engage in unified management that provides integrated
health and safety management (through liaison and coordination, etc.)
for workers who work at the same sites. Given the contractual relationship between the principal employers and contractors, such management should be led by principal employers. Particularly in the case
of manufacturing, principal employers must build a closer collaborative
relationship with contractors and execute countermeasures to prevent
industrial accidents. With the revision, a framework emerged whereby
certain responsibilities are charged based on the Industrial Safety and
Health Act, regardless of whether the system in question is contracting
or worker dispatching, with the execution of certain measures concerning in-house contracting in the manufacturing industry. Although
the framework covers only certain areas, it is a step closer to what existed at the time of the Factory Act.
Conversely, while businesses that accept in-house contracting must
not order and supervise contract workers under employment security
legislation, they are responsible for health and safety management that
includes contract workers under labor standards legislation.
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6. Expansion of Contracting of Manufacturing Work and its
Emergence as a Social Problem
One factor behind the above-mentioned revision of the Industrial
Safety and Health Act in 2005 was the rapidly expanding use of business contracting in electronics and machinery business sites from the
mid-1990s. Takuma Kimura lists as contributing factors here strict
belt-tightening, lower labor costs, and, in particular, application of the
variable costs approach for personnel expenses that became necessary
with the arrival of the age of global competition and effects of the
Heisei Recession.13 Although personnel costs for directly employed
non-regular employees are classified as fixed expenses, the costs of
temporary employees and contracted employees are considered outsourcing costs and thus classified as variable expenses. Accordingly, using the latter makes it possible to hold down fixed expenses in earnings
statements and improve the look of the company‘s financial strength.
According to companies interviewed in a survey by the Research Institute for Advancement of Living Standards (RENGO-RIALS) to be
described in more detail later, many companies stated that they began
using contracting in the mid-1990s. Because manufacturing-related dispatching was prohibited at the time, companies wishing to use outside
labor were forced to do so in the form of business contracts. Manufacturing-related dispatches subsequently became permitted in 2003.
However, contracting continued to be used in many cases, as it was not
subjected to various regulations required by the Worker Dispatching
Act.
The earliest to investigate actual circumstances surrounding the use
of contracting of manufacturing work was the Japanese Electrical
Electronic & Information Union. A series by Kazuhiko Nakao called
―Seizo Gyomu Ukeoigyo no Seisei-Hatten Katei to Jigyo no Gaiyo‖
13

Takuma Kimura. ―Seizo Gyomu Ukeoigyo no Keiei Kanri‖ (business management of
contracting of manufacturing work) (―Jissho Kenkyu: Nihon no Jinzai Bijinesu‖ [an experimental study: Japan‘s human resources business]. Nikkei Publishing [2010]).
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(the process of formation and development of manufacturing business
contractors and business outline) that appeared in the Denki Soken Report in 2003 (April to July) provided a pioneering look at this topic. It
presented profiles of representative contractors, a look at the size of
the business contracting market, dates and background information
behind contracting companies‘ entry into the market, and factors behind the growth of contracting from automobiles to electronics. On
the mass media side, Weekly Toyo Keizai published an article titled
―Igyou no Teikoku ‗Kurisutaru‘ no Jitsuzo‖ (the true picture of the
deformed empire ―Crystal‖; written by Naoki Kazama) in February of
the same year that generated news because it led Crystal to file a defamation lawsuit (the lawsuit was later withdrawn).14
The organization that first shone the spotlight on contracting of
manufacturing work as a social problem was the Asahi Shimbun newspaper. The newspaper launched a major campaign against this issue
with an article titled ―Giso Ukeoi, Seizo Ote de Oko‖ (fake subcontracting is widespread among major manufacturers) on July 31, 2006.15
Through this campaign, Canon, the home company of Fujio Mitarai,
who was the chairman of Keidanren at the time, and Matsushita Electric Industrial Company (currently Panasonic), which is one of Japan‘s
leading electronics manufacturers, received particular denunciation for
using large numbers of contract workers. As a result, the term giso ukeoi
(fake subcontracting) gained household familiarity and even came to be
used in government. Looking back at that time from the present day, it
seems that the main motivation for the campaign was more about using
young people in such employment formats as contracting and dispatch
in itself than it was about ―fake subcontracting‖ in its literal sense—i.e.,
that ―disguising employment as contracting (even though it is actually
worker dispatching) is outrageous (and therefore companies must rec14
15

Naoki Kazama. ―Koyo Yukai‖ (employment fusion). Toyo Keizai Shinposha (2007).
Special reporting team of the Asahi Shimbun. ―Giso Ukeoi‖ (fake subcontracting). Asahi
Shinsho (2007).
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ognize it as actual worker dispatching!).‖ Precisely around that time, the
issue of the ―stratified society‖ was the topic of spirited debate
throughout Japanese society, and an NHK program titled ―Wakingu
Pua: Hataraitemo Hataraitemo Yutaka ni Narenai‖ (the ―working poor‖:
affluence is never achieved no matter how much one works) that was
broadcast in July 2006 created quite a stir.
Although its definition of the problem of ―fake subcontracting‖
seemed to have deviated slightly from the spirit of the times from which
the term arose, the government‘s labor administration promptly responded by moving to reinforce supervision and guidance based on a
circulation titled ―Giso Ukeoi no Kaisho ni Muketa Tomen no Torikumi
ni tsuite‖ (regarding near-term initiatives toward ending fake subcontracting) (No. 0904001 of September 4, 2006; Shokuhatsu 0904001).
7. Policy of Correcting Contracting of Manufacturing Work
The Employment Security Bureau launched a ―Study committee on
correcting contracting in the manufacturing industry and improvement
of employment management‖ (chairman: Yasuo Suwa) comprised of
experts in October 2006. The committee released its report in June of
2007, the following year. With regard to contract workers in the manufacturing industry, the report noted that employment management is
not always sufficient in terms of labor conditions (such as employment
contracts that are short and repeated), treatment, and other matters. It
stated that such workers do not acquire technologies or skills and that
labor-related laws and regulations are not thoroughly applied to them.
It added that improving such circumstances would be an effective
means of allowing contract workers to effectively demonstrate their
abilities through present and future career activities and, by extension,
lead to the development of human resources that will support Japan‘s
manufacturing. The report also presented separate guidelines and
checklists for contractor employers and ordering parties.
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The Ministry of Health, Labour and Welfare immediately provided
notice of these points (No. 0629001 of June 29, 2007; Shokuhatsu No.
0629001; Nohatsu No. 0629001 ―Seizogyo no Ukeoi Jigyo no Koyo
Kanri no Kaizen oyobi Tekiseika no Sokushin ni Muketa Torikumi ni
tsuite‖ [regarding initiatives to promote improvement and correction
of employment management in contracting in the manufacturing industry]) and initiated efforts to make them well known. It can be said
that this revealed a policy oriented toward the healthy development of
appropriate contracting and void of excessive hostility to it.
Based on this, ―projects for improving work contracting practices
and employment management‖ were launched as a program commissioned by MHLW in FY2007. A ―system for certifying businesses that
engage in excellent and appropriate contracting of manufacturing‖ was
subsequently set up as part of this program in FY2009 to serve as a
framework for certifying those businesses that can appropriately manage contracting. More than ten companies are certified under this system each year.
8. The Japan Production Skill Labor Association
The industrial organization for contracting of manufacturing that
was commissioned by MHLW to execute the above-mentioned projects
for improving work contracting practices and employment management is the Japan Production Skill Labor Association (JSLA). JSLA was
launched in 1989 as the Japan In-House Contacting Committee. It
changed its name to the Japan In-House Contracting Association in
1994 before being established as the Japan Production Skill Labor Association in 2000. Over the course of its history, it has served as the
recipient of measures implemented by MHLW.
In April 2010, JSLA and Rengo, a trade union national center, issued
a ―Joint Declaration for Improving the Treatment of Dispatched
Workers and Contract Workers and for Promoting the Proper and
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Sound Operation of Dispatch Businesses and Contracting Businesses‖
The main points of this joint declaration are as follows.
■ JSLA will:
▪ Ensure thorough compliance with labor laws and regulations among
member companies (by periodically holding courses and seminars,
etc.);
▪ Make efforts to secure employment opportunities for dispatched
workers when their employment terminates in their workplace in
member companies; and
▪ Examine the creation of pay raise and promotion systems that correspond to job and experience.
■ Rengo (and trade unions in firms hiring dispatched workers) will:
▪ Hold labor-management consultations concerning compliance with
laws and regulations and application of social and industrial insurance
when companies accept dispatched workers;
▪ Promote inspection activities for dispatch charges (toward guaranteeing a wage level not lower than statutory minimum wages, payment of employment insurance premiums, payment of commuting
expenses, etc.); and
▪ Conduct inspections of working conditions at work places, hold labor-management consultations on improvements, promote use of
welfare facilities at workplaces, and ensure proxy services for medical
checks.
■ JSLA and Rengo will:
▪ Examine the placement of tighter requirements for business licensing
and tightening of regulations for penalties, with a view to excluding
crooked and abusive operators;
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▪ Examine measures to promote the career development and improve
the welfare of dispatched and contract workers;
▪ Examine policy challenges in promoting fair and equal treatment
between dispatched workers and those who are directly employed by
user firms; and
▪ Examine the ideal fair business environment so that business owners
that grapple with legal compliance do not fall behind in the face of
competition.

9. The 2012 Revision of the Worker Dispatching Act
After fake subcontracting became an issue in 2006, the public‘s interest shifted to other matters, such as the rightness or wrongness of
day worker dispatches and the rightness or wrongness of dispatches in
manufacturing. Particularly noteworthy here is the setting up of a
―New Year‘s dispatch village‖ in Hibiya Park at the end of 2008. Tents
and daily goods were supplied, meals were provided, and consultations
on daily life-related issues were provided. The event resulted in louder
demands for strengthening of worker dispatching regulations. Moreover, in September of 2009, there was a change in government administration from the long-ruling LDP-Komeito government to a government led by the DPJ, SDP, and People‘s New Party. This brought a
major shift in focus toward worker dispatching regulations.
A bill to reform the Worker Dispatching Act that was put before the
Diet in April 2010 prohibited in principle manufacturing dispatches and
registration dispatches. It also included a stipulation that if a user company engages in an illegal dispatch, it will be considered that the user
company has offered the concerned worker an employment contract.
Of these two components, an agreement was reached with the opposition parties of the time (the LDP and Komeito) to scrap the first one,
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leaving the stipulation concerning the offering of labor contracts. The
law was ultimately passed by the Diet in March 2012.
Illegal dispatches that fall under this stipulation (consideration of
offer of employment contract) are receiving worker dispatching services for prohibited categories of work, receiving worker dispatches
from unlicensed or unregistered dispatching business operators, receiving worker dispatching services that exceed restrictions on time period, and finally ―receiving worker dispatching services by concluding
worker dispatch contracts under the pretext of contracting or other
activity other than worker dispatch and not setting (items normally
provided in worker dispatch contracts) in order to evade the application
of the provisions of this law.‖ It is this last item that refers to ―consideration of an illegal dispatch as offer of an employment contract‖ as a
sanction against fake subcontracting.
The Ministry of Health, Labour and Welfare presented a draft of a
circulation concerning its interpretation of this stipulation to an April
2015 meeting of the Panel on the Labour Supply and Demand System
of the Labour Policy Council‘s Employment Security Subcommittee.
Given that ―in order to evade the application of the provisions,‖ a subjective condition, is clearly mentioned as a requirement in the
above-mentioned law, the draft states that ―‗for the purpose of fake
contracting‘ cannot be deduced solely from the issuance of orders and
instructions that result in a state of fake subcontracting.‖

II. Outline of the 2007 RENGO-RIALS Survey
0. The 2007 RENGO-RIALS Survey
As was mentioned above, contracting of manufacturing work attracted considerable interest in Japan in 2006 and 2007 and emerged as
a social issue. Given these circumstances, the Research Institute for
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Advancement of Living Standards (RENGO-RIALS), an affiliate organization of Rengo, a trade union national center, conducted an ―investigative study on labor-management issues concerning contracting
and other activities involving external human resources‖ from July of
2006 to March of 2007, the following year. It released its study report
in March 2007.
As a professor at the National Graduate Institute for Policy Studies
at that time, the author (Hamaguchi) participated in this study group
and conducted interviews with a number of companies. A total of 11
companies were interviewed. Specifically, they were Company A, a
general consumer electronics manufacturer; Company B, a general
consumer electronics manufacturer; Company C, a general air-conditioning equipment manufacturer; Company D, an information equipment manufacturer; Company E, a transport equipment manufacturer;
Company F, a transport equipment manufacturer and marketer; Company G, a valve manufacturer; Company H, a company that does business in measuring equipment; Company I, an automobile parts manufacturer; Company J, an electric power company; and Company K, a
general iron and steel company.
The following presents a brief overview of contracting in those
companies as it appeared at that time.
1. Company A (General Consumer Electronics Manufacturer),
B Business Division (Mobile Telephones)
Regular employees: Approx. 1,000
Dispatched workers: Approx. 300
In-house contract workers (manufacturing): Approx. 300
In-house contract workers (technology): Approx. 1,000
Company A began using outside workers in 1995, when it launched
its new mobile telephone devices business. Its reasons for using them
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were that they allowed the company to respond flexibly to fluctuations
in production and that their high productivity produced cost advantages. When contracting and dispatching are combined, it has contracts with some 70 companies. The number of its contract partners
tends to grow with the advent of new business, as its development operations, in particular, demand certain specifications in terms of development ability and language ability, and it cannot obtain the human resources it needs from its existing partners (it has only one contract
partner in manufacturing).
The company uses the cell production system in its manufacturing
department. A single mobile telephone is assembled in a process divided among four or five people. The product cycle is short, and early
startup is required when model changes are made. Consequently, prototypes are handled by regular employees only, and startup proceeds
based on dialogue between the development and manufacturing sides.
The mass production line is comprised of base lines (1-2) operated by
regular employees and fluctuating lines (0-3) operated by a contracted
company. All make the same model. Women in their forties make up
most of the regular employees on the mass production line, while men
in their twenties and thirties make up most of the contracted employees. A problem is that skills cannot be passed on to regular employees.
According to the union, the hiring of new high-school graduates in
the manufacturing department ended in the early 1990s, and as a result
the company increased its use of contracted employees to overcome
labor shortages. Additionally, because the product cycle shortened
when digital devices began making up the majority of the company‘s
manufactured products, the amount of work fluctuated greatly, and the
company was forced to rely on outside labor to handle work during
peak periods. Those currently serving as prototype leaders have past
experienced handling assembly on the mass production line. Many of
them are in their forties, and there is a shortage of people to take their
place in the future. The company brought back recruiting for the man-
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ufacturing department three or four years ago (2002-03). However, the
difference in age between new workers and their seniors makes communication difficult.
As for development, the staff cannot keep up with rapid technical
advancements with internal resources alone. Although the company
regularly recruits regular employees, the number of outside workers is
increasing rapidly at a faster rate. Operations have become compartmentalized, as special and highly advanced technologies as well as bug
squashing and other routine work are entrusted to contracted companies, and regular employees take charge of process management that
links the two sides. There were few people who could handle the entire
process on their own.
There is a special section (C section) established within B business
division that is in charge of handling outside workers. This section pays
attention to compliance-related issues. As for health and safety management, the company holds monthly health and safety officers‘ meetings in which persons in charge from contracted companies participate,
and holds safety workshops for contracting leaders.
2. Company B (General Consumer Electronics Manufacturer),
C Business Division (Mobile Telephones, PHS)
Number of people working in line operations:
Regular employees: Approx. 140
Non-regular employees (part-time workers): Approx. 10
Dispatched employees: 0
Contracted employees: Approx. 400
Company B began using contracting in 1996. Its purpose was to respond to expanding production. When it produced acoustic products
in the past, regular employees handled in-house line operations, and
subcontractors took on some processes outside. When it switched its
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focus to production of mobile telephones, it established a system for
completing production in its factories; however, it used contracted
companies to supplement its operations there. In a subsequent move to
beat its competitors, it moved its regular employees to a pilot line that
launched new products and entrusted all aspects of product production
to contracted companies that delivered cost advantages. As for passing
on the skills of regular employees, regular employees are charged with
more advanced operations—namely, test production and assembly of
new products on the pilot line—and the company feels that skill and
technical levels are being maintained in this way.
When use of contracting began in 1996, union members accepted
the arrival of this new system and its subsequent expansion relatively
calmly, and no complaints, feelings of crisis, or concerns were manifested. The union insisted that not all production lines should be shifted to outside contractors, and it later confirmed the company‘s intention to keep a line in operation by regular employees. Thus, the expanded use of contracting did not lead to employment concerns
among regular employees.
At the time that use of contracting began, union members asked
about the degree to which they could give instructions to supervisors
of the contracted companies. The response excessively emphasized
that ―regular employees must not speak directly to contracted employees.‖ This created an atmosphere in which regular employees avoided
contracted employees. However, because measures such as separation
of areas were taken, the situation is now improved.
3. Company C (General Air-conditioning Equipment Manufacturer), D Factory
Number of people working in line operations:
Regular employees: Fewer than 300
Non-regular employees (temporary employees): Fewer than 100
Dispatched/contracted employees: Between 900 and 1,100
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Company C began using contracting more than 10 years ago (prior
to 1996). Before that, regular employees and temporary employees
(around 35) operated the line. However, because Company C agreed in
a labor-management agreement to limit the number of temporary employees to no more than one-third the number of regular employees, it
began using contractors to meet additional personnel requirements
when production increased. Production of household air-conditioning
equipment has great seasonal fluctuations, and thus the number of
people working on the line also fluctuates greatly over the course of a
year. Factory D has a large production line that is divided into a line
that demands advanced technologies and skills and for which mastering
those technologies and skills takes time, and a line that, while having
great seasonal production fluctuations, handles a large amount of base
production and on which products are fairly uniform. Contracted employees work on the latter line.
To improve the retention rate for contracted employees, Company C
holds events; works to improve employee treatment (by approaching
contractors); provides joint education for leaders, sub-leaders, and assistant operators; and runs a suggestion system.
The union understands that if the company were to attempt to meet
its production requirements with regular employees alone, it would not
be able to maintain its production bases in Japan. It believes that securing cost competitiveness by expanding the use of outside personnel
in line operations was essential to the company‘s effort to ride out recent changes in the business environment. It also believes that wages
and treatment must be improved so that contracted employees can
work with optimism for the future, and it is considering setting the existence of a union in the contractor, wage levels, and other factors as
terms of business in the selection of contractors.

The Contract Labor Problem in Japan: Background and Actual Circumstances

23

4. Company D (Information Equipment Manufacturer), E Office
Regular employees: Approx. 900
Contracted employees: 200
Dispatched employees: 100
Company D began using contracting and dispatching more than ten
years ago (prior to 1996). Its original purpose was to obtain technologies it did not possess from outside companies. Many of its 200 contracted employees work in development-related sections. The company‘s business fields are extremely specialized and the individual needs
of each relevant development section vary, making it impossible to
manage everything as a whole. Because it only engages in contracting, it
orders software development, for example, and then concludes basic
contracts and individual contracts. Company D expects its software
development man-hours to continue increasing into the future, and
therefore it will have no choice but to increase the amount of work that
it outsources to contractors and dispatching companies. While it is easier to have regular employees handle all technologies, some technologies quickly become obsolete. Thus, the company sends technologies
that have become generally applicable to contracted or dispatched employees.
5. Company E (Transport Equipment Manufacturer), Manufacturing Department
Regular employees: 94%
Non-regular employees: 1%
Dispatched employees: 5%
Contracted employees: 0%
Company E traditionally used fixed-term temporary workers but
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began using contracted employees in 1997. It switched in response to
problems associated with labor costs and to production fluctuations. It
determined that, given that there was a swing in sales and production
volume of 2 to 2.5 times between the low month and peak month,
there was a limit to the degree of flexibility that direct employment
could provide. Additionally, although it once responded to fluctuations
with product inventories, in the mid-1990s, it shifted its policy to one
of reducing inventories and responding flexibly. When the Worker
Dispatching Act was revised in 2004, the company switched from using
contracted employees to dispatched employees. The reasons behind
this decision were that it was difficult to directly supervise contracted
employees in technical areas and that it became necessary to address
the advent of lines in which regular and outside employees worked together.
The factory is arranged into three or four ―teams‖ based on one
―system.‖ Within a ―team‖ are two or three elementary-level processes.
Outside personnel handle these initial processes. During the off-period,
the number of team members is reduced by cutting back on outside
personnel. The elementary-level processes are then handled by
mid-level and advanced-level directly employed personnel only. The
company uses this arrangement to respond to fluctuations in sales and
production.
The union sees the increase in outside personnel as a problem in
terms of maintaining and improving its organizational strength. However, it understands that it also must consider the company‘s profitability and competitiveness. Key concepts (management indices) in labor-management consultations that concern outside personnel are that
the ―K ratio‖ (percentage of regular employees within all labor invested
in production processes) must be maintained at 70% and the ―FL ratio‖
(the percentage of time in which supervisors are engaged in line operations) must not surpass 30%.
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6. Company F (Transport Equipment Manufacturer and Marketer), G Office
Regular employees: Approx. 5,000
Fixed-term employees: Approx. 1,300
Dispatched employees: Approx. 50
Contracted employees: Approx. 150
Company F uses absolutely no contracting in its manufacturing. The
contracting it does use is for shipping of completed vehicles, transport
of parts (between the truck yard and factories), operation of welfare
facilities (cafeterias, dormitories and housing, etc.), cleaning, gardening,
and other operations. Company F does not use contracting and dispatching in its manufacturing because, if it were to use outside workers,
it would need to ensure that they take orders and instructions from experienced regular employees and participate in mutual communication,
particularly given the high degree of safety required due to the special
nature of parts. Although using outside workers may be cheaper, the
company maintains a management policy of placing the highest priority
on quality. As a rule, it has regular employees handle areas that form
the base of its production activities and fixed-term employees handle
fluctuating areas, thus serving as a kind of buffer.
The union does not deny that use of fixed-term employees is a way
of responding to production fluctuations and thus helps maintain the
employment of union members. In principle, the use of outside employees is built on use of directly employed fixed-term employees.
Dispatched employees are used in some establishments in regions
where recruiting fixed-term employees is difficult; however, they are
replaced when the necessary number of fixed-term employees is obtained.
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7. Company G (Valve Manufacturer)
Employees: 190
Dispatch: 15 (general: 11; manufacturing [specific]: 4)
Contracting: 13 (nurse: 1; manufacturing: 6; technical: 6)
Almost all dispatched and contracted employees come from Company H, which is a member of the same corporate group. In manufacturing, contracting is used in abrasion work, which is hard work that
regular employees do not wish to do. The necessary skills can be acquired in three to six months. On the technology side, contracting is
used in drafting, modeling, and part extraction. The necessary skills are
acquired in about five years. Because dispatched and contracted employees come from Company H, the same people stay on the job
without replacement.
At one time, the union was basically opposed to the use of outside
workers. However, faced with a downturn in Japan‘s economy, it led the
launch of a project designed to reinvigorate the company at the end of
the 1970s. It came to accept the need to utilize outside workers in order
to respond to fluctuating demand while protecting and passing on
technical know-how and skills among employees. Although the union
believes that using dispatched and contracted employees is unavoidable,
the fact that most of those employees come from Company H, a group
company, produces large disparities in terms of labor conditions in the
parent company-subsidiary relationship. The union feels that the
long-term continuation of this situation is undesirable and believes a
shift outside the group is appropriate.
8. Company H (Company That Does Business in Measuring
Equipment), Headquarters Factory
Number of employees working in line operations:
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Regular employees: 85
Non-regular employees: 29
Dispatched employees: 75
Contracted employees: 3
Company H began using contracting in 1998. Because orders for its
main product, water meters, are determined through a bidding process,
the amount of work fluctuates greatly depending on the season. The
difference between the peak time and off-peak time can be as much as
three times. Consequently, the company must handle its personnel assignments flexibly and astutely. It therefore decided to move to
full-scale utilization of contracted workers in order to achieve variability in payroll costs. Subsequently, in 2006, the company officially
switched to the use of dispatching in its manufacturing. The remaining
contracting is in the form of in-house subcontracting (coating work) by
a subcontractor.
Although the company has instructed that processes and work requiring the passing on of skills should not be handled by dispatched
workers, there are cases in some worksites where work that should be
handled by regular employees is instead being handled by highly qualified dispatched workers.
9. Company I (Automobile Parts Manufacturer)
Number. of employees in manufacturing:
Regular employees: Approx. 1,000
Fixed-term employees: Approx. 60
Dispatched employees: Approx. 280
(In-house contracted employees [packing, shipping]: Approx. 30)
Company I began using contracted employees when it had difficulty
getting the number of production workers it needed locally from the
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mid-1980s. The number of contracted workers it used further increased when, in the mid-1990s, it temporarily ceased its hiring of new
regular employees and used contracted employees to make up for natural staff losses. It switched from contracted employees to dispatched
employees in 2004, when the Worker Dispatching Act was revised. It
switched to dispatched employees due to the need to give direct orders
and instructions to workers for the purposes of product quality and
operational management. Company I later restarted its hiring of regular
employees, and as a result dispatched employees are gradually being
replaced with regular employees. The work of dispatched employees is
limited to work that supplements the work of regular employees. It is
mostly relatively simple and repetitive work that can be mastered in a
week. Individuals are not required to possess particular skills or experience. Given that production fluctuates within a range of about 20%,
the company intends to keep the maximum percentage of dispatched
employees on its staff at around 25%.
10. Company J (Electric Power Company), K Nuclear Power Plant
Regular employees: 500
Dispatched employees: 10
Contracted employees (permanently stationed only): 1,500
Contracted employees (during regular inspections only): 1,500
The prime contractor is a heavy electric machinery manufacturer. It
uses affiliated companies and local companies, and does not use
so-called specialized contracting companies. It utilizes a multilayered
subcontracting structure that is tailored to specialized capabilities. The
union has valued contracted workers as colleagues in nuclear power
ever since the plant was launched. For this reason, it strives to create
opportunities for communication with them through gatherings with
concerned labor unions and other venues.
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11. Company K (General Iron and Steel Company), L Steelworks
Number of employees working in line operations:
Regular employees: Approx. 2,100
Non-regular employees: Approx. 80
Dispatched employees: 0
Contracted employees: Approx. 2,400
Company K has a long history of using contracting in its iron and
steel manufacturing. When labor supply businesses were prohibited by
the Employment Security Act of 1947, it directly managed all aspects
of simple labor supply-based outsourcing. It later expanded its use of
outsourcing when requirements for contracting were relaxed with the
revision of the act‘s enforcement ordinance in 1952. Beginning in the
mid-1960s, it switched its outsourcing format from one based on simple and partial labor supply to a bundled type that included technologies and facilities. Today, Company K‘s main objective in using outsourcing is to achieve greater business efficiency by effectively splitting
up work based on the special characteristics that it and its individual
subcontractors possess. It does not engage in outsourcing that is focused solely on differences in unit labor costs. It should be noted that a
council of labor unions that organize subcontractors‘ employees has
been established, and that Company K‘s union takes the unwavering
position that the employees of subcontractors are partners and sees
recruitment in subcontractors as a common issue.
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Chapter 2

Can Limited Regular Employment
Systems Resolve Employment
Disparity in Japan?
Koji Takahashi

I. Introduction
The objective of this article is to investigate whether Japanese companies‘ systems of ―limited occupation regular employment,‖ and ―limited work-location regular employment,‖ are functioning to mitigate the
stark disparities between regular and non-regular employees in the Japanese labor force.
In Japan there has been an explosion in the number of non-regular
employees (a comprehensive term for part-time, temporary, dispatched,
contract, entrusted, and any other workers outside of regular employment) in recent years.1 According to the Ministry of Internal Affairs
and Communications (MIC) Labour Force Survey, among non-executive corporate employees, the percentage accounted for by non-regular
employees in the categories of ―Part-time worker,‖ ―Arbeit (temporary
worker),‖ ―Dispatched worker from temporary labor agency,‖ ―Con

1

This article is based on JILPT Research Report No.158, chapter 2 (Takahashi) (2013) with
additions and modifications.
Vice Senior Researcher, Japan Institute for Labour Policy and Training (JILPT).
Although the term ―regular employment‖ is defined by the designation at the workplace,
most of them are in non-fixed-term, full-time, and direct employment. For the analysis in
this chapter, however, the definition of ―regular employees‖ is outlined in Part III of this
section.
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tract employee or entrusted employee,‖ and ―Other,‖ grew from 16.4%
in 1985 to 20.9% in 1995, 32.3% in 2005, and 37.7% in 2015.2
As the percentage of non-regular employees has grown, the problem
of bipolar disparity between regular and non-regular employees has
become increasingly apparent. Compared to their regular-employee
counterparts, non-regular employees suffer from a lack of job security,
lower wages, and fewer opportunities to develop occupational skills.
There is insufficient agreement between labor and management on
how to alleviate this situation, but one strategy proposed by Cabinet
Office and Ministry of Health, Labour and Welfare (MHLW) research
groups has been the introduction of a new type of personnel management system known as a ―limited regular employment system.‖
A limited regular employment system could be defined in various
ways, but here it means that unlike conventional regular employees,
these employees are not completely subject to the human resource division‘s authority. For example, under ordinary circumstances a company‘s HR division reserves the right to order an employee to transfer to a
different geographical region, but under some limited regular employment systems, the employees in question cannot be ordered to transfer
outside a limited region, as in the fixed-term labor contracts governing
non-regular employees. This places a limited regular employment contract somewhere between existing regular and non-regular contracts, in
that it does not have a fixed term, like those of non-regular employees,
but also does not entail the frequent work location transfers to which
regular employees are subject. This is known as a ―limited work-location regular employment system.‖ Workers in such a system (―limited
work-location regular employees‖) resemble conventional regular employees in that they are under non-fixed-term labor contracts, but resemble non-regular employees in that they cannot be required to transfer to other regions. Another type of limited regular employment sys2

Figures for 1985 and 1995 are from February, while those from 2005 and 2015 are from
January - March.
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tem is one in which employees it covers cannot be transferred to different divisions of the company (i.e. change occupations, a ―limited
occupation regular employment system‖). There are other types as well,
such as a ―limited work-hours regular employment system‖ under
which employees cannot be required to work overtime.
It has been noted that the introduction of a limited regular employment system could free non-regular employees from both the job insecurity that goes with short fixed-term employment contracts and burdens such as work location changes, division transfers, and overtime
work to which regular employees are subject. It could also have benefits
for companies in that they could make employees contribute to the
companies more actively, while not having to provide them with the
same levels of long-term job security and compensation as conventional regular employees (Expert Committee on Labor Market Reform,
2008). In a July 2010 report from the MHLW Employment Policy
Study Group, limited regular employment systems were advocated as
an especially promising measure with potential benefits for both labor
and management. Specifically, the report proposes to provide non-regular employees with increased job security and career advancement
opportunities by applying non-fixed-term labor contract with restrictions on their duties, such as occupation and work location (Employment Policy Study Group 2010).
Of course, when there is a bipolar disparity in the labor force, attention must be paid to problems on the regular-employee side of the gap
as well as the non-regular side. Hisamoto (2003) and Hamaguchi (2011)
have pointed out that the working styles of Japanese conventional regular employees entail significant issues in terms of their emotional fulfillment at work and their work-life balance, because these employees
are subject to companies' unlimited authority with regard to occupation
and work location. In this context, the MHLW convened a Study
Group on Diverse Forms of Regular Employment from March 2011
through March 2012. ―Diverse Forms of Regular Employment‖ refers
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to what we are discussing herein as ―limited regular employment.‖ Not
only seeking solutions to the problems facing non-regular employees
but also aiming to promote work-life balance for regular employees, the
study group conducted a survey on limited regular employment systems and compiled case examples in the March 2012 Report of the
Study Group on Diverse Forms of Regular Employment.
To reiterate, the term ―bipolar disparity‖ here refers to both the
problems facing non-regular employees in terms of lack of job security,
low wages, and insufficient opportunities to develop occupational skills,
and the sometimes latent dissatisfaction regular employees harbor in
terms of feeling emotionally unrewarded and lacking work-life balance.
The introduction of a limited regular employment system is seen as a
promising prescription for improving the circumstances of both.
Against this backdrop, this article seeks to clarify whether, and how,
limited regular employment systems in place at Japanese companies
(restricting the occupations or work locations of employees) function
to mitigate the above-described bipolar disparity. Specifically, it focuses
on three criteria: (1) Do limited regular employment systems enable
employees to work in an intermediate style between those of regular
and non-regular employees? (2) Do they act as a route to career advancement for non-regular employees? (3) Do they facilitate diverse
working styles among regular employees?
This article is structured as follows: Section II contains explanations
of the data and variables used. Section III enumerates the affiliations
and attributes of limited regular employees. Section IV analyzes the
working styles of limited regular employees and examines whether they
are intermediately between those of regular and non-regular employees.
Section 5 discusses whether limited regular employment systems act as
a route to career advancement for non-regular employees and whether
they facilitate diverse working styles among regular employees, and Section 6 contains a summary of the foregoing sections and a conclusion.
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II. Data and Variables
1. Data Used
This article performs a secondary analysis of data from the Survey
on the Current Conditions of Employment of Workers with Diverse
Employment Types (Establishment Survey/Employee Survey) conducted by the Japan Institute for Labour Policy and Training (JILPT) in
August 2010. This survey was administered to human resources divisions and employees at private-sector establishments with 10 or more
regular full-time employees. The questionnaire for HR divisions at establishments (the ―Establishment Survey‖) was distributed to 10,000
establishments and valid responses were obtained from 1,610 (valid
response rate 16.1%), and to 10 employees at each establishment (the
―Employee Survey‖, obtaining 11,010 valid responses (valid response
rate 11.0%). Of the Employee Surveys, 9,710 could be matched with
Establishment Surveys3. Figure 2-1, Figure 2-2, Figure 2-3, Figure 2-11,
Figure 2-12, and Figure 2-15 below refer to the Establishment Survey
results, and the other Figures to the Matching Survey results.
Tabulations and analyses referring to the Establishment Survey results are based on data from employers that responded ―Yes‖ to the
question ―Does your company have any other establishments besides
your own location?‖ and those referring to the Matching Survey results
are based on data from employees working at the establishments in
question.4

3
4

For the details of this survey, see the Japan Institute for Labour Policy and Training, ed.
(2011).
However, employees aged 60 and older, employees engaged in ―administrative duties,‖ and
workers classified as ―dispatched employees from temporary staffing agencies‖ and ―employees of external contractors‖ are omitted from the analysis.
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2. Limited Regular Employees
For the purposes of analysis, employees are broadly divided into
―regular‖ and ―non-regular‖ categories, and regular employees further
subdivided into ―limited regular‖ and ―non-limited regular‖ employees.
―Regular employees‖ are defined as those who are designated as regular
employees at their workplaces, and are under non-fixed-term labor
contracts. This means that even when designated as regular employees
at their workplaces, those under fixed-term contracts are excluded from
―regular employees‖ in this analysis. The subgroup ―limited regular
employees‖ includes ―limited occupation regular employees‖ and ―limited work-location regular employees,‖ which were enumerated in the
2010 Report of the Employment Policy Study Group.
3. Three Criteria
The three criteria to judge whether limited regular employment systems function to mitigate the bipolar disparity between regular and
non-regular employees are re-defined using specific variables as follows.
The first criterion is, do limited regular employment systems enable
employees to work in an intermediate style between those of regular
and non-regular employees? To answer this question, two labor conditions—job security and wages—are examined as to whether they are at
a level roughly midway between those of regular and non-regular employees. However, ―intermediate‖ does not mean ―mediocre.‖ It does
not mean limited regular employees‘ levels of satisfaction are inferior to
those of their non-limited counterparts. For this reason we verify that
limited regular employees‘ self-evaluations of their jobs (whether they
want to continue working under the current circumstances) are not
lower than those of non-limited regular employees.
The second criterion is, do limited regular employment systems act
as a route to career advancement for non-regular employees? This is
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examined by seeing whether the hypothesis holds true that establishments with limited regular employment systems have mechanisms and
practices in place for non-regular employees to transition to regular
status, and/or actually have a greater number of employees going
through such transitions.
The third criterion is, do limited regular employment systems facilitate diverse working styles among regular employees? It is important to
note that different kinds of ―diverse working styles‖ are promoted depending on whether employment is limited in terms of occupation or
in terms of work location. Here we examine the hypothesis that limited
occupation regular employees will feel more rewarded by their work,
and limited work-location regular employees will have higher levels of
life satisfaction in general.

III. Affiliations and Attributes of Limited Regular Employees
1. Limited Regular Employees’ Affiliations
To what extent are limited regular employment systems utilized, and
at what sorts of establishments? Figure 2-1 shows whether limited regular employees are working at establishments, based on responses to
the Establishment Survey. The results show that limited occupation
regular employees (employees hired on the premise that they will have a
restricted scope of duties) are present in 23.6% of establishments,
while limited work-location regular employees (employees hired on the
premise that they will only work at a specific location or at another location close enough that they do not need to change residences) were
present in 12.4% of establishments.
Figure 2-2 shows the prevalence of limited regular employment systems by category of business. The data shows that in terms of field,
business categories with a high percentage of limited occupation regu-

Can Limited Regular Employment Systems Resolve Employment Disparity in Japan?

37

Figure 2-1. Presence or Absence of Limited Regular Employees (left: limited occupation regular employees, right: limited work-location regular employees)
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72.9
84.1
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Absent

No response

Present

Absent

No response

Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Establishment Survey.

lar employees were ―Transport and postal activities,‖ ―Education and
learning support,‖ and ―Medical, healthcare and welfare,‖ whereas by
type of establishment, the most prevalent were ―Sales office‖ and
―Other‖.5 As for size of company, the data did not elucidate a clear
trend.
Meanwhile, business categories with a high percentage of limited
work-location regular employees were ―Construction,‖ and ―Finance
and insurance.‖ Here it was found that across the board, larger company size was correlated with a higher percentage of limited work-location regular employee utilization. In terms of type of establishment,
while the value of n was somewhat low, higher percentages were seen at
―Laboratories.‖
Figure 2-3 shows the outcome of a binomial logistic regression
analysis of presence or absence of limited regular employees with industrial category, size of enterprise, and type of establishment as explanatory variables.
5

Categories with small n value are omitted. The same is true of the following paragraph.
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Figure 2-2. Establishment Affiliation and Presence or Absence of Limited Regular Employees (%)

Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Establishment Survey.

The results show that a higher rate of limited occupation regular
employee utilization is correlated, in terms of industrial category, with
―Transport and postal activities,‖ ―Education and learning support,‖
―Medical, healthcare and welfare,‖ and ―Service industry (not elsewhere
classified),‖ and in terms of type of establishment, with ―Sales office‖
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Figure 2-3. Binomial Logistic Regression Analysis of Determining Factors for Presence or Absence of Limited Regular Employees

Note: 1) ( ) indicates the reference group.
2) ***: p<0.001, **: p<0.01, *: p<0.05, †: p<0.1.
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and ―Other.‖
Meanwhile, a higher rate of limited work-location regular employees
is correlated, in terms of industrial category, with ―Construction,‖ ―Financing and insurance,‖ and ―Real estate and goods rental and leasing,‖
and in terms of scale of enterprise, with large companies having 1,000
or more employees. ―Laboratory‖, which had a small n value in Figure
2-2, here was positively correlated with utilization of limited work location regular employees at a level of 10%.
2. Limited Regular Employee Attributes
On the employee side, what kind of attributes are associated with
limited regular employees? Figure 2-4 compares the gender, age group,
academic background, identity of primary earner in household, and
occupation of regular employees, limited regular employees, and
non-regular employees at establishments with limited regular employment systems in place.6
The characteristics of limited occupation regular employees are as
follows: First, the percentage of male employees out of the total is not
as high as among regular employees without occupational limits, but
higher than among non-regular employees. In terms of age, as well, the
average lies between that of non-limited-occupation regular employees
and that of non-regular employees. Third, the same is true of academic
background, with the percentage of people with high educational level
(university graduate or higher) lower than among non-limited-occupation regular employees but higher than among non-regular employees.
Fourth, the percentage of employees who are themselves the primary
breadwinners in their households also falls between the corresponding
6

The Employee Survey for this survey was sent to the ―Person in charge of human resources‖ at establishments receiving the Establishment Survey, with a request for distribution to individual employees. For this reason, when examining the makeup of occupational
categories, it is necessary to keep in mind that ―specialized and technical duties‖ and ―office duties‖ represent a high proportion of regular, limited regular, and non-regular employees‘ responses.
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percentage for regular employees without occupational limits, and that
of non-regular employees. Fifth, in terms of occupation, limited-occupation regular employees have a higher rate than both regular and
non-regular employees of ―Specialized and technical duties‖ and a
lower rate of ―office duties.‖
The picture is similar for limited work-location regular employees.
First, the percentage of male employees out of the total is not as high
as among regular employees without work location limits, but higher
than among non-regular employees. Second, in terms of age group distribution, that of limited work location regular employees does not differ significantly from that of non-limited work location regular employees. Third, the percentage of people with high educational level
(university graduate or higher) is not as high as among regular employees without work location limits, but higher than among non-regular
employees. Fourth, the percentage of employees who are themselves
the primary breadwinners in their households also falls between the
corresponding percentage for regular employees without work location
limits, and that of non-regular employees. Fifth, in terms of occupation,
limited work-location regular employees have a higher rate than regular
employees without work location limits of ―office duties‖ and
non-clerical work (―skilled labor or production process-related duties,‖
―transport and communications,‖ ―public safety‖),7 and a lower rate of
―specialized and technical duties.‖ This last disparity is particularly
pronounced, with the rate of engagement in this work category lower
than that of non-regular employees.

7

Based on the fact that limited work-location regular employees have a higher rate of ―office duties,‖ some readers may be interested to know if there are differences between ippanshoku (―ordinary‖) regular employees (non-career-track employees who as a basic rule
are barred from promotion to managerial positions) and other employees under
―course-based‖ (i.e. career-track vs. non-career-track) human resource management. With
this in mind, we sought the percentage of limited work-location regular employees who are
in the ippanshoku category, and found it was only 24.5%. It is clear that under current circumstances at least, limited work-location regular employment and ippanshoku (―ordinary‖)
regular employment should be considered as two distinct concepts.
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Figure 2-4. Limited Regular Employee Attributes (%)

Note: From the JILPT Survey on the Current Conditions of Employment of Workers with Diverse Employment Types, Employer/Employee Matching Survey.

Overall, limited regular employees are in an intermediate position
between conventional (non-limited) regular employees and non-regular
employees in terms of the percentages of male workers and workers
with high levels of education, as well as the percentage of workers who
are the primary income earners in their households. On the other hand,
in terms of occupation, there are differences depending on whether
employees are limited in terms of occupation or of work location. The
former have higher rates of ―specialized or technical work‖ while the
latter are more likely to be engaged in ―office work‖ or ―non-clerical
work.‖
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IV. Intermediate Working Styles/Conditions
This section examines the question of whether limited regular employment systems enable employees to work in an intermediate style
between those of regular and non-regular employees. In specific terms,
two labor conditions—job security and wages—are examined as to
whether they are at a level roughly midway between those of regular
and non-regular employees, followed by an attempt to verify that limited regular employees‘ self-evaluations of their employment status are
not lower than those of non-limited regular employees.
1. Job Security (Length of Continuous Employment)
This subsection analyzes the job security of limited regular employees. In doing so, length of continuous employment at the current
company is employed as a benchmark of job security.8
Figure 2-5 (left) shows the average and median values for length of
continuous employment for non-limited occupation regular employees,
limited occupation regular employees, and non-regular employees. This
data shows that limited occupation regular employees‘ length of continuous employment is indeed between those of non-limited-occupation regular employees and non-regular employees. Likewise, Figure 2-5
(right) shows that limited work-location regular employees‘ length of
continuous employment is between those of non-limited work location
regular employees and non-regular employees.
8

In general, because length of continuous employment is influenced by both degree of job
security at the current workplace and by the actions of individuals in resigning or changing
jobs, it is problematic to interpret the results in Figure 2-5 (comparisons of average and
median values) as directly reflecting degree of job security. However, as we can see from
the results of the OLS in Figure 2-6, there is a significant discrepancy even when controlling for individual attributes, including whether or not the respondent is the primary
household income earner, and for establishment attributes. It seems valid to say that there
is a real disparity in levels of job security among the three groups (regular employees with
no occupational or work-location restrictions, those with restrictions, and non-regular employees.)
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Figure 2-5. Comparison of Lengths of Continuous Employment (unit: months) (left:
Establishments utilizing limited occupation regular employees, right: Establishments utilizing limited work-location regular employees)
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Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Employer/Employee Matching Survey.

Does this still hold true when controlling for individual attributes
and establishment attributes? To verify this, an OLS was performed
(Figure 2-6, left) to see whether limited occupation regular employees‘
length of continuous employment differs from those of non-limited-occupation regular employees and non-regular employees. In procedural terms, limited occupation regular employees were used as the
reference group against which non-limited-occupation regular employees‘ and non-regular employees‘ length of continuous employment was
compared to see if it is significantly longer or shorter. The results
showed that limited occupation regular employees‘ length of continuous employment is shorter than their regular-employee counterparts
with no occupational limitations, and longer than that of non-regular
employees.
Another OLS was performed (Figure 2-6, right) to see whether limited work-location regular employees‘ length of continuous employment differs from those of non-limited work location regular employees and non-regular employees. The results showed that limited
work-location regular employees‘ length of continuous employment is
slightly shorter than their regular-employee counterparts with no work
location limitations, and longer than that of non-regular employees.
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Figure 2-6. Determining Factors for Length of Continuous Employment (OLS) (left:
Establishments utilizing limited occupation regular employees, right: Establishments utilizing limited work-location regular employees)
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Note: 1) ( ) indicates the reference group.
2) ***: p<0.001, **: p<0.01, *: p<0.05, †: p<0.1.
3) Explanatory variables incorporated are, in addition to those mentioned above: gender
dummy, age (by 10-year group) dummy, academic background dummy, primary household earner dummy, occupation dummy, industrial category dummy, enterprise size
dummy, and type of establishment dummy. Refer to Figs. 2 and 4 for dummy variable
categorization.

2. Wages (Contractual Hourly Wage)
Next, let us examine contractual hourly wage as a benchmark of
overall wages.9 Figure 2-7 (left) shows the average and median values
for contractual hourly wage for non-limited occupation regular employees, limited occupation regular employees, and non-regular employees. The results show that limited occupation regular employees‘
contractual hourly wages are slightly lower than their regular-employee
counterparts with no occupational limitations, and higher than those of
non-regular employees. Likewise, Figure 2-7 (right) shows the average
and median values for contractual hourly wage for non-limited work
location regular employees, limited work-location regular employees,
9

Contractual hourly wage is calculated as follows. 1. For workers paid an hourly wage, the
entire hourly wage is utilized. 2. For those paid a daily wage, the entire daily wage is multiplied by the number of days worked per week, and then divided by the contractual number
of hours worked per week. 3. For workers paid a weekly wage, the entire weekly wage is
divided by the contractual number of hours worked per week. 4. For workers paid a
monthly wage, the entire monthly wage is divided by a number equal to four times the
contractual number of hours worked per week. 5. Workers paid a yearly wage were omitted from this analysis, because of the possibility that the annual wage includes bonuses that
do not count toward hourly wage.
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and non-regular employees, and the contractual hourly wages of limited
work-location regular employees are at an intermediate level between
those of non-limited work location regular employees and non-regular
employees.
Again, does this still hold true when controlling for individual attributes and establishment attributes? To verify this, an OLS was performed (Figure 2-8, left) to see whether limited occupation regular employees‘ contractual hourly wages differ from those of non-limited-occupation regular employees and non-regular employees. The
procedure used was the same as that of Figure 2-6. The results showed
that limited occupation regular employees‘ contractual hourly wages do
not differ from those of regular employees with no occupational limitations, and are higher than those of non-regular employees.
Another OLS was performed (Figure 2-8, right) to see whether limited work-location regular employees‘ contractual hourly wages differ
from those of non-limited work location regular employees and
non-regular employees. The results showed that limited work-location
regular employees‘ contractual hourly wages are slightly lower than
those of regular employees with no work location limitations, and are
higher than those of non-regular employees.
Figure 2-7. Comparison of Contractual Hourly Wages (unit: yen) (left: Establishments utilizing limited occupation regular employees, right: Establishments utilizing limited work-location regular employees)
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Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Employer/Employee Matching Survey.
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Figure 2-8. Determining Factors (OLS) for Contractual Hourly Wage (left: Establishments utilizing limited occupation regular employees, right: Establishments utilizing limited work-location regular employees)

Note: 1) ( ) indicates the reference group.
2) ***: p<0.001, **: p<0.01, *: p<0.05, †: p<0.1.
3) Explanatory variables incorporated are, in addition to those mentioned above: gender
dummy, age, square of age, number of years of education, occupation dummy, industrial
category dummy, enterprise size dummy, and type of establishment dummy. Refer to Figs.
2 and 4 for dummy variable categorization.

3. Self-Evaluation of Current Employment Status
This section contains a discussion of whether or not employees
want to continue working with their current employment status, based
on their self-evaluations of this employment status.
Figure 2-9 (left) shows the percentages of non-limited occupation
regular employees, limited occupation regular employees, and non-regular employees who wish to continue working with their current status.
The results show that while the desire of limited occupation regular
employees is not necessarily weaker than that of non-limited-occupation regular employees, on the other hand, the desire of
non-regular employees is weak.
Similarly, Figure 2-9 (left) shows the percentages of non-limited
work location regular employees, limited work-location regular employees, and non-regular employees who wish to continue working with their
current status. Here, the results indicate that while the desire of limited
work-location regular employees is not necessarily weaker than that of
non-limited work location regular employees, and in fact is stronger. On
the other hand, the desire of non-regular employees is weak.
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Figure 2-9. Comparison of Percentages of Employees Who Want to Continue
Working with Current Employment Status (%) (left: Establishments utilizing limited occupation regular employees, right: Establishments utilizing limited work-location regular employees)
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Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Establishment/Employee Matching Survey.

In this case, does this still hold true when controlling for individual
attributes and establishment attributes? A binomial logistic regression
analysis (Figure 2-10, left) of desire to continue working with current
employment status was conducted to verify this, with non-limited-occupation regular employees as the reference group. The results show
that while the desire of limited occupation regular employees is not
significantly weaker than that of non-limited-occupation regular employees, but by contrast, the desire of non-regular employees is weak.
Meanwhile, another binomial logistic regression analysis (Figure 2-10,
right) of desire to continue working with current employment status
was conducted with non-limited work location regular employees as the
reference group. Here the results indicate that while the desire of limited work location regular employees does not differ from that of
non-limited work location regular employees, the desire of non-regular
employees is weak.
The analyses in this section reveal that limited occupation regular
employees‘ working conditions are at a roughly midpoint level between
those of non-limited-occupation regular employees and non-regular
employees, particularly in terms of job security. Those of limited work-
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Figure 2-10. Determining Factors for Desire to Continue Working with Current
Employment Status (Binomial Logistic Regression Analysis) (left: Establishments utilizing limited occupation regular employees, right: Establishments utilizing limited work-location regular employees)

Note: 1) ( ) indicates the reference group.
2) ***: p<0.001, **: p<0.01, *: p<0.05, †: p<0.1.
3) Explanatory variables incorporated are, in addition to those mentioned above: gender
dummy, age (by 10-year group) dummy, academic background dummy, primary household earner dummy, occupation dummy, industrial category dummy, enterprise size
dummy, and type of establishment dummy. Refer to Figs. 2 and 4 for dummy variable
categorization.

location regular employees are also at a roughly midpoint level in terms
of both job security and wages. For both categories of limited regular
employees, self-evaluations of working status were not lower than
those of conventional (non-limited) regular employees. In other words,
limited regular employees‘ employment status is not inferior to those of
their non-limited regular employee counterparts, and a limited regular
employment system can be said to enable a working style and conditions roughly intermediately between those of regular and non-regular
employees.

V. Career Advancement for Non-Regular Employees and
More Diverse Working Styles for Regular Employees
1. Outline
This section examines the questions of whether limited regular em-
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ployment systems serve as routes to career advancement for non-regular employees, and whether they facilitate more diverse working styles
for regular employees. Let us begin with an overview of the current
situation.
First, the question of how limited regular employment systems relate
to career advancement for non-regular employees. Figure 2-11 illustrates how the presence or absence of a limited-occupation regular
employment system relates to implementation of mechanisms and
practices for part-time employees, fixed-term employees, dispatched
employees, and contract employees respectively to transition to regular
status. The findings show that having a limited-occupation regular employment system is not generally correlated with introduction of
mechanisms and practices for transitioning to regular employee status.
Figure 2-11. Presence or Absence of a Limited-occupation Regular Employment
System and Mechanisms and Practices for Transitioning to Regular
Employee Status (by employment format)

Note: 1) From the JILPT ―Survey on the Current Conditions of Employment of Workers with
Diverse Employment Types‖ Establishment Survey.
Note: 2) ―Absent‖ and ―Present‖ on the table indicate absence or presence of a limited-occupation
regular employment system.
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Figure 2-12 illustrates how the presence or absence of a limited work
location regular employment system relates to implementation of
mechanisms and practices for part-time employees, fixed-term employees, dispatched employees, and contract employees respectively to
transition to regular status. Here, as well, the findings show that having
a limited work location regular employment system is not generally
correlated with introduction of mechanisms and practices for transitioning to regular employee status.
Second, we have the question of how rewarding limited occupation
regular employees find their jobs to be. As noted earlier, limited occupation regular employees have lower levels of job security than nonlimited-occupation regular employees. On the other hand, one of the
Figure 2-12. Presence or Absence of a Limited Work Location Regular Employment
System and Mechanisms and Practices for Transitioning to Regular
Employee Status (by employment format)

Note: 1) From the JILPT ―Survey on the Current Conditions of Employment of Workers with
Diverse Employment Types‖ Establishment Survey.
Note: 2) ―Absent‖ and ―Presetnt‖ on the table indicate absence or presence of a limited work
location regular employment system.
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limited-occupation regular employees. On the other hand, one of the
benefits of being limited to a particular occupation is that the employee
can continue to focus on one particular area of his or her choice, which
could make the job more rewarding. To confirm whether this is the
case, we analyzed the degree of satisfaction of limited occupation regular employees with regard to ―Work content and feeling of emotional
fulfillment.‖ Figure 2-13 shows this degree of satisfaction for non-limited-occupation regular employees, limited occupation regular employees, and non-regular employees respectively. The results show that limited occupation regular employees‘ degree of satisfaction as to ―Work
content and feeling of emotional fulfillment‖ is not necessarily higher.
A third issue is that of limited work-location regular employees‘ degree of satisfaction with their lifestyles. As we have seen, limited
work-location regular employees have less job security and lower wages
than their counterparts without work-location restrictions. Balanced
against this is the potential for better work/life balance because of
freedom from potential job transfers entailing change of residence. To
confirm whether this is the case, we analyzed the degree of satisfaction
Figure 2-13. Comparison of Degree of Satisfaction with Regard to ―Work Content
and Feeling of Emotional Fulfillment‖ (Establishments Utilizing Limited Occupation Regular Employees)

Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Establishment/Employee Matching Survey.
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of limited work location regular employees with regard to ―Current
lifestyle overall.‖ Figure 2-14 shows this degree of satisfaction for
non-limited work location regular employees, limited work location
regular employees, and non-regular employees respectively. The results
show that limited work-location regular employees‘ degree of satisfaction as to ―Current lifestyle overall‖ is actually lower than that of
non-limited work location regular employees.
From this overview, limited regular employment systems do not
serve as routes to career advancement for non-regular employees, nor
do they facilitate more diverse working styles for regular employees.
Figure 2-14. Comparison of Degree of Satisfaction with Regard to ―Current Lifestyle Overall‖ (Establishments Utilizing Limited Work-location Regular
Employees)

Note: From the JILPT ―Survey on the Current Conditions of Employment of Workers with Diverse Employment Types‖ Establishment/Employee Matching Survey.

2. Career Advancement for Non-regular Employees
(1) Quantitative Assessment

The previous part indicated that having a limited regular employment system does not generally mean that mechanisms and practices
for transitioning to regular employee status are being introduced.
However, even if a correlation cannot be seen in terms of mechanisms
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and practices, it is possible that more employees are transitioning to
regular status at establishments that have a limited regular employment
system.
To examine this possibility, Figure 2-15 shows the percentage of
non-regular employees transitioning to regular employee status over the
past three years at establishments that have mechanisms and practices
for transitioning to regular employee status in place, with separate rates
for establishments with and without limited regular employment systems. The percentages shown here are the number of non-regular employees transitioning to regular employee status over the past three
years, divided by the establishment‘s total number of non-regular employees. The following points become evident:
First, looking at the average values, the average where limited-occupation regular employment systems are in place is 35.4%,
higher than the average of 29.1% for establishments with no limited-occupation regular employment system. As for limited work-location regular employment systems, the average for establishments with
these systems is 83.3%, extraordinarily high compared to the 23.3% for
establishments without them. These figures would seem to indicate that
in general, it is easier for non-regular employees to convert to regular
employee status at establishments that have limited regular employment
systems in place than at those lacking them.
Next, examining the median values, we find that the median of 5.5%
at establishments that have limited regular employment systems in place
is actually lower than the median of 7.3% at establishments that lack
them. As for limited work-location regular employment systems, the
median for establishments with these systems is 3.1%, significantly
lower than the 7.1% median at establishments without them. These
figures suggest that among establishments utilizing limited regular employees, there are a few where large numbers of non-regular employees
transition to regular employee status, but many where few or none do.
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Figure 2-15. Regular Employee Transition Rate, by Presence or Absence of Limited
Regular Employees (Limited to Establishments with Mechanisms and
Practices for Transitioning to Regular Employee Status)
Average
Median
value
value
N
Limited-occupation regular employment system
Present
35.4%
5.5%
59
Absent
29.1%
7.3%
156
Total
30.8%
6.3%
215

Average
Median
value
value
N
Limited work location regular employment system
Present
83.0%
3.1%
28
Absent
23.3%
7.1%
186
Total
31.1%
6.3%
214

Note: 1) From the JILPT ―Survey on the Current Conditions of Employment of Workers with
Diverse Employment Types‖ Establishment Survey.
Note: 2) To prevent major deviations in the transition rate, establishments with nine or fewer
non-regular employees are omitted from the calculation.

(2) Specific Case Examples

The trends cited in the above findings are consistent with actual case
studies. A survey edited by the Japan Institute for Labour Policy and
Training (2012) contains case examples of limited regular employment
systems at seven companies (A through G), of which companies A, D,
and G at one point converted all of their non-regular employees to
limited regular employees.
Company A (manufacturing and wholesale) began hiring mid-career
contracted workers in its sales divisions in the 1990s as a cost-reduction
measure. In 2001, it began hiring new graduates as contracted workers
as well. However, in 2008, because of difficulty in securing personnel
and the need for compatibility with its long-term human resource cultivation plans, A Co. adopted a new limited-occupation regular employment system under which all the contracted workers in the sales
division were reclassified as ―sales-specialist regular employees.‖
Company D (manufacturing) progressively increased outsourcing of
manufacturing starting in the 1990s. Thereafter, it began outsourcing to
a subsidiary, but on the D Co. manufacturing floor, there was a decline
in workplace solidarity resulting in loss of productivity and safety. Because of this, D Co. introduced a new limited work-location regular
employment system, under which the regular employees at its subsidi-
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ary were reclassified.
Company G (finance) began in 2005 hiring contracted workers
known as ―associates‖ that handled in-store sales and back-office tasks.
However, after adoption of the new system, the labor market became
more of a ―seller‘s market,‖ and it got difficult to secure sufficient personnel by recruiting contracted workers. Because of this, in 2008 G Co.
introduced a new limited-occupation regular employment system and
reclassified all of its ―associates‖ (contracted workers) as regular employees with their occupations limited to sales.
As these examples illustrate, there are more than a few establishments that convert large numbers of non-regular employees to regular
status en masse under limited regular employment systems. However, at
all three of the companies described above, after these transitions there
was little further initiative to reclassify non-regular employees. The case
examples of large numbers of employees being reclassified as regular at
certain times but few or none under normal circumstances is consistent
with the quantitative survey findings.
3. Diverse Working Styles for Regular Employees
Why is it that the analysis in the first part of this section was unable
to identify benefits of limiting regular employees‘ occupations or work
locations? On this issue, Takahashi (2012) has suggested that disparities
exist between limited regular employee systems where non-regular employees transition to this status, and ones where they do not, in terms
of possibilities for limited-occupation regular employees to develop
specialized skills, and possibilities for limited work-location regular employees to achieve work-life balance. Nishimura (2013) has similarly
pointed out that human resource utilization tendencies differ with regards to limited regular employees reassigned from non-regular status,
and those reassigned from regular status, and that these are often two
entirely separate systems.
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To assess this, in this part variables were prepared combining the
presence or absence of mechanisms and practices for transitioning
from non-regular to regular employee status10 and whether regular employees were limited or non-limited, so as to re-examine whether limited regular employment systems truly facilitate diverse working styles.
(1) How Rewarding do Limited Occupation Regular Employees Find
Their Jobs to Be?

Figure 2-16 shows the average scores for degree of satisfaction with
regard to ―Work content and feeling of emotional fulfillment,‖ broken
down into four categories based on presence or absence of mechanisms and practices for transitioning from non-regular to regular employee status and whether regular employees were limited or non-limited in terms of occupation.
The results show that at establishments lacking mechanisms and
practices for transitioning from non-regular to regular employee status,
limited occupation regular employees have a higher degree of satisfaction with regard to ―Work content and feeling of emotional fulfillment‖
than non-limited-occupation regular employees. On the other hand, at
establishments with mechanisms and practices in place for transitioning
from non-regular to regular employee status, limited occupation regular
employees have a lower degree of satisfaction with regard to ―Work
content and feeling of emotional fulfillment‖ than their non-limited-occupation counterparts. Overall, limited occupation regular employees at establishments lacking mechanisms and practices for transitioning from non-regular to regular employee status have the highest
degree of satisfaction with regard to ―Work content and feeling of
emotional fulfillment‖ of any of the four groups.
10

Here, the determination of whether or not non-regular employees are being reclassified as
regular employees is made based on the presence or absence of a program or set of practices by which fixed-term employees (full-time workers on fixed-term contracts) can transition to regular employee status. For the reason for using this benchmark, refer to
Takahashi (2012) p. 29. It is necessary to note that on the original questionnaire, no distinction is made between reclassification as limited and non-limited regular employees.
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Figure 2-16. Regular Employees‘ Degree of Satisfaction with Regard to ―Work Content and Feeling of Emotional Fulfillment‖ Depending on Presence or
Absence of Mechanisms and Practices for Transitioning to Regular Employee Status, and Presence or Absence of Occupational Limitations
(Establishments Utilizing Limited Occupation Regular Employees)
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Note: 1) From the JILPT ―Survey on the Current Conditions of Employment of Workers with
Diverse Employment Types‖ Establishment/Employee Matching Survey.
Note: 2) Degree of satisfaction values, averaged to obtain the overall value for each group, are:
Satisfied = 2, Somewhat satisfied = 1, Cannot say either way = 0, Somewhat dissatisfied
= -1, Dissatisfied = -2.

(2) Limited Work-location Regular Employees’ Degree of Satisfaction
with Daily Life

Figure 2-17 shows the average scores for degree of satisfaction with
regard to ―Current lifestyle overall,‖ broken down into four categories
based on presence or absence of mechanisms and practices for transitioning from non-regular to regular employee status and whether regular employees were limited or non-limited in terms of work location.
The results illustrate that at establishments lacking mechanisms and
practices for transitioning from non-regular to regular employee status,
limited work-location regular employees have a slightly higher degree
of satisfaction with regard to ―Current lifestyle overall‖ than
non-limited work location regular employees. Meanwhile, at establish-
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Figure 2-17. Regular Employees‘ Degree of Satisfaction with Regard to ―Current
Lifestyle Overall‖ Depending on Presence or Absence of Mechanisms
and Practices for Transitioning to Regular Employee Status, and Presence or Absence of Work-location Limitations (Establishments Utilizing Limited Work-location Regular Employees)
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Note : 1) From the JILPT ―Survey on the Current Conditions of Employment of Workers with
Diverse Employment Types‖ Establishment/Employee Matching Survey.
Note: 2) Average degrees of satisfaction is calculated using the same procedure at Figure 2-16.

ments with mechanisms and practices in place for transitioning from
non-regular to regular employee status, limited work-location regular
employees have a lower degree of satisfaction with regard to ―Current
lifestyle overall‖ than their non-limited work location counterparts.
Overall, limited work-location regular employees at establishments
lacking mechanisms and practices for transitioning from non-regular to
regular employee status have the highest degree of satisfaction with
regard to ―Current lifestyle overall‖ of any of the four groups.
The analysis in this part indicates that when restricted to establishments that do not have a route for non-regular employees to transition
to regular employee status, both limited occupation regular employees
and limited work-location regular employees are able to achieve more
diverse working styles.
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VI. Conclusion
The outcomes of analyses conducted for this article can be summarized as follows. First, with regard to the affiliations of limited-occupation regular employees, in terms of industrial category they tend to
be in ―Transport and postal activities,‖ ―Education and learning support,‖ and ―Medical, healthcare and welfare,‖ and in terms of type of
establishment, the most common are ―Sales office‖ and ―Other.‖
Meanwhile, for limited work-location regular employees, the most
common industrial categories are ―Construction,‖ ―Financing and insurance,‖ and ―Real estate and goods rental and leasing,‖ most common enterprise size is ―Major corporation‖ with 1,000 or more employees, and type of establishment is ―laboratory.‖
Second, the characteristic attributes of limited regular employees are
as follows: Both limited-occupation and limited work-location regular
employees are in an intermediate position between conventional
(non-limited) regular employees and non-regular employees in terms of
the percentages of male workers and workers with high levels of education, as well as the percentage of workers who are the primary income earners in their households. On the other hand, in terms of occupation, there are differences depending on whether employees are
limited in terms of occupation or of work location. The former have
higher rates of ―specialized or technical work,‖ while the latter are
more likely to be engaged in ―office work‖ or ―non-clerical work,‖
compared to both non-limited regular and non-regular employees.
Third, in terms of working conditions, limited regular employees‘
conditions are at an intermediate level, between those of non-limited
regular employees and those of non-regular employees. Limited regular
employees‘ self-evaluations of their jobs are not necessarily lower than
those of non-limited regular employees, indicating that their employment status is not inferior to that of conventional regular employees
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and can be considered a valid intermediate status.
A fourth observation is that, in general, establishments with limited
regular employment systems are not taking particularly strong initiative
in implementing mechanisms and practices for transitioning from
non-regular to regular employee status. However, at establishments that
do have mechanisms and practices for transitioning from non-regular
to regular employee status, in some cases large numbers of employees
are reclassified en masse as regular employees. That means that broadly
speaking, on average establishments with limited regular employment
systems are more conducive to transitions of non-regular employees to
regular employee status.
Fifth, in general, establishments utilizing limited regular employees
do not appear to promote diverse working styles among regular employees. However, when restricted to establishments that do not have
mechanisms and practices for non-regular employees to transition to
regular employee status, limited occupation regular employees have a
higher degree of satisfaction with regard to ―Work content and feeling
of emotional fulfillment‖ and limited work-location regular employees
also have higher degree of satisfaction with regard to ―Current lifestyle
overall.‖
These analysis outcomes indicate that with certain caveats, limited
regular employment system can be said to function to alleviate the bipolar disparity between regular and non-regular employees in Japan.
The first caveat is that in terms of reclassification of non-regular employees as regular ones, while there are specific cases where large numbers of employees are reclassified en masse, there is not a significant
trend toward continuous implementation of such reclassifications. A
second caveat is that limited regular employment systems can be
broadly categorized according to two types, those intended to provide a
route from non-regular to regular status, and those not. It is still too
early to place expectations on the introduction of limited regular employment systems ―killing two birds with one stone‖ in terms of both
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non-regular employees transitioning to regular employee status, and
regular employees being able to work in more diverse styles and formats.
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Chapter 3

The Regional Labor Movement in
Confrontation with the Stratified Society:
With a Focus on the Efforts of
Individual-affiliated Unions in Japan
Hak-Soo Oh

I. Introduction
A ―stratified society‖ is referred to as a society in which income disparities among individuals and households are too large to close
through individual efforts alone (Atsushi Miura, Encyclopedia Nipponica,
Shogakukan). For the purposes of this paper, the author defines a
stratified society as a ―society that is confronted with disparities that
have arisen for reasons difficult to accept and in which overcoming
those disparities through individual efforts alone is difficult.‖ The income disparities that produce a stratified society arise in a variety of
vectors, among enterprise sizes, regions, and employment types. Because income disparities within a stratified society are largely due to a
structural aspect, they are hard to eliminate through the efforts of indi
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viduals alone, and thus organized and collective initiatives are required.
According to the Labour Force Survey conducted by the Statistics
Bureau, Ministry of Internal Affairs and Communications, as of September 2012, 87.5% of active employees in Japan are employed workers. This is a 2.6-point increase compared to the figure of 84.9% for
2002, a decade earlier, demonstrating an increase trend in the rate of
employed workers. Thus, it is not an exaggeration to state that a growing share of Japanese national income comes from the wages of employed workers. Accordingly, the effects that employment/unemployment and employment types have on wages are essential for the analysis of the stratified economy.
This paper will shed light on how unions to which individual members are affiliated—hereinafter ―individual-affiliated unions‖ are addressing the stratified economy through their response to employment
losses, which appear as a reason of individual labor disputes, and their
roles in improving employment stability and treatment of non-regular
workers by organizing such workers and promoting conversion to regular employee status. It will then discuss the significance and challenges
of this movement.

II. From an Industry-based Labor Movement to Regional
Labor Movement
1. Decline in the Relative Status of the Industry-based Labor
Movement
Speaking of Japanese labor movement, the first thing that comes to
mind is ―Shunto.‖ Shunto, or Spring Offensive was started in 1955 as
an effort to overcome the limitations of enterprise labor unions. The
main purpose of Shunto was to bring together enterprise labor unions
in respective industries to gain large-scale wage increases at unified lev-
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els and on the same schedule. However, following the collapse of the
―bubble economy‖ in 1991, companies in the same industry saw great
variation in their business performance, which made it difficult for unions to even demand unified wage increases, let alone much else. For
four years beginning in 2002, major labor unions, particularly those in
export-led industries, such as automobiles and electrical machinery,
even had to give up ―base-up‖ wage demand. This effectively meant the
―Demise‖ of Shunto.
The demise of Shunto does not only mean the end of the movement itself. Indeed, its very foundation has been undermined by a rapid
decline in the membership of the labor unions of large enterprises that
support the movement. The number of union members of large enterprises with over 5,000 employees which stood at 5.73 million in 1995
had fallen to 4.05 million by 2005, a decrease of approximately 30% in
ten years.1
The Japanese Trade Union Confederation (Rengo), the largest national center, is moving forward with three ―breakaway slogans‖ to reform Shunto. One of these movements is ―breakaway from reliance on
large enterprises,‖ and Rengo started the RENGO MSE (Medium and
Small-sized Enterprise) Joint Struggle Committee in 2004 to realize it.
Although the labor unions of large enterprises have not demanded
―base-up‖ wage increases since 2002, the wages of individual workers
in large enterprises have been rising through annual wage increase
schemes. However, in SMEs with no such annual wage increase
schemes, the wages of individual workers do not rise unless unions
demand and achieve ―base-up‖ wage increases, which results in a widening wage disparity between large enterprises and SMEs. To resolve
this problem, the RENGO MSE Joint Struggle Committee took a new
direction of Shunto by demanding regular wage increases (of approximately 4,500 yen).
1

MHLW, ―Basic Survey of Labour Unions.‖ In subsequent years, the trend has flattened
out. The number stood at 4.02 million in 2010.
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The second is ―breakaway from exclusion,‖ tackled by the Joint
Struggle Committee for Part-time Workers, which was started in 2006.
Even when wage increases were achieved through Shunto, they were
applied only to regular employees, excluding part-time workers. Against
this background, the Joint Struggle Committee for Part-time Workers is
formed primarily by labor unions in industries with many part-time
workers, based on the concept of ―equal pay for work of equal value,‖
making basic demands concerning (i) the building of personnel and
wage systems that achieve consistency between regular employees and
part-time workers, (ii) the conclusion of in-house minimum wage
agreements that will be applied also to part-time workers and the raise
of concluded amounts, and (iii) the improvement of hourly wages and
other benefits for part-time workers.
And the third is ―breakaway from reliance on metal industry.‖ This is
being tackled by Joint Struggle Liaison Committees that started in 2009.
In the past, Shunto was ―reliant on metal.‖ In other words, when major
labor unions in the metal industry won wage increases, they established
a pattern in the sense that major labor unions in other industries entered wage negotiations by using their success as a reference. However,
faced with fierce international competition, the metal industry came to
have difficulty in winning wage increases. This made it necessary to
break away from ―reliance on metal‖ for demanding higher wages. The
Joint Struggle Liaison Committees thus aimed to achieve higher wages
throughout Japan as a whole by setting a goal for wage increases in
each of five sectors: metal; chemicals, foods, and manufacturing; distribution, services, and finance; infrastructure and public welfare; and
transport and transportation.
Although judging how successful the above-mentioned Shunto reforms have been is difficult, it is apparent that employment and labor
conditions are declining but equalized at lower level. Symbolic of this is
the increasing share of non-regular workers among all employed workers, which stood at approximately 20% in 1999 but showed a constant
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increase to roughly 35% as of 2012 (average for April to June). Another is the decrease in the average monthly wages per worker, which was
371,670 yen in 1997 but fell to 315,294 yen in 2009,2 a roughly 15%
down during this period.3 It must therefore be said that there was a
limit to the role that the industry-based labor movement played in
stopping the downward trend in employment and labor conditions.
2. Development and Intensification of Regional Labor Movement4
The people most seriously affected by the downward trend in employment and labor conditions are workers at SMEs, non-regular
workers, and regional workers, and most of these workers are not union members. Besides unionizing those workers, the regional labor
movement has developed and strengthened its function also by
providing labor consultations, dealing with individual labor disputes,
and other issues of individual workers. The following provides an
overview of the movement.
(1) Rengo (Japanese Trade Union Confederation: JTUC-RENGO)

Amidst a downward and equalizing trend in employment and working conditions, faced with the decline in union membership, increase in
individual labor disputes involving dismissal and other matters, and
various labor problems such as provision of labor consultations on
livelihood and other legal matters for local residents, the industry-based
labor movement that is based on union membership was having difficulty responding to these issues. In order to resolve these problems,
efforts were made by the regional councils and other components of
2
3
4

MHLW, ―Monthly Labour Survey‖; the average of establishments with five or more ordinary workers and part-time workers.
The total wages of ordinary workers in enterprises with at least 500 employees also fell by
roughly 5% during this same period.
Numerous quotations from Chapter 11 of Oh, Hak-Soo (2012) appear in this section. The
reader is asked to refer to this work for more information.
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regional labor movement to address the labor-related and regional
problems. One of these efforts was the establishment of regional unions. At its 22nd Central Committee meeting held in June 1996, Rengo
established a ―policy of expanding organization for the time being‖ and
decided to form regional unions based on its regional councils, as organizations to receive the members who joined as a result of the unionization and expansion activities. In order to encourage this, the
committee decided to establish the ―organization expansion promotion
grants.‖5 As a result, from 1998, the regional councils established a free
labor consultation phone-line and a system of regional advisors. The
activities via the free labor consultation phone-line were assigned a role
in linking labor consultations to active unionization, and striving to
connect this to unionization within regional unions and membership of
component organizations. Moreover, the regional advisors were assigned roles such as gaining an understanding of information relating
to non-unionized workers and unions not affiliated to industrial unions,
providing information to relevant industrial unions, expanding organization through collaboration and joint actions with component organizations, implementing initiatives linking the permanent free labor consultation phone lines to unionization, and providing support for activities focused on regional unions.
In November 2001, a meeting of Rengo‘s Primary Organizational
Finance Review Committee recommended the drastic strengthening
measure of proactively deploying regional unions centered on regional
councils and congresses, with the approach to regional unions being
based on the premise that ―regional councils will proactively unionize
individuals and small-scale local companies, while taking as their basis
the approach of ‗industry-based membership,‘ which is the unionization policy of Rengo.‖ More specifically, the framework involved (i)
5

Amongst these grants were ―grants for expanding regional unions.‖ In addition, ―regional
union special funds‖ were introduced as funds for forming regional unions and expanding
unionization, which were distributed as required, on the basis of applications featuring
plans for and/or actual results of the formation and expansion of regional unions.
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promoting membership of unions consisting of individuals and units
of fewer than 100 people (unit unions); (ii) setting affiliation fees at a
level in proportion to the annual dues for industry unions; and (iii)
handling the rights and obligations in regard to regional councils in the
same way as regional organizing bodies. Based on this thinking, Rengo
decided upon a policy of considering its approach to ―regional unions‖
with a greater emphasis on regional councils. 6
While considerable emphasis was placed on the activities of these
regional unions within Rengo, it was the recommendations of the
Rengo Evaluation Committee that pushed them forward. The committee stated, ―When the labor movement makes a fresh start, the first
step should be making steady and step-by-step efforts in places familiar
to workers, such as their workplaces and communities,‖ concluding that
―reinforcement of the regional labor movement is essential.‖7
As a result of such initiatives, as of March 31, 2010, there were 67
unions which even individuals could join, located in 45 of Rengo‘s regional councils. Within those regional unions were 458 member unions,
with 15,551 union members. Of these members, 1,672, or 10.1% of all
members, were affiliated as individuals.8 As of March 31, 2008, the
total number of regional union members and individual-affiliated union
members had grown from 13,183 and 1,312, respectively. The number
of labor consultations is also growing year-by-year, beginning with
5,420 in 2004 and increasing to 6,002 in 2005, 6,850 in 2006, 7,093 in
2007, 10,655 in 2008, and 10,940 in 2009 (Rengo Center for
Non-Regular Employment, 2010). Moreover, the number of regional
advisors has increased from 71 in 1999 (Rengo, 2000) to 98 as of Sep6
7

8

Rengo website (http://www.jtuc-rengo.or.jp/news/weekly/no691/03.html)
Rengo (2003), ―Final Report of the Rengo Evaluation Committee.‖ For more on the regional councils movement as important axis of the regional labor movement, see RENGO-RIALS (2010), ―Chiiki Kyogikai no Soshiki to Katsudo no Genjo Chosa Hokokusho‖
(fact-finding survey on the organization and activities of regional councils) and Chapter 12
of Oh, Hak-Soo (2012).
Calculations by the author based on Rengo administration office (2010). Some degree of
error may exist.
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tember 2010 (Rengo, 2010).
(2) Zenroren (The National Confederation of Trade Unions)

Another national organization, Zenroren, which had presented policies designed to demonstrate its social influence since its foundation in
1989, began making full-scale moves toward unionization as part of the
regional labor movement at its 19th conference in July 2000. It first devised a plan to form local unions that individuals could join at its 20th
conference in July 2002.9
In November of that year, Zenroren held the first Assembly of Local Unions and decided that: (i) it would construct local unions as organizations under the direct control of regional organizations that are
not affiliated to a specific unit industrial union; and (ii) it would not
have a vision of mobilizing local unions to create a single unit industrial
union. Thereafter, for three years from 2004, as well as deploying 12
organizers, Zenroren decided upon a mid-term strategy of expanding
and strengthening the organization and clarified the positioning of local unions at its 22nd regular conference in July 2006. At that conference, Zenroren ascribe the credit for the tremendous nationwide progress achieved by local unions to the fact that ―(i) workers‘ mutual aid
(workers helping each other out), (ii) the establishment of permanent
labor consultation services, and (iii) the establishment of local unions
were positioned as a ‗three-piece set‘ that was consciously pursued in
many regional organizations.‖ In 2008, union dues were raised by ¥ 5
yen per member, with the increase being assigned to a special account
9

Terama (2010). In actuality, according to records showing the agenda for the 20th conference, Zenroren advocated that ―the formation of ‗local unions‘ in all prefectures should be
pursued, as a way of creating unions to organize non-unionized workers that transcend
industrial sectors. ‗Local Union Assemblies‘ will be held to facilitate interaction, the exchange of information, and learning about the experience and practice of others.‖ At the
19th conference, although it was stated that ―through labor consultations and negotiations
focused on achieving a resolution, we will proactively mobilize workers at small, medium
and micro-enterprises and retail enterprises into ‗regional labor unions‘ and ‗community
general unions,‖ the term ―local union‖ was not used. Zenroren (2000).
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for maintaining the expansion of the organization, from which funds
were allocated to initiatives focused on strengthening regional organizations, including local unions, and measures to unionize non-regular
workers.
As a result of these initiatives, as of June 24, 2009, Zenroren had
135 local unions that individuals could join; of these, there were 34
unions with a prefecture as their unit and 101 with a region as their unit,
covering a total of 10,355 union members. The number of labor consultations has been in excess of 10,000 each year, reaching 11,727 in
2002 and 12,116 in 2005. Likewise, the number of dedicated consultants dealing with labor consultations increased from 150 in 2002 to 235
in 2008. The financial crisis sparked by Lehman Brother‘s bankruptcy
in 2008 led to the laying off of many temporary agency workers. At
this time, however, Zenroren raised the meaning of its existence by
finding solutions to this problem and accepting these workers in its organization, including local unions (1,208 workers in approximately 170
cases; Terama, 2009b) (Zenroren, 2009).
(3) Zenrokyo (National Trade Union Council)

Since its inauguration in 1989, Zenrokyo had been advocating the
strengthening of the small and medium-sized labor movement, but
specific activities have been left up to the component organizations.
Zenrokyo emphasizes that, ―general unions play a critically important
role in creating a forum for non-regular workers and workers at small,
medium-sized and micro-enterprises in which both regular and
non-regular workers within a company can present a united front, as
well as in accepting individual member― (Zenrokyo, 2009). The general
unions of Zenrokyo are grouped together under the umbrella of the
National Union of General Workers (NUGW, also known as Zenkoku-Ippan). As of September 2010, 43 organizations with approximately
11,049 members were affiliated with this body (Zenrokyo, 2010).
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(4) Community Unions

The General Council of Trade Unions of Japan (Sohyo) had many
district labor union councils/district labor union congresses (Chikuro),
and the autonomy of which was recognized. Amidst this situation, the
Edogawa Chikuro in Tokyo10 formed the Edogawa Union11 within the
―part-timers‘ emergency call movement‖12 as a union that even individuals could join and which would receive requests for consultation by
part-time workers and protect and enhance their rights; this is said to
be the first example of a community union. Subsequently many community unions were formed as organizations to which part-time workers could be affiliated.
With the formation of Rengo in 1989, it was decided to disband
Sohyo, so it was inevitable that the Chikuro, which were regional
branches of Sohyo, would also be disbanded as a result. However, in
the latter half of the 1980s, many district labor union councils and
congresses appeared that sought to incorporate the Edogawa Union
movement. The community unions formed by the district labor councils and congresses expanded the scale of their organizations, organizing non-regular workers, such as part-time workers, while fulfilling a
role as a safe haven for workers. With the disbanding and contraction
of district labor union councils and congresses, an additional movement developed, aimed at making community unions autonomous.
10
11

12

The official name was Edogawa-ku Rodo Kumai Kyogikai.
It is said that it was part-time workers‘ saying that ―it would be nice if there were a union
that even we could join‖ during consultations that spurred the creation of a union that individuals could join. Yoshitake Obata, who created the Edogawa Union, believed that the
union had potential participants after discovering through a contemporary questionnaire
that 20.3% of respondents said they ―want to join a union that accepts individuals.‖ For
further details, refer to Obata (2003a, 2003b).
The ―part-timers‘ emergency call movement‖ began as a joint activity by Nankatsu General
Labor Union of NUGW Tokyo and Katsushika Chikuro in March 1981. It was later covered by NHK and commercial television stations, while at the same time Sohyo started and
approved a ―part-timers emergency call‖ system for all district labor union councils and
congresses. The person who came up with the idea for the system was Yasuhiko Matsui,
chairman of NUGW Tokyo. NUGW Tokyo, ―Tokyo Ippan Rodo Kumiai-shi‖ (history of
NUGW Tokyo), compilation committee (2005). Edited by Yasuhiko Matsui (2010).
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Such community unions gathered together, holding national meetings
from 1989, and formally creating the Community Union National
Network the following year. From 1990, it has held its national gatherings as ―Community Union National Meetings‖ in different locations
each year, thereby increasing its presence. Attendants numbers around
300 or 400 from all parts of the country. At the Tokachi Meeting held
in Hokkaido in 2009, 341 people from 86 organizations and unions in
31 prefectures attended. The 22nd meeting will be held in Kagoshima
in 2010. Moreover, as well as the National Meeting, block conferences
are held each year in Tohoku, the Tokyo metropolitan area, Tokai,
Kansai, Hyogo, and Kyushu.
Many unions from the National Union of General Workers
(NUGW), which was comprised of general unions, participated in the
community union movement, and community unions with special features also emerged, such as unions for those in managerial positions,
women‘s unions, and unions for part-time workers.
Based on the above, one can say that there are three main currents in
community unions (Kurosaki, 2003). Firstly, there are the ―district labor
union-type‖ community unions, which were formed with a district labor union council or congress as their parent body. These are typified
by the Edogawa Union, Oita Fureai Union, Kobe Workers‘ Union,
Mukogawa Union, Akashi Union, Odate Union, and Rengo Fukuoka
Union. Secondly, there are the ―NUGW-type‖ community unions,
which originally acted as the National Union of General Workers.
These have comparatively large membership and include the Sapporo
General Union, Tokyo Union, Tokyo Managers‘ Union, and Union Mie.
Thirdly, there are the ―citizens‘ movement-type‖ community unions,
such as the Women‘s Union Kanagawa, which was formed when the
necessity for a labor union arose during efforts to address such issues
as the women‘s movement.13
13

Yoshitake Obata, who created the Edogawa Union, divides community unions into the
following five types. Specifically, these are ―the district labor union council or congress ba-
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As of September 2010, the number of community unions affiliated
with the Community Union National Network had reached 73 nationwide, with 15,000 members.

III. Movement by Individual-affiliated Unions that
Address the Stratified Society
1. Typical Form of Unions with Individual Members
This section presents a picture of individual-affiliated unions as of
2010 based on a survey by the Japan Institute for Labour Policy and
Training (led by the author)14 that targeted individual-affiliated unions
that belong to the above-mentioned community unions.
The number of members of individual-affiliated unions is in the
lower half of the 200 range per union on average. Out of the union
members, the proportion of men is in the lower 60% range, which
shows a larger percentage than women. However, this is relatively lower
than the proportion of men in all the union members in Japan, which

14

sis type,‖ ―the small and medium-sized enterprise ordinary labor union type,‖ ―the mutual
aid type,‖ ―the local citizens‘ movement type,‖ ―and the ―part-timer workers‘ union type.‖
For further details, refer to Obata (1993a, 1993b).
The survey was conducted between January 2009 and March 2010 and targeted general
unions affiliated with the aforementioned four organizations. With regard to the survey
methodology, officials with overall responsibility for community unions, Rengo‘s regional
unions, Zenroren‘s local unions, and Zenrokyo‘s national ordinary unions (NUGW) with
individual members were asked to cooperate in the survey and select suitable targets for
the survey. After which the officers drew up written requests to the relevant unions for
cooperation in the survey, which were sent to the unions along with the questionnaire. The
survey was carried out on two occasions. Details on the number of valid response forms
and the response rates are as follows: In the case of the first survey, 41 forms were received from community unions (out of 73 distributed, giving a response rate of 56.2%), 42
forms were received from Rengo‘s regional unions (out of 47 distributed, giving a response
rate of 89.4%), 18 forms were received from Zenroren‘s local unions (out of 41 distributed,
giving a response rate of 43.9%), and 7 forms were received from NUGW (out of 41 distributed, giving a response rate of 17.1%). In the second survey, the figures were 26 forms
from community unions (35.6%), 22 forms from Rengo‘s regional unions (46.8%), and 15
forms from Zenroren‘s local unions (36.6%). The author wishes to use the opportunity to
express his gratitude to all who cooperated with the survey.

76

Widening Disparities in the Korean and Japanese Labor Markets

is 70.9% (2009). Consequently, one can say that these unions had a
comparatively large number of female members. The proportion of
regular employees is in the upper 50% range, which is quite low compared with that of regular employees in all union members across Japan,
which is 93% (2009). The proportion of individual members accounts
for about 30%. In terms of membership of individual-affiliated unions,
these unions are small organizations with numbers in the lower half of
the 200 range. However, with relatively large percentages of women
and non-regular employees among their ranks, members of these unions have a share of approximately 30%. The total average income that
these unions received from union dues and others during the one-year
period of 2008 was slightly over 4 million yen at 4,010,017 yen. Total
expenditure also exceeded 4 million yen and slightly surpassed total income. Within total expenditure, personnel costs accounted for 12.5%.
The number of full-time union officials in an individual-affiliated union
is 1.1 on average overall,15 1.5 people at local unions, 1.4 at NUGW,16
1.0 at community unions, and 1.0 at regional unions in descending order. The average age of union leaders is 53.8, the proportion of men is
82.2%, and the number of years of experience is 11.9.
2. Resolution of Individual Labor Disputes
In Japan, the number of collective labor disputes between labor unions and companies is decreasing rapidly. The number of strikes lasting
a half-day or longer that have serious effects on companies stood at 28
in 2011, which is only 0.5% of the 5,197 that occurred in the peak year
of 1974. On the other hand, the number of individual labor disputes
15

16

On the survey form, respondents were asked to fill in the total number of full-time officials and to divide them up into full-time executives and employees/part-timers, filling in
the relevant numbers on the form. The results showed that there were 1.5 full-time executives and 0.8 employees/part-timers. Adding the two figures together, the total number of
full-time officials is in excess of 1.1 people.
The fact that one union has six full-time officials pushes up the figures for NUGQ as a
whole.
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that occur between individual workers and companies has been increasing fairly constantly since the collapse of the ―bubble economy‖ in
the early 1990s. Looking at the background to and reasons for these
disputes, as identified by senior officials of unions with individual
members that were involved in their resolution, the biggest percentage
belongs to ―violation of labor laws by the company‖ at 65.4%. Following are ―ignorance of labor laws on the part of managers‖ at 45.8%,
―excessively authoritarian management on the part of managers‖ at
43%, and ―declining business performance‖ at 40.2%. Looking at circumstances on the part of companies that give rise to labor disputes,
the largest percentage goes to ―there are many companies and groups
experiencing declining business performance‖ at 92.5%, followed by
―monetary labor conditions, such as wages, lump-sum payments and
bonuses, are deteriorating‖ with 86.9%. Looking purely at these results,
one could say that individual labor disputes arise when companies and
groups that are experiencing poor business performance lower labor
conditions and execute dismissals illegally or out of ignorance of labor
laws in an environment in which employers tend to have an excessively
authoritarian attitude.
Figure 3-1. Background to/Reasons of Labor Disputes

Source: Hak-Soo Oh (2012), Frontiers of Industrial Relations in Japan: Compass for Labor Unions (expanded edition), Japan Institute for Labour Policy and Training.
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Although judicial branches (such as ordinary courts of law and labor
tribunals), labor bureaus, equal opportunity offices, labor committees,
and other administrative bodies are among the organizations that resolve these individual labor disputes, labor unions play no small role by
any means. Specifically, those unions are individual-affiliated unions
that are rooted in the community and are external to companies. These
unions respond to labor consultations brought by workers who suffer
an adverse circumstance, such as sudden dismissal from their company
or lowered labor conditions. From this, they encourage workers who
seek resolution to join their unions and strive to resolve disputes primarily through collective bargaining with relevant companies.
Looking at the number of verbal or written applications for collective bargaining by individual-affiliated unions in order to resolve labor
disputes, the national average has been increasing annually, from 13.6 in
2006 to 14.5 in 2007, 17.4 in 2008, and 22.4 in 2009. Community unions, regional unions, and local unions are all demonstrating the same
trend as the overall trend, but there are both increases and decreases in
the case of NUGW. With regard to new requests for collective bargaining, until 2008, the most requests were by, in order, community
unions, regional unions, local unions, and NUGW. However, there was
a striking increase in the number of requests by regional unions and
local unions in 2009. With regard to the composition of workers who
were party to new requests for collective bargaining, men outnumbered
women, accounting for 53% to 59%, while regular employees accounted for 48% to 56%. From this, one can see that labor disputes
have been spreading in recent years, even amongst regular employees.
With regard to the parties to disputes, in 2008, solo workers accounted
for the largest proportion, at 72.3%, while multiple workers accounted
for 17.0%, and labor unions (union branches, etc.) accounted for
10.6%.
Looking at how the applications for collective bargaining for resolving disputes that were made over the course of the year 2008 ultimately
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ended, the proportion of disputes that were ―resolved voluntarily‖ by
individual-affiliated unions through collective bargaining with employers was quite high, at 67.9% of the total. In the event that an individual-affiliated union cannot voluntarily resolve a dispute due to the employer refusing an application of collective bargaining, for example, it is
possible to use a dispute resolution organization such as a Labour Relations Commission. If we look at the proportion of disputes resolved
using such organizations, we can see that 6.9% were resolved with a
Labour Relations Commission as an intermediary, 6.4% were resolved
with a labor tribunal as an intermediary, 4.1% were resolved with an
ordinary court as an intermediary, 3.7% were resolved with a labor bureau or labor standards inspection office as an intermediary, and 0.9%
were resolved with the local government as an intermediary. Cases that
ended without being resolved accounted for 10.1%.
The voluntary resolution rate for unions with individual members
(67.9%) can be said to be high, even in comparison with the success
rates for conciliation and mediation undertaken by other organizations
involved in the resolution of individual labor disputes. According to
Watanabe (2008), the success rate for conciliation and mediation was
49.6% in the case of ordinary court cases, 41.5% in the case of provisional ruling procedures, 68.8% in the case of labor tribunals, 38.4% in
the case of dispute coordinating committees operated by labor bureaus,
43.5% in the case of the Equal Opportunity Conciliation Conference,
67.6% in the case of Labour Relations Commissions, and 73.5% in the
case of the Tokyo Metropolitan Labor Consultation Center. Accordingly, the voluntary resolution rate for general unions was the third
largest, following the cases of the Tokyo Metropolitan Labor Consultation Center and labor tribunals. It must be noted that the proportion
ultimately resolved by individual-affiliated unions through the intervention of such bodies as courts, the Labour Relations Commissions, or
labor bureaus was very high at 90%.
Individual-affiliated unions not only have a powerful ability to re-
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solve disputes, they also resolve a large number of disputes. During the
year 2008, it is estimated that individual-affiliated unions resolved 2,387
disputes voluntarily through collective bargaining with employers. 17
Although this is lower than the 3,234 cases resolved by the dispute coordinating committees of labor bureaus (2,647 cases of successful conciliation and 587 cases withdrawn18), it is higher than the 271 cases resolved by the Labour Relations Commissions (212 cases resolved and
59 cases withdrawn), 1,028 cases resolved by labor tribunals (2007), and
1,114 cases resolved by means of ordinary court cases concerning labor
relations (2007).
In a considerable number of cases, individual-affiliated unions settle
individual labor disputes that could not be resolved by labor bureaus
and other administrative bodies. They serve to make dispute settlements that satisfy disputants and prevent recurrence. And during the
process of dispute settlement, they provide opportunities for learning
about labor laws, including principles of case law, to employers.
With a high voluntary resolution rate and a large number of settled
cases attributable to them, individual-affiliated unions are highly capable of settling individual labor disputes. Three factors can be considered here. The first is that these unions are professionals in dispute settlement. They have ―professional credos‖ like that following, which is a
collection of 17 articles of ―our approach to labor-management negotiations‖19 that was prepared by Terumi Shimizu, chief secretary of the
Rengo Fukuoka Union. Specifically, they are 1) First of all, pay atten17

18
19

These figures are based on the average number of new applications for collective bargaining made by general unions during the year 2008 (17.4 cases) x the number of general unions targeted by the survey (202 unions) x the voluntary resolution rate (67.9%; specifically,
0.679).
Ministry of Health, Labour and Welfare (2009). http://www.mhlw.go.jp/houdou/2009/05
/h0522-4.html
At the time of their presentation at the ―RENGO-RIALS Yume Salon‖ on September 5,
2008, it was the ―20 articles of our approach to labor-management negotiations.‖ The additional three articles were 1) Do not ask questions that do not lead to the next matter of
attack; 2) Present settlement levels for labor tribunals and press for concessions; and 3)
Explain that amicable settlement brings mutual advantages. Thus, two points learned from
experience with labor tribunals were added.
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tion to your clothing and attitude to others (show good manners and
be confident). Explain about the union and negotiating personnel. 2)
Do not engage in arguments from the very start. 3) Confirm the
grounds of demands and indicate rough negotiation deadlines. 4) Do
not lose the argument (do not let the other side have more say). 5)
Omitted. 6) Omitted. 7) Thoroughly attack the other party‘s weak
points. 8) Adjust your approach according to the other party‘s moves.
Be theoretical in some cases, but attack simply like a spoiled child in
others. 9) Omitted. 10) Display your knowledge of law and legal precedent when necessary. 11) Demonstrate your ability to engage in mass
action or street activities if required. 12) Chastise workers on the spot
(when they make unjustified claims, etc.). 13) Show some understanding of the employer‘s claim and do not completely humiliate them. 14)
Further stress the worker‘s demands as the negotiation reaches its conclusion. Then lower the demands with a permissive attitude to gain the
employer‘s acceptance with concessions (with the union serving as the
―referee‖). 15) Take time out (take breaks, move items to the next
round of negotiations). At such times, do not take home ―homework‖;
rather, give the other side ―homework‖ to take home. 16) When negotiations are making no progress or are about to collapse, charge the
other side with finding a settlement (details). 17) Pull out or draw apart
lawyers.
The second is their wide-ranging networks both inside and outside
their communities and the exchange of information with members of
those networks. Many union leaders were either born and raised in their
community or have lived in it for a very long time and thus have a wide
circle of acquaintances there. Such acquaintances can include the senior
officials of labor unions in other communities as well as politicians,
lawyers, certified social insurance labor consultants, members of the
mass media, and former school classmates. By mobilizing these people,
union leaders enhance their ability to get settlements. Outside their
communities, unions can network and exchange information in any
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number of ways, for example at annual Community Union National
Meetings; regional networks in Tohoku, Hyogo, Kyushu, and other regions; community union steering committee meetings that are held
three times yearly; struggle support; publication and sharing of newsletters; and international collaboration and exchange.
And the third is the strong conviction, passion, and brotherhood of
senior union officials. It is their firm belief that workers must never be
forced to accept concessions reluctantly. They are also passionate about
the labor movement, as they feel a keen sense of indebtedness for past
support they received from labor unions and colleagues. It is for this
reason that they approach collective bargaining with the ―intention of
risking their lives on the line, in a sense.‖20 Because of this strong conviction and passion, unions can join in each other‘s struggles through
the above-mentioned wide-ranging networks and exchange of information. The union spirit of ―all for one, one for all‖ lives not only
within unions but also among them and gives them a powerful motivation to resolve disputes.
3. Promoting the Unionization of Non-regular Employees and
Conversion to Regular Employee Status
(1) Promoting the Unionization of Non-regular Workers

Japan‘s unionization rate declined consistently after reaching 55.8%
in 1949. This rate fell below the 50% level to 46.2% in 1950, below the
40% level to 36.3% in 1953, below the 30% level to 29.7% in 1983, and
below the 20% level to 19.6% in 2003. The number of union members
grew consistently following the end of World War II and peaked at
12,698,847 in 1994. However, it subsequently entered a constant decline, falling to 10,531,329 in 2003. This represented a loss of more
than 2 million members in ten years. During this time, the unionization
20

Chief Secretary Tsutomu Fukumori of Rengo Kagoshima Union
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rate also fell by 4.5%.
However, as the overall unionization rate falls in the manner described above, the organization rate of part-time workers continues to
rise year by year (see Figure 3-2). The number part-time workers who
are union members nearly doubled in the ten years between 1994 and
2003, growing from 170,000 to 330,000. During that same period, the
unionization rate for these workers grew by 1.0%, from 2.0% to 3.0%.
The number and unionization rate of part-time workers continued to
grow thereafter, rising to 730,000 and 5.6%, respectively, in 2010. As
the total number of union members continued to decrease, the share
of part-time workers among them grew markedly from 1.3% in 1994
to 2.3% in 2000 and then to 7.3% in 2010. Although part-time workers
are still in the minority in number among all union members, the fact
that their unionization rate is growing, while the overall unionization
rate is falling, deserves attention.
Against the backdrop of the growing unionization rate among
part-timers in recent years, 87 local unions that had successfully organized were asked their reasons for seeking to organize. Their responses
Figure 3-2. Changes in the Unionization Rate and the Number of Part-time Workers in Union Membership

Source: MHLW, results of the Basic Survey on Labour Unions, each year.
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nized were asked their reasons for seeking to organize. Their responses
naturally included ―to improve the working conditions of part-timers‖
and ―to strengthen the union‘s bargaining power‖; however, 31.0% said
―to avoid efforts to unionize part-timers by other unions.‖21 It appears
that ―other unions‖ refers to individual-affiliated unions that exist outside of companies. Additionally, half of the labor unions of major retailing companies, such as supermarkets and department stores, answered that the desires to protect their organizations from other organizations and to stabilize employer-employee relations in the company were factors behind organization (Chapter 2 of Oh, Hak-Soo, 2012).
Thus it can be concluded that individual-affiliated unions that are organized externally to companies have had a considerable effect in promoting the unionization of part-timers in enterprise labor unions.
Companies that engage in strategic employment management for
corporate homogenization, in which part-timers also gain ability with
continuous service and receive treatment that matches their ability, and
that employ a homogenized organization strategy that gives rights and
obligations similar to those given to regular employee union members
to part-timers, enjoy a growing sense of togetherness, a stronger desire
to work among part-timers in workplaces. This appears to produce a
win-win situation, with better results obtained by part-timers, the company, and regular employee union members.
(2) Promotion of Conversion to Regular Employee Status

This section will look at efforts by individual-affiliated unions to
promote the conversion of part-time workers to regular employees by
presenting the case of ―M Union,‖22 which is a Rengo regional union
and a member of the Community Union National Network. On March
21

22

Japan Institute for Labour Policy and Training (2006), ―Pato Taima no Soshikika ni kansuru Rodo Kumiai no Torikumi‖ (labor union‘s efforts in organizing part-timers), JILPT
Research Report No. 48.
The author interviewed M Union and four union members on November 2, 2012, in M
Union‘s office. The author wishes to use this opportunity to express his gratitude to them.
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8, 2009, M Union received a request for labor consultation from three
―fixed-term mechanics‖ of ―Company S,‖ a company that manufactures and maintains automobiles. These employees worked at Company
S under a one-year contract (January 1 to December 31) that was renewed each year. One of the employees, ―Mr. I,‖ had had his contract
renewed in this way for 23 years. However, at the end of 2008, following the economic crisis sparked by the bankruptcy of Lehman Brothers,
the company told the employees that the ―next contract would be for
six months‖ and ―after the six months three ‗fixed-term employees‘ (i.e.,
‗contract employees‘) will be asked to leave the company.‖ One of the
three mechanics, Mr. I approached the union because he felt insecure
about employment, as he feared he would be forced to leave because he
was the oldest.
Fixed-term mechanics report to work at Company S each day, receive their day‘s work (car maintenance) from the company, and work
in pairs. They are professional mechanics and therefore did not receive
specific instructions from Company S‘s employees during the work
process. Their rate of pay for a day‘s work is fixed and does not change
whether they finish earlier or later. However, during their work hours
set at 9:00 a.m. to 5:30 p.m., they cannot leave and must remain in the
company even if they finish their work early.
During the course of the consultations, the union and the consulting
parties noted the problem that the parties had to pay the entire amount
of their social insurance and labor insurance premiums, despite their
status as fixed-term employees. They also felt that there exists the
problem of disguised contract labor.
On the day that it conducted the consultation, the union reported to
the automobile industrial union in the prefecture. However, it received
no response from the industrial union, Company S, or Company S‘s
union. Given this, contracted mechanics voluntarily formed an ―association‖ and showed signs of taking steps toward organizing a labor union based on this. Rengo‘s regional council contacted Company S‘s la-
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bor union and demanded a response. As a result, on June 27, the leader
of Company S‘s union paid a visit to hear the grievances of the
fixed-term employees. He became keenly aware of the seriousness of
the problem and promised to prompt the company to respond. On July
8 and 16, Company S‘s division director senior executive manager and
others paid a visit, followed by Company S‘s president on July 27. These developments resulted in the following decisions. First, Company S
apologized for previous non-compliance concerning employee treatment. Second, Company S stated that it would return social insurance
and labor insurance payments going back ten years. And third, it stated
that, beginning in August, it would hold interviews with individual employees, where it would explain individual wage amounts and other
matters and ask employees to choose the employment style they desire;
i.e., as a regular employee or contract employee. Of the 26 fixed-term
employees working as mechanics, with some exceptions, most selected
to become regular employees and successfully completed the conversion from fixed-term employee to regular employee status. While this
outcome was largely due to the efforts of M Union, the role that
Company S‘s union played cannot be ignored. In this sense, collaboration between individual-affiliated unions and enterprise labor unions is
meaningful.
4. The Significance and Challenges of Individual-affiliated
Unions: Toward Correction of the Stratified Society
Today, the presence of individual-affiliated unions within the stratified society is not insignificant by any means. The following looks at
this presence from the standpoint of disparity correction.
First, unions were born to resolve the labor problems of workers
who were confronted with disparities within a stratified society. As of
2012, community unions numbered 76 throughout Japan. It is said that
the very first was the Edogawa Union in Tokyo. The Edogawa Union
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was born out of the ―part-timers‘ emergency call movement‖ and was
formed to accept part-time workers that were non-union members.
Subsequently, a succession of district labor union councils and congresses, among them the Kobe Workers‘ Union, were formed by incorporating the Edogawa Union‘s movement. Additionally, the Rengo
Fukuoka Union and others developed movements specifically focused
on non-regular workers, among them the establishment of ―part-timers‘
unions‖ within unions. Of all the union members in Japan, 68.1% are
so-called ―blessed workers‖ who work for large enterprises with at least
1,000 employees or in the public sector. So long as their unions take
action based on their own membership, there will naturally be a limit to
the labor union movements in correcting the stratified society. Individual-affiliated unions are promoting movements specifically for workers
who confront disparities in both relative and absolute terms.
Second, they act as a breakwater against expanding disparities. Of
the number of cases in which a worker approaches and requests an individual-affiliated union to settle a labor dispute and the request actually
leads to a demand for collective bargaining with the employer, 72.3%
involve solo workers. When individual-affiliated unions engage in collective bargaining with employers to settle disputes for solo workers, in
many cases, they also provide opportunities for employers to learn
about labor laws in order to prevent recurrence and include stipulations
concerning recurrence prevention into agreements. These activities
help prevent widening disparities by checking illegal dismissals, failure
to pay overtime wages, and deterioration of working conditions.
Third, they sound alarms concerning the stratified economy by
making labor problems visible. Individual-affiliated unions are visited
by workers facing a variety of labor problems. Because of this the unions can grasp various labor problems as they come to the forefront
and alert the public through the mass media and other means.
There are many challenges that individual-affiliated unions must
grapple with in order to step up their activities to address the stratified
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economy. The first is the aging of union leaders and a lack of personnel. The average number of full-time union officials per union is
roughly one, and the average age of those officials is 53.8 year. Because
of the lack of available personnel, as many as 46.9% of full-time union
officials claim that ―in general, it would be no exaggeration to say that,
as a general rule, every day—24 hours a day, 365 days a year—is labor
union time.‖
The second is the financial problem. Approximately 60% of people
involved in a dispute leave their union within three years of the dispute‘s settlement. Thus, unions, which receive their income primarily
from union dues and settlement payments, are constantly dealing with
people who withdraw, and naturally they have financial difficulties. In
reality, 51% of full-time union officials confess that ―making ends meet
on pay received from the union alone is tough.‖ Resolving this financial
problem will require raising the membership retention rate and actively
collaborating with the national centers and regional organizations of
Rengo, Zenroren, etc. and other unions. Given the fact that individual-affiliated unions provide labor consultations to general workers, the
transient nature of their membership, and their role in resolving labor
disputes that government cannot settle, it is hoped that the central
government, local governments, and other public institutions will provide them with financial and other forms of support. Indeed, 58.9% of
individual-affiliated unions are asking for public support.
It is not too much to say that enhancing the presence of individual-affiliated unions while resolving the above-mentioned issues is a vital
regional labor movement in order to eliminate the problem of the
stratified society. This is an area that will merit watching in the years to
come.
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Point of discussion

Chapter 4

Reinforcing Supervision to Develop the
Abilities of Temporary Workers in Japan
Sugeno Kazuo

A bill to amend the Worker Dispatching Act has been passed by the
189th Session of the Diet. ―Worker dispatching‖ is a manner of employment whereby workers who are employed by a temporary employment agency receive instructions and orders from the companies to
which they have been dispatched. The Worker Dispatching Act establishes the rules for this manner of employment.
The most significant point of the amendment is its reinforcement of
administrative supervision of worker dispatching agencies for the purposes of stabilizing employment and developing the careers of dispatched workers.
Specifically, it changed the preexisting regulatory framework whereby
enterprises that dispatch workers who are normally only registered with
them and who actually become employed by them during dispatching
periods only are placed under the license system, while those enterprises that dispatch workers who are constantly employed by them are required only to notify an administrative agency. The amended Act now
requires all worker dispatching enterprises to obtain licenses, regardless
of the type of worker dispatching they practice, in order to effectively



This is prepared based on an article appearing in the Yomiuri Shimbun newspaper on Tuesday, May 5, 2015.
President, Japan Institute for Labour Policy and Training (JILPT).
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enforce new regulation for stabilizing employment and developing the
careers of dispatched workers. More precisely, under the new law,
worker dispatching enterprises are obligated to carry out systematic
educational programs for their workers to improve vocational skills and
assist career development. Such enterprises are also checked to determine whether they are making efforts to stabilize their employment by
securing opportunities for suitable dispatching or offering continuous
employment for their workers.
The next significant point is that it changes the manner in which the
length of dispatching is limited. In the preexisting regulatory framework, the length of time of worker dispatching was not regulated so
long as workers were dispatched for a special kind of job that was
specified in the bylaws as being outside the long-term employment system. On the other hand, workers could be dispatched for up to three
years to perform jobs other than those specified. Nevertheless, the demarcation of jobs within and outside the long-term employment system became quite difficult and ambiguous as listings in the bylaws increased. Therefore, the amended Act does not limit the duration of
worker dispatching by the kind of job. Instead, it rearranges the
three-year limit into an organizational limit with respect to the undertakings to which workers are dispatched as well as a personal limit with
respect to individual dispatched workers.
In introducing the new limits on the duration of worker dispatching,
the amended Act intends to harmonize them with its policy of enhancing the employment stability of dispatched workers. The Act
makes it a new rule that when facing either the three-year undertaking
limit or three-year personal limit, a temporary employment agency is
obligated to 1) ask the company to which the worker was dispatched to
hire him or her directly, 2) provide another company to accept the
worker as a dispatched worker, or 3) indefinitely employ the worker
itself.
Since the Worker Dispatching Act‘s enactment in 1985, its central
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aim has been to prevent companies from giving work normally handled
by regular employees to dispatched temporary workers. The Act was
not necessarily oriented toward protecting temporary workers or improving their vocational skills.
However, a spate of temporary worker layoffs in the wake of Lehman Brothers‘ bankruptcy in the autumn of 2008 became a matter of
serious concern for society. It was this development that led to the inclusion of ―protection of temporary workers‖ as a central theme in the
Act‘s previous amendment in 2012. The latest amendment takes the
Worker Dispatching Act even further along this path by introducing a
framework of business regulations oriented toward employment stability and career development for temporary workers.
Temporary workers have a broad range of needs. For those who
wish to become regular employees, establishing mechanisms that support career development is crucial. And raising degrees of difficulty
and responsibility is important for giving them the skills they will need
to gain employment as regular employees. On the other hand, for those
who wish to continue working as temporary workers, the best situation
is to be able to continue working for their agencies and at the companies to which they were dispatched.
Making this amendment to reinforce administrative supervision over
mechanisms that stabilize employment and support career development
does indeed address the various actual circumstances of worker dispatching. However, the question is whether or not those new mechanisms created by the amendment will function. There is a strong image
in peoples‘ minds that worker dispatching means ―disposable workers.‖
This image must be dispelled through operation of the new license
system included in the amended legislation. What is desired is better
recognition among worker dispatching agencies that worker dispatching
should be ―a manner of working that supports career development,‖
one which will enhance practices that lead to new competition and realignment.
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Will the license system function properly and lead to career development for workers? This, it seems to me, is the amendment‘s central
issue.

Part II.

The Supply Chain Model and
Subcontract Work in Korea
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Chapter 5

In-House Subcontracting in Korea:
Current Situation and Policy Issues
Ki Sun Kim

I. Introduction
An employment contract is a bilateral agreement under which a
worker provides his/her employer with labor and the employer is
obliged to pay him/her wages. In other words, a normal employment
relationship is usually understood as one in which a worker provides
his/her labor according to the instructions of the employer in return
for wages. Therefore, an employment relationship based on a contract
of employment is generally established between two parties—the employer and the employee. Korea‘s Civil Act also stipulates that the employer may not assign his rights to a third person without the consent
of the employee (Article 657(1)), and that an employee may not substitute a third person to perform his services without the consent of the
employer (Article 657(2)), making clear that an employment relationship is directly established between the employer and the employee.
However, the local labor market is seeing a frequent use of indirect
employment arrangements, deviating from the aforementioned bilateral




This paper is a translated version of a paper presented at the 15th KLI–JILPT Joint Workshop on Growing Gaps in the Labor Markets and Policy Issues, co-organized by the Korea Labor
Institute (KLI) and the Japan Institute for Labour Policy and Training (JILPT), in Busan,
Korea, on August 28, 2015.
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principle. The term indirect employment, in contrast with direct employment, is commonly used in practice to include various arrangements
such as labor supply service,1 temporary agency workers,2 in-house
subcontracting,3 contract firm workers,4 and so forth. It involves ―a
user company making use of workers employed by other persons by
directly incorporating the workers into its business or by integrating
with them‖.5
Labor issues, indirect employment and in-house subcontracting in
particular, are a hot potato in Korea. Management and workers have
completely different views on the practice of in-house subcontracting.
Business communities feel that the practice is inevitable to enhance
flexibility in the use of manpower in the face of overprotection of regular employees and to secure competitiveness by easing the cost burden.
They also insist that regulating the practice will only undermine business competitiveness, and that placing restrictions on in-house subcontracting in addition to the existing regulations on fixed-term workers
and temporary agency workers is unreasonable. They believe this matter should be addressed as a fair trading issue between the prime contractor and the subcontractor. On the other hand, workers claim that
1

2

3

4

5

Labor supply service refers to procuring of workers for persons who wish to employ them
under a supply contract. Only labor unions are eligible for the supply of domestic workers
(Article 2(2) of the Employment Security Act).
Temporary placement of workers refers to engaging a worker employed by a temporary work
agency in services for a user company under the direction and instruction of the user
company in accordance with the terms and conditions of a contract on temporary placement of workers, while maintaining his/her employment relationship with the temporary
work agency (Article 2 of the Act on the Protection, etc. of Temporary Agency Workers).
In-house subcontracting refers either to the subcontractor performing tasks contracted out or
entrusted by the prime contractor in the establishment of the prime contractor to fulfill its
obligations (Guidelines for the Protection of Working Conditions of Workers of In-House
Subcontractors, July 18, 2011) or to the subcontractor independently performing such
tasks in the establishment of the prime contractor (The Legislative Bill on the Protection
of Workers of In-House Subcontractors, proposed by lawmaker Lee Han-gu, Article 2).
Contract firm work involves one party entrusting a service provider with the performance of
certain services. It is differentiated by name from a subcontract or a mandate contract,
given the subject matter of transactions is not goods but services (such as cleaning or security services). However, in essence, it is the same as a subcontract or a mandate contract
under the Civil Act.
Kang, Seong-tae, Why do we discuss the concept of employer now? Labor Law Review, 24,
6 (SNU Society of Labor Law), 2008.
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in-house subcontracting is in effect equivalent to disguised (sham)
subcontracting, and they demand that companies abolish in-house
subcontracting and that the employees of in-house subcontractors be
converted into regular workers. They also seek fundamental improvement of the legal system and its institutions and establishment of policies that will give responsibilities to prime contractors to be real and
effective employers.
Against such a backdrop, this paper examines the current situation
of in-house subcontracting and future policy issues related to in-house
subcontracting.

II. The Current Status of In-House Subcontracting
1. The Prevalence of In-House Subcontracting
It has been known that, in major industries such as automobiles,
electronics, distribution, and shipbuilding, domestic companies have
been widely using in-house subcontracting. However, it is hard to find
accurate data showing such a trend.6 Statistics Korea does not collect
data related to in-house subcontracting, and the only data available are
from the Ministry of Employment and Labor (MOEL), which uses
labor supervisors to conduct a survey on in-house subcontracting on a
non-periodic basis.
In 2008, 2010, and 2012, the MOEL conducted the Employment
Status Survey on establishments with 300 employees or more (see Ta6

The Statistics Korea‘s Supplementary Survey of the Economically Active Population Survey on Employment Type shows the number of temporary agency workers and contract
firm workers. According to the Supplementary Survey (March 2015), the number of temporary agency workers and contract firm workers totaled 848,000, accounting for 4.5% of
all wage earners. Among them, the number of temporary agency workers was 191,000, accounting for 11% of all wage earners, and the number of contract firm workers was
657,000, accounting for 3.5% (Results of the Supplementary Survey of the Economically
Active Population Survey on Employment Type, by Statistics Korea, March 2015, p. 4).
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ble 5-1). According to the 2008 survey results on 1,763 establishments
and 1,957,000 persons, 962 establishments (54.6%) used in-house subcontracting and 368,000 persons (21.8%) were hired by in-house subcontractors. According to the 2010 survey, which was conducted on
1,939 establishments and 1,824,000 persons, 799 establishments (41.2%)
used in-house subcontracting and 326,000 persons (24.6%) were hired
by in-house subcontractors. In 2012, the survey was conducted on
1,895 establishments and 1,986,000 persons. The results showed that
1,167 establishments (61.6%) used in-house subcontracting and
389,000 workers (19.6%) were hired by in-house subcontractors.
Close examination of the MOEL‘s 2012 data indicates that among
all workers employed by in-house subcontractors (389,000), those employed in production jobs, cleaning/security/facility management jobs,
and distribution/sales jobs accounted for 46.7% (181,000), 27.5%
(107,000), and 25.8% (100,000), respectively. In manufacturing (518
establishments), 442 establishments used in-house subcontractors, em
ploying a total of 238,000 persons (61.6% of those employed by
Table 5-1. The Use of In-House Subcontracting Based on MOEL Survey Results
year

Establishments with
300+ employees
No. of
No. of
establishments
workers

Prime contractors

In-house subcontractors

No. of
establishments

No. of
workers

No. of
establishments

No. of
workers

2012

1,895

2,202,078

1,167
(61.6%)

1,597,781

8,515

388,661
(19.6%)

2010

1,939

1,823,720

799
(41.2%)

1,000,108

8,529

325,932
(24.6%)

2008

1,763

1,956,556

962
(54.6%)

1,315,405

10,713

367,591
(21.8%)

Note: From the 2010 data, the number of establishments after removing duplicates from the employment insurance database is 1,845. Among them, 778 establishments (42.2%) used in-house subcontracting and 323,000 workers were employed by in-house subcontractors (24.7%of the total
number of workers employed by prime contractors and in-house subcontractors combined).
Source: Current Status of Indirect Employment and Policy Tasks, by Ministry of Employment and Labor, 2013,
Gwacheon: Author, p. 12.
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in-house subcontractors in all industries). Among them, 173,000 workers were engaged in production jobs, accounting for the majority. As
for non-manufacturing industries (1,377 establishments), 725 establishments used in-house subcontractors, most of which were engaged
in cleaning/security/facility management jobs (81,000 persons). In-house
subcontracting was also widely used by the transportation, human
health, and professional, scientific, and technical services.
The MOEL survey results on the use of in-house subcontracting are
almost consistent with the results of the Employment Type Disclosure
System that has been implemented since 2014. This system, under
which companies are required to disclose their employment situations
for different types of employment once a year, was introduced by the
government to encourage companies to improve their internal employment structure in an attempt to overcome an increasingly dual labor market structure created by the prevalent use of non-regular employment and in-house subcontracting. The Employment Type Disclosure System requires employers who have employed a minimum
number of workers (prescribed by Presidential Decree) or above to
publicly notify the status of employment type each year, thus encouraging employers who make excessive use of non-regular workers to
improve their employment structure voluntarily. Every year, employers
who employ at least 300 full-time equivalent workers must disclose the
employment types of their workers as of March 31 (March 1 in 2014)
on the Work-Net by April 30 (March 31 in 2014). In doing so, they divide the workers into two groups: those belonging to employers (workers with an open-ended contract, fixed-term workers, part-time workers)
and those with no affiliation (contract firm workers, temporary agency
workers, subcontractor workers, etc.). In the 2015 Employment Type
Disclosure, 3,233 of 3,240 establishments subject to disclosure submitted their information (an increase of 290 participants from 2014); the
total number of workers was 4,593,000, including 3,676,000 (80%) belonging to employers and 918,000 (20%) with no affiliation (see Tables
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5-2 and 5-3).
Table 5-2. Results of 2015 Employment Type Disclosure
All workers (A = B + C)
Workers belonging to employers (B = a + b)
Open-ended contract
Workers
Fixed-term (b)
(a)
with no
affiliation
Part-time
Part-time
Part-time
(C)
(① =
(②)
(③)
② + ③)
No. of workers
(1,000 persons)
Ratio (%)

4,593

3,676

195

2,834

56

842

139

918

100.0

80.0

(5.3)

77.1

(2.0)

22.9

(16.5)

20.0

Source: Results of 2015 Employment Type Disclosure [Press Release], July 1, 2015, by Ministry of Employment and Labor, p. 3.

Table 5-3. Results of 2015 Employment Type Disclosure by Industry (No. of Establishments,
Thousand Persons, %)
All workers (A = B + C)
Workers belonging to employers (B = a + b)
Workers
Open-ended (a) Fixed-term (b) with no
affiliaPart-time
Part-time
Part-time tion
(① =
(②)
(③)
(C)
② + ③)
All industries
Agriculture, forestry, and
fishing / Mining and quarrying
Manufacturing

4,593

3,676

195

2,834

56

842

139

918

2

2

0

1

0

0.2

0

0.2

(88.1)

(0)

(87.8)

(0) (12.2)

(0)

(11.9)

1,178

5

1,130

4

393

(75.0)

(0.5)

(96.0)

(9.0)

(25.0)

5

0.005

5

(90.3)

(0.1)

(95.7)

3

0.1

2

(99.1)

(2.3)

(85.4)

232

7

110

(55.4)

(3.0)

(47.3)

1,571

Electricity, gas, steam, and
water supply

6

Sewerage, waste management, materials recovery,
and remediation

3

Construction
Wholesale and retail trade
Transportation

419
385
201

297

36

241

(77.1)

(12.2)

(81.1)

158

1

141

(78.2)

(0.6)

(89.3)

1

48

(0.1) (4.0)
0

0.2

0.005

1

(0.0) (4.3)

(2.1)

(9.7)

0.4

0.1

0.02

(0.0) (14.6)

(15.8)

(0.9)

0

2

122

5

187

(1.5) (52.7)

(4.4)

(44.6)

56

24

88

(5.1) (18.9 )

12

(42.3)

(22.9)

17

1

44

(0.2) (10.7)

0.2

(4.1)

(21.8)
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Table 5-3. Continued
All workers (A = B + C)
Workers belonging to employers (B = a + b)
Workers
Open-ended (a) Fixed-term (b) with no
affiliaPart-time
Part-time
Part-time
tion
(① =
(②)
(③)
(C)
② + ③)
Accommodations and food
services

161

Information and
communications

231

Finance and insurance
Real estate, renting, and
leasing
Professional, scientific, and
technical activities
Business services
Public and Social Security
Administration and National Defense
Education
Human health and social
work

312
92
105
612
20

190
180

Arts, sports, and recreation
related services

33

Membership organizations
and other personal services

60

International and foreign
institutions

9

132

55

78

(81.9)

(41.8)

(59.3)

54

35

29

(25.6) (40.7)

20

(65.3)

(18.1)

192

4

176

3

16

1

40

(82.9)

(2.1)

(91.5)

(1.9)

(8.5)

(4.4)

(17.1)

259

5

230

0.5

29

4

52

(83.2)

(1.8)

(88.7)

(0.2) (11.3)

(14.1)

(16.8)

78

4

28

(84.4)

(5.0)

(35.6)

99

4

86

(94.2)

(4.2)

(87.7)

589

22

298

(96.3)

(3.7)

(50.6)

18

0.4

14

(88.5)

(2.3)

(75.9)

176

31

96

(92.7)

(17.7)

(54.5)

0.2

50

4

14

(0.9) (64.4)

(7.3)

(15.6)

12

1

6

(4.1) (12.3)

4

(4.5)

(5.8)

291

14

23

(2.7) (49.4)

8

(4.7)

(3.7)

4

0.4

2

(0.1) (24.1)

(9.3)

(11.5)

0.01

80

31

14

(0.4) (45.5)

0.4

(38.5)

(7.3)

167

13

129

(93.0)

(8.0)

(77.1)

38

10

13

(2.3) (22.9)

4

(27.3)

(7.0)

24

1

19

6

1

9

(72.9)

(4.3)

(77.3)

57

6

40

(1.5) (22.7)

(95.5)

(10.1)

(69.8)

9

0

9

0

0.03

0

0

(100.0)

(0.0)

(99.7)

(0.0)

(0.3)

(0.0)

(0.0)

0.3

(13.8)

(27.1)

17

4

3

(3.2) (30.2)

(25.8)

(4.5)

1

Source: Results of 2015 Employment Type Disclosure [Press Release], July 1, 2015, by Ministry of Employment and Labor, p. 9.

2. Current Situations of the Use of In-House Subcontracting:
Disguised Subcontracting as a Means of Evading Regulations
According to the survey results released by the MOEL, the practice
of in-house subcontracting is prevalent in major industries in diverse
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forms.7
In the automobile industry, some companies engage workers of both
prime contractors and in-house subcontractors in every phase of car
manufacturing involving the car body, painting, assembly, distribution,
quality management, cleaning, transportation, and so forth, while others use subcontractors only for the sub-assembly, not for the main assembly line. In certain establishments, the whole assembly line is handled by in-house subcontractors, and prime contractors provide supervision only and do not participate in the production activities.
In the shipbuilding industry, most establishments use in-house subcontracting throughout the shipbuilding process. Some small and medium-sized shipyards are known to use in-house subcontractors for the
whole production line except for contracting, design, and supervision,
and allow the workers of prime contractors to perform supervisory
duties.
Large establishments in the electronics industry usually have prime
contractors performing key technological jobs and subcontractors performing simple assembly, distribution, and tax-related activities. Sometimes, employers use the special technology owned by their in-house
subcontractors. In some small and medium-sized companies, workers
of in-house subcontractors are directly engaged in production, performing tasks similar to those of prime contractors.
Establishments in the service industry, including hospitals, retailers,
and hotels, rely on in-house subcontracting for peripheral jobs, such as
cleaning, parking, building management, and customer service.
In the steel industry, most companies use in-house subcontracting
for several production processes. Subcontractors are generally responsible for simple and repetitive tasks such as packaging, shipping, transportation, and distribution, allowing prime contractors to focus on their
core activities. Given the characteristics of a capital-intensive equip7

For information below please see Ministry of Employment and Labor, Current status of
indirect employment and policy tasks, 2013, Gwacheon: Author, pp. 17 and 130–145.
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ment industry, a number of steel firms use the expertise of in-house
subcontractors for maintenance and repair of their production facilities.
One of the fundamental reasons the issue of in-house subcontracting has been placed high on the social and political agenda of Korean
society is that a subcontract or a mandate contract is at times signed
between a prime contractor and an in-house subcontractor as a mere
formality to disguise a direct employment relationship or the use of
temporary agency workers, or even if such intent does not exist at the
time of signing the contract, the contracting parties may begin to implement it in a different way to suit their situations. Such practices are
evidenced by a number of lower court decisions involving large firms
such as Hyundai Motors,8 Kumho Tire,9 and GM Daewoo.10 The
problem of disguised subcontracting has been raised continuously until recently in multiple firms.
Disguised subcontracting refers to cases in which the subcontractor
signs a subcontract with the prime contractor, placing its workers in the
establishment of the prime contractor to perform the entrusted activities, but the workers are in reality directly supervised and controlled by
the prime contractor. Such cases technically correspond to a direct employment relationship or to the use of temporary agency workers.11
Temporary agency work and subcontracting are different conceptually,
but it is hard to distinguish between the two when the subject matter of
provision is services and the workers of the subcontractors are placed
in the establishment of the prime contractor under the subcontract.
The practice of disguised subcontracting is used to evade regulations
imposed by the labor law. Before the Act on the Protection of Tempo8
9
10
11

Supreme Court of Korea Decision, 2008Du4367, Decided on July 22, 2010.
Supreme Court of Korea Decision, 2011Du6097, Decided on July 1, 2011.
Supreme Court of Korea Decision, 2011Do34, Decided on February 28, 2013.
Cho, Im-young, Disguised subcontracting and legal regulations, Democratic Legal Studies, 19
(Democratic Legal Studies Association), 2001, p.55; Choi, Hong-yeop, Application of Labor Relations Act to disguised subcontracting, Democratic Legal Studies, 25 (Democratic Legal Studies Association), 2004, p. 336.
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rary Agency Workers became effective, user companies had relied on
the practice to evade general responsibilities under the labor law. Since
the use of temporary agency workers became legalized, however, the
practice has been used to evade even the responsibilities of employers
defined in the Act. 12 When using temporary agency workers, user
companies are required to fulfill responsibilities under the Act on the
Protection of Temporary Agency Workers—for example, restrictions
on jobs permitted and on period of temporary employment, prohibition of discriminatory treatment, special cases for application of the
Labor Standards Act, and the relevant penal provisions. In contrast, if
companies use the practice of disguised subcontracting that looks like a
contract firm work, a subcontract, or in-house subcontracting, etc., on
the surface, they can accomplish the same objective with a low burden
of risk. Therefore, the practice is used by employers when they want to
hire workers for jobs which are not permitted for the use of temporary
agency workers; when they want to use a particular worker for a long
time or continue to use him after the maximum period of temporary
employment permitted by the Act on the Protection of Temporary
Agency Workers has ended. Furthermore, given that the use of temporary agency workers has real potential to be an alternative means of a
fixed-term employment contract, evasion of regulations on indirect
employment through disguised subcontracting means evasion of regulations on fixed-term employment. Leaving the completeness or effectiveness of the current regulatory system aside, failure to regulate the
practice of disguised subcontracting that attempts to evade application
of even the current rules and regulations threatens the very existence
of labor relations regulations.13
In most of the cases where the legal judgment on the practice of
in-house subcontracting becomes an issue, workers make the following
12
13

Kang, Seong-tae, Illegal use of temporary agency workers and responsibilities of a user
company, Labor Law Review, 13 (SNU Society of Labor Law), 2002, pp.174-175.
It is thought that some employers use disguised subcontracting to stabilize their industrial
relations by restricting the three fundamental rights of labor.
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two arguments. First, the contract signed between the prime contractor
and the in-house subcontractor is a disguised subcontract; thus, a direct
working relationship is established between the prime contractor and
the workers of the subcontractor. Second, even if a direct working relationship is not established, the practice corresponds to an illegal dispatch of labor, so the prime contractor is either deemed to have entered
into direct employment relations with the workers of the subcontractor
or required to fulfill responsibilities of direct employment based on the
Act on the Protection of Temporary Agency Workers. After considering the aforementioned arguments of workers, the court determines
whether or not an implied employment relationship existed between the
prime contractor and the workers of the in-house subcontractor, and,
if not, whether the existing practice corresponds to the use of temporary agency workers to which the Act on the Protection of Temporary
Agency Workers applies. And according to a recent Supreme Court
ruling, the court used the following principles to determine whether the
existing practice falls under the use of temporary agency workers.14
The first one is the substance-over-form principle. In other words,
whether or not the current practice corresponds to the use of temporary agency workers to which the Act on the Protection of Temporary
Agency Workers applies depends not on the name or the form of the
contract given by the parties, [ . . . ] but on the real substance of the employment relations.

This is also in line with the principle used by the Supreme Court to
determine if a person falls under the category of worker under the
Labor Standards Act:
14

Supreme Court of Korea Decision, 2010Da106436, Decided on February 26, 2015; Supreme Court of Korea Decision, 2011Da78316, Decided on February 26, 2015; Supreme
Court of Korea Decision, 2012Da96922, Decided on February 26, 2015; Supreme Court
of Korea Decision, 2010Da93707, Decided on February 26, 2015.
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Regardless of the form of the contract—whether it is one of employment or one for work under the Civil Act, it is determined by the
essence of whether or not the person has offered labor to his employer
at a business or establishment for the purpose of earning wages in a relationship of subordination between the employer and him.15

The second principle is called the typological method (Typusmethode oder
typologische Methode), based on a list of contrasting characteristics between the use of temporary agency workers and the subcontract. The
Supreme Court when determining the use of temporary agency workers examines the following five points: (1) if the third party gives considerable direction and instruction to the worker concerned by directly
or indirectly giving him binding directions regarding the performance
of duties; (2) if the worker concerned can effectively be deemed to
have become part of the business of the third party, e.g., by being in a
work group with the workers of the third party and jointly performing
duties; (3) if the employer exercises his authority independently in selecting workers for a particular duty or deciding the number of workers,
or in making decisions regarding education, training, time for work and
recess, and evaluation of work attitude, etc.; (4) if the objective of the
contract is definite, requiring the worker concerned to perform work
of a specific and limited scope, distinct from the work of the
third-party workers, and if the work performed by the worker concerned requires expertise or technological skills; and (5) if the employer
has an independent business organization or facilities needed to fulfill
the objective of the contract. Among the aforementioned five points,
(1) and (2) are signs positively proving the use of temporary agency
workers, while (3), (4), and (5) show that the contract concerned is a
subcontract. Last, it requires a comprehensive judgment on the part of the
Supreme Court in confirming the use of temporary agency workers.
15

Supreme Court of Korea Decision, 2004Da29736, Decided on December 7, 2006.
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This would be a natural sequence for determining the use of temporary
agency workers based on the typological method, with which there exist no unique criteria for a particular type of contract. Therefore, the
Supreme Court has to determine what kind of legal relations are represented by the factual relations of the case concerned using a comprehensive perspective.
The above method of legal determination allows for flexible response on a case-by-case basis and establishment of specific validity in
each case, but the method has also been criticized for its potential to
cause legal instability because it may be difficult to see whether the significance of each determining criterion is a primary or a secondary
factor, and such significance can also differ by case, possibly undermining the predictability of legal decisions.16
3. In-House Subcontracting and Labor Market Dualization
Companies may use in-house subcontracting for several reasons.
First, a particular task may cost much less when a company entrusts it
to an external firm than when it performs the task on its own. This is
the one of the major reasons for the use of in-house subcontracting. In
other words, the practice could reduce labor costs for the prime contractor. A company simply has to pay a certain amount of money to
the in-house subcontractor, and all the responsibilities and risks as an
employer based on the labor contract are borne by the in-house subcontractor. Second, in-house subcontracting allows the prime contractor to enjoy flexibility in the use of manpower. From the point of view
of the prime contractor, it can easily fulfill a short-term labor demand
through in-house subcontracting without having to bear the risk of
employment adjustment, because it is not in the legal position of the
employer of the workers of the in-house subcontractors. Third, the
16

Kim, Ki Sun, Determining the Use of Temporary Agency Workers, Monthly Labor Review,
April 2015, p. 82.
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prime contractor may use in-house subcontracting because of the nature of particular jobs. It can use the skills, expertise, or special
knowledge through indirect employment. When it lacks some professional skills that it requires to operate its business, for example to install
and maintain an information processing system or to develop new
software, it may rely on in-house subcontracting. From its point of view,
having to hire its own employees and provide training and education
for them to acquire the needed skills can be economically inefficient.17
The above-mentioned reasons for using in-house subcontracting are
also backed up by the survey results. The survey conducted by the
MOEL indicates that while there exist various reasons for using
in-house subcontracting by industry and establishment, there are
common ones such as labor cost reduction, securing employment flexibility, and the nature of jobs.
On the other hand, the above reasons for using in-house subcontracTable 5-4. Reasons for Using Contract Firm / In-House Subcontracting
Reasons for using
contract
firm/in-house subcontracting
No. of estab%
lishments
Labor cost reduction
(cost reduction)
Employment flexibility (temporary
demand, temporary vacancy,
replacement of workers on leave,
easier employment adjustment)
Nature of jobs (difficulty in recruiting, skills required, unpopular jobs)
Hiring freeze
Others

In Manufacturing
industry
No. of establishments

%

In Service industry
No. of establishments

%

1,538

27.6

773

28.9

758

27.3

1,580

28.4

913

34.1

621

22.4

2,238

40.2

920

34.4

1,264

45.5

200
16

3.6
0.3

66
3

2.5
0.1

132
4

4.8
0.2

Source: Current Status of Indirect Employment and Policy Tasks, by Ministry of Employment and Labor, 2013,
Gwacheon: Author, p. 15.

17

Hamann, Erkennungsmerkmale der illegalen Arbeitnehmerüberlassung in Form von
Scheindienst- und Scheinwerkverträgen, Diss. Münster 1995, S. 32.
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Table 5-5. The Wage Comparison between Workers of Prime Contractors and Subcontractors,
by Industry
Survey
year

Industry

Automobile
Shipbuilding
2011
Electronics
Service

2012

Manufacture
of steel and
metal
Manufacture
of machinery
and electrical
equipment
Industrial
complex area

Contractor
type
Prime
Sub
Prime
Sub
Prime
Sub
Prime
Sub
Prime
Sub

Wage
Wage difference by item (%)
Sub/
Statutory
Other
Special
Base
Wage prime
allowanc- Bonus allowanc- paymepay
(%)
es
es
nts
43,236
72.3 80.6
83.5
80.8
78.0
72.2
31,249
43,114
78.2 111.0 165.0
51.3
48.7
58.8
33,722
29,348
77.6 68.5
115.5
47.0
105.9
31.5
22,787
30,903
68.1 93.2
201.0
20.4
42.2
43.0
21,056
42,559
64.5 93.2
92.2
25.0
120.6
22.5
27,456

Prime

38,057

Sub

24,923

Prime
Sub

30,055
25,989

65.5

96.6

120.6

26.1

36.8

15.0

86.5

102.3

84.2

61.1

76.0

30.7

Note: Prime = prime contractor; Sub = subcontractor; Statutory allowances = overtime, night, and
holiday work; Bonus = money or valuables paid in accordance with collective agreement, rules of
employment, labor contract or paid regularly and uniformly as a customary practice; Other allowances = sundry allowances (family allowances, seniority allowance, etc.), excluding statutory allowances; Special payments = money or valuables paid on a non-regular basis (performance bonus, etc.).
Source: Current Status of Indirect Employment and Policy Tasks, by Ministry of Employment and Labor, 2013,
Gwacheon: Author, pp. 28–29.

ting can have negative effects on the workers of in-house subcontractors. The increasing use of in-house subcontracting speaks volumes
about the dualization of labor market.
There is a considerable pay gap between the workers of prime contractors and those of in-house subcontractors, although one must be
careful in concluding that the gap is unreasonable if the nature of the
jobs performed by the two groups differs. According to the survey results conducted by MOEL on 489 establishments (77 prime contractors and 412 subcontractors) that use in-house subcontracting in 2011
and 2012, the wage level of those employed by in-house subcontractors
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was 64.5% to 86.5% of that of those employed by prime contractors.
The difference was found to be small in their base pay and statutory
allowances but significant in bonuses and special payments.
Furthermore, those employed by in-house subcontractors work constantly under the pressure of employment insecurity. Data indicate that
their average number of years in service is considerably fewer than that
of regular workers. According to the survey results conducted by
MOEL on 489 establishments (77 prime contractors and 412 subcontractors) that use in-house subcontracting in 2011 and 2012, the average number of years in service of those employed by prime contractors
was 4.1 to 15.2, whereas that of those employed by in-house subcontractors was 2.5 to 3.7. By industry, the average number of years in service of workers of prime contractors was 5 times that of workers of
in-house subcontractors in the shipbuilding industry and the steel and
metal manufacturing industry, and about 3 times that in the automobile
and service industries.
Table 5-6. The Comparison of Average Number of Years in Service between Workers of
Prime Contractors and Subcontractors, by Industry
Survey
year

2011

2012

Average number of years in service (years.months)
Industry
Automobile

Prime
contractor
11.5

3.7

Subcontractor/
prime contractor (%)
32.2

Shipbuilding
Electronics

15.2

3.3

21.7

6.6

3.0

Service
Manufacture of steel and
metal
Manufacture of machinery
and electrical equipment
Industrial complex area

45.5

7.8

2.7

34.6

14.7

3.2

21.8

14.6

3.7

25.3

4.1

2.5

61.0

Subcontractor

Source: Current Status of Indirect Employment and Policy Tasks, by Ministry of Employment and Labor, 2013,
Gwacheon: Author, p. 31.
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4. In-House Subcontracting and Industrial Accidents
According to the 2013 Industrial Accident Data released by the MOEL,
91,824 workers died from or were injured in industrial accidents in
2013. Of a total of 15,449,228 employees in Korea, the number of
deaths from industrial accidents was 1,929, or 1.25% per 10,000 employees. Korea‘s industrial-accident death rate is the third highest
among OECD countries, following Turkey and Mexico. One of the
characteristics of industrial accidents in Korea is that they frequently
occur in small establishments with fewer than 50 employees. And given
that small businesses tend to cover up the accidents or to be passive in
reporting them, the actual incident rate may be higher.18
The active use of in-house subcontracting by many companies has
had an impact on the occurrence of industrial accidents. Although it
cannot be confirmed by specific data, the rate of industrial accidents
among the indirectly employed is known to be higher than that among
those directly employed by prime contractors.19 In many cases, outsourced jobs are dangerous, leading to higher-than-normal injury rates,
or require special knowledge to perform adequately. And in-house
subcontractors entrusted with performing those jobs are generally
small businesses and work in the establishments of prime contractors,
which leaves little room for them to improve the working environment
on their own. In addition, compared with the regular employees of
prime contractors, often those employed by in-house subcontractors do
not receive accurate and timely information regarding the potential
workplace hazards related to their jobs. This alarming observation is
clearly supported by the fact that most of the deaths in recent major
industrial accidents caused by fire, explosion, or gas leaks were of
workers belonging to in-house subcontractors.20
18
19

More economic gains in covering up than reporting industrial accidents . . . countermeasures urgently needed, Naeil Newspaper, July 9, 2013, p. 17.
Otten, Arbeitssicherheit beim Einsatz von Fremdfirmen, Die Berufsgenossenschaft, 2010, S.
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III. Policy Issues in In-House Subcontracting
20

1. The Clarification of Disguised Subcontracting
As the problem of in-house subcontracting has emerged as one of
the key political issues of Korean society, many political parties have
proposed a number of bills to address the problem with the opening
of the 19th National Assembly. As for the current ruling party, the
Legislative Bill on the Protection of Workers of In-House Subcontractors has been proposed by lawmaker Lee Han-gu.
Article 1 of the bill states that the purpose of the legislation is to establish criteria for working conditions, etc., for workers of in-house
subcontractors, thereby remedying unreasonable discrimination within
workplaces and contributing to the security of employment and improvement of working conditions for workers of in-house subcontractors.
To this end, the prime contractor and the in-house subcontractor
shall conclude an in-house subcontract in writing, stating the working
conditions for workers of the in-house subcontractor, for example, description of duties to be performed by workers of the in-house subcontractor, working hours, matters related to holidays and leave, and
matters related to extended and night work (Article 4 of the bill). Also,
the prime contractor may terminate the subcontract upon 60 days‘ prior notice to the in-house subcontractor, but no prime contractor shall
terminate the subcontract on grounds of the involvement of workers
20

Regarding occupational safety and health of workers of in-house subcontractors, please
refer to Kang, Seon-hee, Occupational safety of workers of in-house subcontractors and
responsibilities of prime contractors under the Occupational Safety and Health Act, Labor
Law Forum, 8 (Society of Labor Law Theory and Profession), 2012.; and Noh, Sang-heon,
Responsibilities of employers regarding in-house subcontracting under the Occupational
Safety and Health Act, The Journal of Labor Law, 25 (Korean Society of Comparison Labor
Law), 2012. Regarding the responsibilities of prime contractors regarding in-house subcontracting and the legal effects of relevant laws, please refer to Kang, Seon-hee, & Jeong,
Jin-woo, Prime contractors‘ duty to provide a safe and health working conditions and to
take a safe measure for workers of in-house subcontractors under the Occupational Safety
and Health Act, Korea Law Review, 64 (Korea University School of Law), 2012.
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of the in-house subcontractor in union activities (Article 5 of the bill).
To ensure employment security for workers of the in-house subcontractor, when the existing in-house subcontractor is replaced upon termination of the in-house subcontract, the prime contractor shall ensure
that the employment and workings conditions for workers of the
in-house subcontractor are maintained if the jobs require continuity
unless any special grounds exist to the contrary (Article 6 of the bill).
In addition, when recruiting new employees, the prime contractor shall
provide hiring information to the in-house subcontractor and its workers, and shall endeavor to give priority to employing the most qualified
among them (Article 20 of the bill).
As a measure to prevent unreasonable discrimination, no prime contractor or in-house subcontractor shall give discriminatory treatment to
any worker of the in-house subcontractor on the grounds of his/her
employment status compared with other workers employed by the
prime contractor engaged in the same or similar duties. Any worker of
the in-house subcontractor who has received discriminatory treatment
may request a correction thereof from the Labor Relations Commission. In case of intentional or repeated discriminatory behaviors of the
prime contractor or the in-house subcontractor, the Labor Relations
Commission may order monetary compensation within the scope not
exceeding 10 times the amount of the damages sustained by the worker
of the in-house subcontractor (Article 7 of the bill). Where any prime
contractor or in-house subcontractor gives discriminatory treatment,
the Minister of Employment and Labor may request the correction
thereof, and if they fail to comply with a request for correction, the
Minister shall notify the Labor Relations Commission of the details of
the discriminatory treatment at issue. The Labor Relations Commission
shall, without delay, examine whether the discriminatory treatment at
issue was actually given (Article 8 of the bill). The Minister of Employment and Labor may investigate discriminatory treatment of any
worker of the in-house subcontractor for the business or in the work-

116

Widening Disparities in the Korean and Japanese Labor Markets

place of the in-house subcontractor and the prime contractor who has
a duty to perform the confirmed corrective order, other than the workers who are under the umbrella of the relevant corrective order, and
request correction when discriminatory treatment is found, thus extending the effectiveness of confirmed corrective orders (Article 9 of
the bill).
In order to guarantee and improve the working conditions for workers of the in-house subcontractor, the prime contractor shall guarantee
an adequate level of payment) when concluding a subcontract, thereby
preventing any discriminatory treatment of any worker of the in-house
subcontractor compared with other workers employed by the prime
contractor engaged in the same or similar kind of duties (Article 17 of
the bill). If the in-house subcontractor fails to pay wages to its workers
due to causes attributable to the prime contractor, the prime contractor
shall be jointly and severally liable for such failure along with the
in-house subcontractor (Article 18 of the bill). Also, the prime contractor shall designate a grievance officer to handle grievances filed by
workers of the in-house subcontract, and shall have a person representing workers of the in-house subcontractor participate in the Labor–Management Council (Article 21 of the bill).
The intent of the Legislative Bill on the Protection of Workers of
In-House Subcontractors is not to be criticized, but this bill cannot be a
fundamental solution, as it fails to address the core of the problem.
The biggest problem is that it protects workers of in-house subcontractors as persons who are like temporary agency workers and raises suspicion
that it attempts to block controversy over the issue of illegal dispatch
of labor. Its provisions are similar to measures that have been discussed
since the early 2000s which involve a new concept of an employee-like
person (arbeitnehmerähnliche Person) or a person equivalent to an employee,
with an aim to create a third realm to protect independent contractors.
However, there is an essential difference between the discussion about
independent contractors and the Legislative Bill. The former attempts
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to provide a certain degree of protection under the labor law to independent contractors while leaving room for them to legally fight for
employee status. The latter, however, protects workers of in-house
subcontractors, seeing them as persons who are like temporary agency workers
through prohibition of discriminatory treatment, and so forth, while
considerably limiting room for them to claim that in-house subcontracting is an illegal dispatch of labor in court. For example, the Legislative Bill requires an in-house subcontract to state the working conditions for workers—for example, working hours, recess hours, matters
related to holidays and leave, and matters related to extended, night,
and holiday work—and these elements according to judicial precedents
represent an illegal dispatch of labor. Therefore, by acknowledging that
the prime contractor can exercise its influence on the provision of labor of workers of in-house subcontractors in express terms, the Legislative Bill may water down the controversy over an illegal dispatch of
labor caused by in-house subcontracting.
In fact, the starting point for addressing the issue of in-house subcontracting in terms of policy direction should be to clearly distinguish
between the concepts of temporary agency work and subcontracting,
since the practice of in-house subcontracting in the form of an illegal
dispatch of labor is widely used to evade the responsibilities of employers defined in the labor law as well as the responsibilities of user
companies. If user companies use workers of in-house subcontractors
in the same way they would use temporary agency workers, they should
be charged with the same responsibilities as those specified for using
temporary agency workers on the basis of the substance-over-form
principle. The rule of law should not turn a blind eye to illegality happening in society, and it is high time to consider enacting a law which establishes criteria for temporary agency work and the subcontracting.
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2. Regulations on In-House Subcontracting
Some people claim that the use of in-house subcontracting is inevitable if companies are to maintain their business competitiveness in the
changing competitive landscape and business conditions in the global
market. However, in-house subcontracting has a significant impact on
workers in two major respects.
First, as discussed, workers employed by in-house subcontractors are
subjected to less-favorable working conditions than those of directly
employed workers, and are affected by high employment insecurity.
Thus, the increasing use of in-house subcontracting is likely to solidify
or accelerate the trend of the structural dualization of the labor market.
In terms of jobs, in-house subcontracting may create new jobs for the
subcontractor and eliminate the same jobs from the prime contractor,
but it is hard to call it a zero-sum game given that often the good jobs with
guaranteed employment and adequate working conditions are replaced
with the bad ones with no guarantee of such. Compared with workers
employed by prime contractors, those employed by in-house subcontractors not only face relatively poor working conditions and low wages
but also deal with serious job insecurity when the existing in-house
subcontractor is replaced upon termination of the in-house subcontract. In this regard, any policy aimed at addressing the issue of
in-house subcontracting, even when the practice is used within legitimate boundaries, should prevent excessive outsourcing and guarantee a
certain level of social protection for workers employed by in-house
subcontractors, with priority given to tackling the issue of illegal dispatch of labor. When devising such policies, the first thing to consider
is the working conditions of workers employed by in-house subcontractors. They should be guaranteed the same level of pay and working
conditions (including bonuses and benefits, etc.) by the in-house subcontractor that they would receive if they were directly employed by
the prime contractor and performed the same duties. If the in-house
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subcontractor fails to comply with such responsibilities, the prime contractor shall be jointly liable for such failure along with the in-house
subcontractor. Next, it is necessary to devise a mechanism to enhance
employment security for workers employed by in-house subcontractors.
When the existing in-house subcontractor is replaced upon termination
of the in-house subcontract, and if the jobs require continuity and are
transferred to the new subcontractor, it would be considered a business
transfer, and the existing workers should be guaranteed that their employment relations are succeeded.
Meanwhile, the use of in-house subcontracting affects not only the
workers of in-house subcontractors but also regular workers employed
by prime contractors. If a business uses many workers of in-house
subcontractors, it is likely that the number of regular workers may
gradually decrease, and, accordingly, their collective bargaining power
or the effectiveness of their industrial action. Failure to act to prevent
the uncontrolled spread of in-house subcontracting may ultimately aggravate the already existing imbalance in collective industrial relations.
In this regard, the use of in-house subcontracting by companies needs
to be addressed from the perspective of collective industrial relations.
If a company wants to use workers in indirect employment such as
temporary agency workers or workers of subcontractors, it should
submit data necessary to a labor union of business or workplace if
there is a labor union composed of a majority of workers or, if there is
no such trade union, to a person representing a majority of workers.
Also, it needs to have prior consultation or reach an agreement with a
person representing a majority of workers regarding the data. It should
consider giving a person representing a majority of workers a certain
level of authority by giving him or her information on a regular basis
such as the number of workers in indirect employment used by the
company, their working hours, and their wages.
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3. The Industrial Safety of Workers Employed by In-House
Subcontractors21
In occupational safety and health, prevention is the most important
measure. With regard to the occupational safety of workers of
in-house subcontractors, the responsibilities of in-house subcontractors need to be strengthened for hazardous and dangerous duties.
There can be various reasons for the recent frequent occurrence of
accidents caused by fire, explosion, and gas leaks in Korea, but one of
the highly probable causes is that, after an in-house subcontract is
signed, prime contractors play only a perfunctory supervisory role,
shifting all responsibilities related to occupational safety and health to
subcontractors, who are usually small businesses and not capable of
ensuring occupational safety and health for their workers. Therefore, a
practical institutional mechanism should be introduced to ensure that
the tasks involving hazardous substances with a high risk of accidents
are performed only by companies with the required knowledge and
experience.
Also, recent industrial accidents show that, in many cases, workers of
subcontractors whose jobs involve the repairing, remodeling, or cleaning of any equipment for manufacturing and the handling of harmful
or dangerous chemical substances that may cause explosions, perform
duties without having sufficient information about the harmfulness and
danger of such substances. Thus, the recently amended Occupational
Safety and Health Act has a newly inserted provision requiring that
prime contractors who outsource any work to repair, renovate, or clean
any equipment for manufacturing or to handle harmful or dangerous
chemical substances take necessary measures, such as providing information about the harmfulness and danger of the jobs involved as well
as precautions, for in-house subcontractors (Article 29(5)–(7) of Oc21

The text in this section is based on Kim, Ki Sun, In-house subcontracting and occupational safety and health, Quarterly Journal of Labor Policy, 13(4) (Korea Labor Institute), 2013.
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cupational Safety and Health Act). However, given that the risks in occupational safety and health to workers of in-house subcontractors effectively stem from the business of prime contractors and that subcontractors are generally not capable of evaluating the information given
by prime contractors and simply deliver the information to their workers, it would be desirable to require prime contractors to directly provide information to workers of in-house subcontractors involved in
manufacturing and handling of harmful or dangerous chemical substances to ensure that accurate information is given to them. Also, if
prime contractors fail to fulfill their responsibility to provide information and cause any damage to workers of an in-house subcontractor,
they shall be liable to compensate such damage. This would also be
consistent with the principle that the employer should assume all the
responsibilities related to occupational safety and health of everyone in
the business under its control. Furthermore, considering that the prime
contractor is the real producer and controller of industrial risks that
could threaten the occupational safety and health of workers of
in-house subcontractors, the prime contractor should provide guidance
to the subcontractor on complying with the laws, and the responsibilities that arise from it should be jointly borne by both parties.
On the other hand, occupational safety and health are directly related
to the life and health of workers. Therefore, it is crucial to secure participation of all workers of the business. To encourage labor and management to engage in preventing industrial accidents on their own, the
scope of work and authority of the Occupational Health and Safety
Committee should be expanded. The matters currently deliberated on
and decided by the Committee should be expanded, and establishments
that lack an Occupational Health and Safety Committee should consider requiring that matters related to safety and health which are simply
consulted at present be deliberated on and decided by the Labor–Management Council from now on with an aim to encourage the
Council to promote occupational safety and health within workplaces.
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Also, it would be desirable to devise measures to increase the participation of regular workers and workers of in-house subcontractors in
matters related to safety and health by having a person elected to represent workers of in-house subcontractors join the Labor–Management Council.

Differentials in Working Conditions in the Korean Supply Chain Model

123

Chapter 6

Differentials in Working Conditions in the
Korean Supply Chain Model
Joyup Ahn

I. Introduction
Firms seek profits by selling to consumers the goods and services
produced by combining production factors in the most efficient way
available at the time. They attempt to maximize profits by purchasing at
the lowest price from the production factor market and selling at the
highest price in the goods market. One of the key premises of economics textbooks is that if both the production factor market and the
goods market were perfectly competitive, sufficiently many suppliers
and clients would exist in each market and firms would be able to gain
only the (zero) normal profit.
If there are only a few suppliers in the goods market (or only one in
a more extreme case), on the other hand, such firms would wield a
monopoly over the market, minimizing consumers‘ surplus and, at the
same time, maximizing the producers‘ surplus, thus attain the monopoly profit. They would also cause dead-weight loss to the economy by
producing less than the optimal level. The same logic applies to the




This paper is a translated version of a paper published in the Monthly Labor Review (KLI,
August 2015). This paper was also presented at the 15th KLI-JILPT Joint Workshop on
Growing Gaps in the Labor Markets and Policy Issues, co-organized by the Korea Labor Institute (KLI) and the Japan Institute for Labour Policy and Training (JILPT), in Busan, Korea on August 28, 2015.
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production factor market. If there are only a few clients (or only one),
such firms would wield monopsony over the market and gain monopsony profits at the expense of factor suppliers‘ surplus and the economy‘s dead-weight loss.
Producing one type of product normally requires several steps in a
process. The more complex a product becomes, the more numerous
the factors or components needed for its production, and the more
steps in the process. One way of handling production is for a firm to
produce all its required factors as well as the product; another way is to
purchase all the factors from the market and combine or assemble
them into a product at the last step.
Let‘s take rice farming as an analogy. It started out with people scattering seeds on the ground and looking up to the sky, but this primitive
method was followed by a series of changes that increased rice-farming
efficiency, or yield: irrigation and rice planting, which increased the
process steps; addition of manure, which increased both the process
steps and production factors and allowed for self-production of the
additional production factor; use of fertilizers, which increased the
production factors and required purchase of the additional factor; use
of different types of farming machines, which increased the production factors and capital required; and seed improvement, which increased the production factors, requiring research and development
(R&D). The paddy rice has to be further processed to be turned into a
product, milled rice. Today‘s more sophisticated, modern products require a seemingly countless number of components and steps in the
production process.
In sum, the final products in major industries are finished through a
continuous cycle of buying and selling, and the production structure is
categorized and specialized under the final client company, commonly
called the flagship company. A multi-tiered supply chain system is
formed in which the final client company procures from a number of
first-tier subcontractors, first-tier subcontractors procure from a larger
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number of second-tier subcontractors, second-tier subcontractors
procure from third-tier subcontractors, and so on. The group of entities included in this system can be called the supply chain network.
It is true that the contractor–subcontractor relationship, based on
vertical division of labor and cooperation between a large company
and many small and medium-size enterprises (SMEs), played a positive
role in the beginning of Korea‘s industrialization. This relationship
continued to play a positive role during the rapidly growing period in
Korea, as contractors and subcontractors maintained a symbiosis: the
contractors, or large companies, led technological development with
their concentrated pools of specialists and transferred the results to the
subcontractors, or SMEs. At the same time, the subcontractors were
assured of steady demand.
But now, as the economy is becoming more sophisticated, and especially after the country underwent the Asian financial crisis in the late
20th century, the contractor–subcontractor relationship more frequently revealed negative consequences rather than positive. One example is the growing gap in working conditions between contractors
and subcontracting companies. The end clients, maintaining monopsony for their own survival in this time of slowing growth, ongoing
globalization, and never-ending competition, have extended their
asymmetric status in the production factor market into the labor market.
This is the consequence of their judgment that it would be more rational to outsource their component production process. For firms, it
appeared that further specialization and increasing efficiency in production methods and working processes were essential to surviving in an
increasingly complex and globalized economic structure. Therefore,
they began outsourcing components for various purposes, such as
minimizing the number of regular workers, concentrating on core jobs,
cutting production costs, and transferring production and sales risk.
The contractor–subcontractor transaction does have a number of
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advantages. For contractors, outsourcing component production to
subcontractors can temper the reduction in profit margin that would
otherwise result from an increase in fixed capital, lessen the burden of
production process management, and encourage specialization of
subcontractors, thereby keeping wage levels low despite relatively high
productivity. For subcontractors, the relationship with a contractor
could maintain continuity in demand, provide relative security in product sales channels, and offer easier acquisition of technology and better
access to funding. On the other hand, the relationship could potentially
develop into monopsony that stands in violation of fair transaction
principles and has high risks of disguised contracting or illegal use of
temporary agency work.
A law was enacted in 1984 to ensure fairness in the contractor–subcontractor relationships, and another law was passed in 2006 to
promote win–win cooperation between large companies and SMEs.
The latter has received a big push to achieve shared growth between
large and small companies, but the gap between contractors and subcontractors remains little changed. The objective of this paper is to
understand the differences in working conditions between employees
of contractors and subcontractors, using the Survey on Working Conditions of Workers by the Employment Types (2013) published by the
Ministry of Employment and Labor.
Some previous studies have used the firm size as the proxy variable
for the contractor–subcontractor relationship because it could not be
determined whether a worker‘s workplace belonged in such a network
or not. Other studies have tried to examine at least partial differences
through in-depth interviews. But the former approach cannot be said
to be appropriate, because the firm size is not directly correlated to a
contractor–subcontractor relationship. The latter approach is like a
blind man in a room with an elephant, quite limited in its ability to offer a comprehensive view. This paper uses the KED Database (2011)
provided by the Korea Enterprise Data, Inc., and corporate audit re-
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ports provided by the Financial Supervisory Service to determine
whether a company belongs to a contractor–subcontractor relationship
or not and, if so, in what tier. It then matches each company‘s result
with information from the Survey on Working Conditions of Workers
by the Employment Types (2013). This dataset is then used to undertake a full, in-depth analysis of differences in working conditions between contractors and subcontractors, the first study of its kind in Korea.1
This paper is structured as follows. Section II introduces the dataset
used for analyzing working conditions of the contractors and their
subcontractors and then reviews its features. This dataset is the match
between the Survey on Working Conditions of Workers by the Employment Types (2013) and the company‘s status as either flagship
company2 or subcontractor. If it is a subcontractor, it is then matched
to the Supply Chain Network Data that identifies the subcontractor‘s
tier of supply relative to the flagship company (contractor–subcontractor relationship stage). Section III uses the matched data to review
the differences in working conditions between flagship companies and
subcontractors, as well as between subcontractors in different tiers of
the supply chain comparing average monthly wages, hourly wages, percentage of employees covered by the four major social insurance programs, and percentage receiving fringe benefits such as bonus and retirement allowance. It also assesses the differences in union membership rates, which are a factor in the gap in working conditions. The last
section summarizes the discussion and suggests directions for future
research to allow a more stringent analysis of the causes of the gap in
working conditions.

1
2

Special thanks to Eun-Yi Jeon, Assistant Director of Ministry of Employment and Labor,
for her help in data matching.
The end-client company is at the top of the contractor–subcontractor transaction network.
It only purchases from other firms (partners), without selling to them.
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II. Data
This study matches the Supply Chain Network Data with the workplaces in the Survey on Working Conditions of Workers by the Employment Types (2013) and analyzes the working conditions of employees who belong to each workplace. The next section briefly describes the process of building the matched data and explains the data‘s
main features.
1. The Supply Chain Network Data
These dataset, the Supply Chain Network Data, are a match between
the KED Database (2011) provided by Korea Enterprise Data, Inc.,
and the corporate audit reports (2011) provided by the Financial Supervisory Service. The former include financial information and sales
values of 54,269 companies, broken down by sales channel, and the
latter includes information on cross-transaction between subsidiaries of
independently audited companies. The match resulted in 54,114 sample
companies after excluding those with missing information. It is used to
trace the supply chain network of 404 individual flagship companies
across 14 sectors, to identify their subcontractors, and to establish each
subcontractor‘s tier. Firms in the sample represent 2,923,000 employees
and 2,092 trillion KRW in sales, accounting for 11.3% of legal firms
and 27.9% of employees out of the total included in the Census on
Establishments (2011) by Statistics Korea. The 14 sectors include 9
from manufacturing: food and beverage, textile/garments/leather,
petrochemicals, steel and metal, electronics, power equipment, machinery, automotive, and shipbuilding. The remaining are power and gas,
construction, retail, communications, and system integration.
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2. The Survey on Working Conditions of Workers by the
Employment Types
The Survey on Working Conditions of Workers by the Employment
Types (2013) is administered annually by the Ministry of Employment
and Labor with a sample of approximately 30,000 workplaces and their
employees. It is designed to identify their status in such aspects as employment type, working hours, and wages. The reference period is defined as the period of time used for calculating workers‘ pay for June.
Its main sections are (A) General information about the workplace, (B)
Status of employment at the workplace, and (C) Information on individual workers.
General information about the workplace (undisclosed) consists of
the following: (1) the Name of Workplace, (2) Location, (3) Main
products or businesses (maximum 2), (4) the Type of workplace (①
Singular, ② Head office (division, branch, etc.), ③ Branch, factory,
etc.), (5) the Type of management (① Ordinary, ② Temporary agency, ③ Contract firm, ④ Contractor), (6) the Number of employees,
(7) Unionization, (8) the Pay calculation period for June, (9) Industrial
Accident Insurance coverage, (10) the Number of normal working days
per week, (11) the Enterprise-wide number of employees and (12) the
Annual bonus and performance pay in the previous year (2012).
Status of employment at the workplace (undisclosed) categorizes
employees into the following types: ① Independent contractors, ②
Teleworkers / home-based workers, ③ Temporary agency workers,
④ Contract firm workers, ⑤ Daily workers, ⑥ Part-time workers,
⑦ Fixed-term workers, ⑧ Contingent workers other than fixed-term
workers, and ⑨ Regular workers. It then identifies the following by
the employment types: ① Total employees, employees by gender, and
② Number of sampled employees.
Information on individual workers includes the following: (1) the
Employment type, (2) Gender, (3) the Education level, (4) Date of

130

Widening Disparities in the Korean and Japanese Labor Markets

Birth (month and year), (5) Year and month of (first) joining the company, (6) Years of experience (including the experience in same jobs at
other workplaces), (7) Working arrangement (full-time/ part-time, information related shift work for full-time employees), (8) the Employment contract period, (9) Occupation, (10) the Number of working
days (actual regular days, actual weekends worked), (11) Monthly/annual vacation days of the previous year (here, 2012), (12) Working
hours (actual regular hours, actual overtime hours), (13) Wage calculation basis (① Hourly, ② Daily, ③ Weekly, ④ Monthly, ⑤ Annual,
⑥ Others), (14) Basis amount for wage calculation, (15) Salary pay in
June 2013 (fixed pay, overtime pay), (16) Annual bonus and performance pay for the previous year (2012), (17) Coverage under the four
major social insurance types, (18) Fringe benefits availability (bonus,
retirement allowance), and (19) Union membership (serial number and
name are undisclosed).
3. The Supply Chain Model and Employee Samples
Table 6-1 gives an overview of the features of the matched data.
There are 824,000 employee samples in the Survey on Working Conditions of Workers by the Employment Types (2013) representing
13,470,000 individuals. As seen in the table, roughly 16,800 employee
samples (20.4% of employee samples), representing 2,340,000 employees (17.4% of all employees), belong to workplaces that were matched
with the Supply Chain Network‘s sample firms.3 Of the matched employee samples, those that belong to independent companies having
nothing do with contractor–subcontractor transactions number 94,300,
representing 1,400,000 employees, or 60% of the total matched employee samples.
The number of workers at flagship companies is 320,000 (39,000
samples), representing 13.7% of matched employee samples and 34%
3

38.3% of the 439,000 employee samples at workplaces with over 100 employees.
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of contractor–subcontractor employees. Meanwhile, the number of
workers at subcontractors is 617,000, or 26.4% of the matched employee samples and 66% of all contractor–subcontractor employees. A
breakdown of the subcontractor-side employee samples shows 477,000
employees (29,000 samples), or most of the subcontractor-side employees, belonging to first-tier subcontractors, followed by 108,000 in
the second tier (4,686 samples) and 32,000 (1,143 samples) in the third
or lower tiers.
The distribution of the firm size is as follows: of the total employee
samples, 75% work at workplaces with fewer than 100 employees; 11%
work at workplaces with 100 to 299 employees, 13% work at workplaces with 300 or more employees, and 6.7% work at workplaces with
1,000 or more employees. In comparison, a breakdown of flagship
Table 6-1. The Number of Employees by Company Type
Sample size
All
Flagship
companies
Subcontractors

Number of
employees

Employee
share 1
(%)

Employee
share 2
(%)

Employee
share 3
(%)

824,439

13,470,762

38,945

319,859

2.37

13.66

34.14

34,865

616,927

4.58

26.35

65.86

Tier 1

29,036

476,895

3.54

20.37

50.91

Tier 2

4,686

107,903

0.80

4.61

11.52

Tier 3 +

1,143

32,130

0.24

1.37

Independent

94,292

1,404,258

10.42

59.98

Unmatched

656,337

11,129,717

82.62

—

3.43
—
—

Note: All indicates total samples included in 2013 Survey on Working Conditions of Workers by
the Employment Types.
Flagship companies are the end-client companies; independent companies are those who,
out of the sample companies, appear to be outside the contractor–subcontractor relationship; unmatched companies are those not included in the Supply Chain Network sample
companies.
Employee share 1 is the share out of total employees; employee share 2 is the share out of
total employees excluding unmatched companies; employee share 3 is the share out of total
employees excluding unmatched and independent companies.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

132

Widening Disparities in the Korean and Japanese Labor Markets

companies shows a relatively larger scale in general: workplaces with
300 or more employees make up an overwhelming majority at 90%
(workplaces with 1,000 or more employees are 79%), while workplaces
with fewer than 100 employees make up only 2.4%, and workplaces
with 100 to 299 employees are 7.6%. At subcontractors, companies in
the categories 300 employees and more and between 100 to 299 employees each make up 17%, while those with 10 to 29 employees and
30 to 99 employees make up more sizeable shares at 24% and 27%,
respectively. But no small number of them work at workplaces with
fewer than 10 employees, accounting for 13% of subcontractors.
When the size of subcontractors is analyzed by tiers, 22% among the
first tier are found to have 300 or more employees, but only 2% of
workplaces among the second and third tiers are at that size, suggesting
that the first-tier companies and others are completely heterogeneous.
Incidentally, the percentage of workplaces with 100 to 299 employees
does not differ much by tiers, accounting for 18% of the first tier, 15%
of the second, and 17% of the third. But those with fewer than 100
employees take up a much higher share of the second and third tiers
(over 80%), whereas their share of the first tier is only 60%. In particuTable 6-2. The Distribution of Workers by Firm Size (%)
Number of employees
<100

All
Flagship
Subcontractors

300+
300500499
999

All

1-4

5-9

10-29

30-99

100299

75.8

28.3

13.2

18.0

16.3

11.2

13.0

3.4

2.9

6.7

2.4

0.2

0.2

0.5

1.4

7.6

90.0

5.5

5.6

78.8

All

1,000+

64.9

5.5

7.8

24.2

27.4

17.7

17.4

3.9

8.5

4.9

Tier 1

59.9

3.5

6.1

22.0

28.3

18.3

21.7

4.3

11.0

6.4

Tier 2

82.2

11.4

12.9

32.6

25.4

15.0

2.8

2.8

0.0

0.0

Tier 3 +

81.2

15.7

15.1

29.8

20.6

16.6

2.2

2.2

0.0

0.0

Independent

71.9

9.8

11.6

25.7

24.9

18.3

9.7

3.9

3.3

2.5

Unmatched

79.0

32.6

14.1

17.3

15.0

10.0

11.0

3.2

2.5

5.3

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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lar, workplaces with fewer than 5 employees and with 5 to10 employees
make up a relatively high 11% and 13%, respectively, of the second tier,
and 15% in the third, indicating that the lower the level of subcontracting, the smaller the business.
Table 3 illustrates the distribution of workers by employment types.
Of total employees, regular workers make up 73%, part-time workers
6%, fixed-term/daily/independent contractors 5% each, contingent
and contract firm workers a little over 2% each, and temporary agency
workers a very low 0.6%.
Among flagship companies, 96% of the employees are regular
workers, only 2.5% are fixed-term workers, and 0.8% and 0.2% are
temporary agency workers and contract firm workers, respectively.
Among subcontractors, 85% are regular workers, lower than at flagship
companies but slightly higher than at independent and unmatched
companies (those that are not included or matched with the sample
companies in the supply chain network). But daily workers account for
a relatively high 8%, fixed-term workers 3.4%, and contingent workers
1.2%, also slightly higher than others.
Table 6-3. The Distribution of Workers by Employment Type (%)
No. of Indeemplo- penyees
dent
(in
con1,000s) tractors

All
13,471
Flagship
320
Subcontra617
ctors
Tier 1
477
Tier 2
108
Tier 3 +
32
Independent 1,404
Unmatched 11,130

5.3
0.1

Tele- Tem- Conwork- porary tract
ers/ agency firm
home- work- workbased
ers
ers
workers
0.1
0.6
2.0
0.0
0.8
0.2

Daily
workers

Part- Fixed- Con- Regutime
term tingent
lar
work- work- work- workers
ers
ers
ers

5.5
0.1

6.0
0.0

5.6
2.5

2.1
0.0

72.7
96.2

0.7

0.0

0.8

0.2

7.8

0.3

3.4

1.2

85.4

0.9
0.1
0.0
1.8
6.1

0.0
0.0
0.0
0.0
0.1

1.0
0.3
0.0
0.7
0.6

0.2
0.4
0.1
1.0
2.3

9.3
2.3
4.3
7.9
5.3

0.3
0.4
0.1
0.9
7.2

3.2
4.1
4.6
4.8
6.0

0.8
1.8
4.7
0.6
2.4

84.3
90.5
86.2
82.3
70.1

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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By tiers, regular workers account for 84% of the first tier, lower than
the 91% of the second tier and 86% of the third tier. First-tier subcontractors show a relatively high percentage of daily workers (9.3%),
while second-tier subcontractors are relatively higher in fixed-term
workers (4.1%), and third- or lower-tier subcontractors have a higher
number of contingent and fixed-term workers (4.7% and 4.6%, respectively).

III. The Supply Chain Model and Working Conditions
1. The Supply Chain Model and Average Monthly Wages
Table 6-4 shows the average monthly wage of workers by subcontractor tiers included in the Survey on Working Conditions of Workers
by the Employment Types, as well as the relative wage in comparison to
the average monthly wage of flagship company employees.4 As of
June 2013, the average monthly wage of all workers is 2.62 million
KRW, of which 2.17 million KRW (83%) is the fixed pay. The total
wage including overtime pay is 2.31 million KRW (88%). Of the total
wage, overtime pay is 5.4% and annual bonus (and performance pay) is
11.9%.
At flagship companies, the average monthly wage is a very high 5.60
million KRW, of which fixed pay is only 57.7% while annual bonus
(and performance pay) takes up 33.7%. This illustrates that a large part
of the wage gap stems from annual bonus (and performance pay). In
comparison, the average monthly wage at subcontractors is 2.86 million
KRW, showing a very low relative wage level of 51%. Overtime pay is
8.2%, a level similar to that at flagship companies, but annual bonus
4

Calculated as follows: The average monthly wage is divided by total working hours (where
overtime hours were applied with a 50% increment). I.e., Total working hours = Regular
working hours + overtime hours × 1.5.
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Table 6-4. Average Monthly Wages by Tiers

All
Flagship
Subcontractors
Tier 1
Tier 2
Tier 3+
Independent
Unmatched

Wage level
(1,000 KRW/month)
Fixed pay Total wage Total wage 2
2,169
2,310
2,621
3,229
3,712
5,597
2,322
2,557
2,861
2,343
2,582
2,911
2,331
2,558
2,791
1,973
2,188
2,360
2,339
2,509
2,770
2,108
2,230
2,504

Relative wage
(%)
Fixed pay Total wage Total wage 2
67.2
62.2
46.8
100.0
100.0
100.0
71.9
68.9
51.1
72.6
69.6
52.0
72.2
68.9
49.9
61.1
58.9
42.2
72.4
67.6
49.5
65.3
60.1
44.7

Note: Fixed pay is the sum of base pay, ordinary allowance, and other allowances. Total wage is
the sum of fixed pay and overtime pay. Total wage 2 is the sum of monthly prorated total
wage and annual bonus (and performance pay).
Relative wage: Flagship company wage = 100.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

(and performance pay), at 10.6%, is much lower than that at flagship
companies.
For that reason, although the relative wage at subcontractors in
terms of fixed pay is 72% of that of flagship companies, and total
wage including overtime pay is slightly less than 70%, in terms of total
pay, which includes annual bonus and performance pay, the rate at
subcontractors is less than half that at the flagship companies. This
demonstrates that a large part of the wage gap between flagship companies and subcontractors comes from annual bonus (and performance
pay).
By tiers, the average monthly wage of workers at subcontractors is
2.91 million KRW in the first tier, with a somewhat high relative wage
of 52%. But it is 2.79 million KRW in the second tier, falling below
50%, and an even lower 2.36 million KRW in the third tier, translating
to only a 42% relative wage. It is worth noting that compared with independent companies not involved in contractor–subcontractor relationships, workers‘ wage at the first-tier subcontractors is slightly higher,
the wage at the second-tier subcontractors is similar, and that at the
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third-tier subcontractors is considerably lower.
2. The Supply Chain Model and Hourly Wages
Table 6-5 shows the hourly wage of all workers in the Survey on
Working Conditions of Workers by the Employment Types as well as a
breakdown by subcontractor tiers. The average hourly wage of all
workers (as of June 2013) is 15,864 KRW. The hourly wage of the
fixed-pay portion is 14,300 KRW, and the hourly wage including overtime pay is 14,100 KRW, showing that the increment on overtime pay is
lower than 50% on average.
The average hourly wage at flagship companies is 30,900 KRW, close
to twice that of the average for all companies. The hourly wage of the
fixed-pay portion is 21,300 KRW, and the hourly wage including overtime pay is 20,600 KRW, indicating that even at flagship companies, the
increment on overtime pay does not reach 50%.
Table 6-5. Average Hourly Wages by Tiers
Average hourly wage
(KRW/hours)
Fixed pay

Relative hourly wage
(%)

Total wage Total wage 2 Fixed pay

Total wage Total wage 2

All

14,310

14,086

15,864

67.1

68.3

51.4

Flagship

21,330

20,625

30,836

100.0

100.0

100.0

Subcontractors

14,931

14,646

16,274

70.0

71.0

52.8

Tier 1

15,147

14,845

16,615

71.0

72.0

53.9

Tier 2

14,710

14,525

15,752

69.0

70.4

51.1

Tier 3+

12,468

12,111

12,962

58.5

58.7

42.0

Independent

15,337

15,071

16,583

71.9

73.1

53.8

Unmatched

13,944

13,743

15,321

65.4

66.6

49.7

Note: In calculating the hourly wage, fixed pay is calculated using the regular working hours; total
wage and total wage 2 are calculated using the total working hours. Total working hours =
Regular working hours + overtime hours × 1.5.
Fixed pay is the sum of basic wage, ordinary allowance, and other allowances. Total wage is
the sum of fixed pay and overtime pay. Total wage 2 is the sum of monthly prorated total
wage and annual bonus (and performance) pay.
Relative hourly wage: Flagship company hourly wage = 100.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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The average hourly wage at subcontractors is 16,300 KRW, with a
relative hourly wage of 52.8% of that at flagship companies, or slightly
higher than the 51.1% of relative monthly wage. The hourly wage of
the fixed-pay portion is 14,900 KRW, and that including overtime pay is
14,600 KRW, a little over 70% of that at flagship companies.
By tiers, the average hourly wage at first-tier subcontractors is 16,600
KRW, with a relative wage of 54%. But at second-tier subcontractors it
is 15,800 KRW, falling to a 51% relative wage, and at third- or lower-tier
subcontractors the hourly wage is less than 13,000 KRW, with a very
low relative wage of 42%.
The figures below show whether the companies belong to the contractor–subcontractor relationships or not, and the hourly wage by
subcontractor tiers. The x-axis shows the wage level in multiples of the
minimum wage (4,860 KRW per hour as of 2013). As seen in Figure
6-1, the hourly wage at flagship companies is generally tilted right,
showing a relatively high hourly wage, with almost none of their employees being paid below the minimum wage. In comparison, at subcontractors and independent companies, 2% to 6% of employees are
paid below the minimum wage. In the low-wage sections, where employees earn less than twice the minimum wage, subcontractors have
Figure 6-1. The Distribution of Hourly Wages (Total Wages)
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fewer workers earning low hourly wages than independent companies
and unmatched companies do.
Figure 6-2 shows the distribution of subcontractors‘ hourly wage per
tier. The lower the level of subcontracting, the higher the percentage
of employees receiving less than twice the minimum wage.
Cumulative distribution of the hourly wage (excluding annual bonus
and performance pay) allows a deeper look. Figure 6-3 shows that over
47% of all workers receive less than twice the minimum wage. The
Figure 6-2. The Distribution of Hourly Wages (Total Wages): Subcontractors

Figure 6-3. The Cumulative Distribution of Hourly Wages (Total Wages)
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share is over 38% even at independent companies and is 36% at subcontractors. It is below 9% at flagship companies.
By tiers, the percentage of workers earning less than twice the minimum wage is only 33.3% among first-tier subcontractors, rises to 42.2%
at second-tier subcontractors, and reaches a very high 55.7% at the
third- or lower-tier subcontractors (see Figure 6-4).
Cumulative distribution of the hourly wage including annual bonus
reveals a much broader area between the two curves, indicating once
again that annual bonus and performance pay are the main factors in
Figure 6-4. The Cumulative Distribution of Hourly Wages (Total Wages): Subcontractors

Figure 6-5. The Cumulative Distribution of Hourly Wages Including the Annual bonus
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Figure 6-6. The Cumulative Distribution of Hourly Wages Including the Annual
Bonus: Subcontractors

the wage distribution gap between flagship companies and subcontractors (see Figure 6-5 and Figure 6-6).
3. The Supply Chain Model and Fringe Benefits
(1) Social Insurance

Table 6-6 shows the social insurance coverage and fringe benefits by
subcontractor tiers. Social insurance coverage among all employees is
between 73% (National Pension) and 84% (Industrial Accident Insurance). But the difference between flagship companies and subcontractors should be noted. At flagship companies, almost all employees are
covered under the four major social insurance programs. At subcontractors, however, although almost all are covered under the Industrial
Accident Insurance, only 87% have National Pension coverage, and
slightly over 90% have Health Insurance and Employment Insurance
coverage. To be fair, the rates of coverage are still considerably higher
at subcontractors than at unmatched companies and slightly higher
than at independent companies.
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Table 6-6. Fringe Benefits and Social Insurance Coverage by Tiers
Number of
employees
(in 1,000s)
All
Flagship
Subcontractors
Tier 1
Tier 2
Tier 3 +
Independent
Unmatched

13,471
320

Social insurance coverage (%)
Employee benefits (%)
Union
IndustrimemberEmp.
Health
al
National
Bonus Retirement
ship
insurinsurAccident
Pension
pay
pay
(%)
ance
ance
Insurance
76.5
78.0
72.7
84.1
56.3
74.6
10.4
99.8
99.8
99.5
99.9
97.2
98.4
39.2

617

93.0

91.5

87.3

99.0

68.6

86.9

6.8

477
108
32
1,404
11,130

93.7
91.5
88.4
90.1
73.2

90.7
95.5
90.4
89.6
75.1

86.6
91.7
83.0
83.9
69.7

98.8
99.7
99.8
97.1
81.2

69.0
68.9
62.0
62.3
53.6

85.6
92.1
87.0
83.6
72.1

7.7
4.1
2.8
8.9
10.0

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

There is close to 100% coverage under Industrial Accident Insurance
regardless of the tier. Employment Insurance coverage is highest
among first-tier subcontractors (94%) and relatively lower among
third-tier subcontractors (88%). Health Insurance and National Pension coverage are the highest among the second-tier subcontractors,
followed by the fist-tier and third-tier subcontractors.
(2) Fringe Benefits

Only 56% of all employees are entitled to bonus pay. As shown in
Table 6-6, the percentage of employees receiving bonus pay is very
high at flagship companies (97%), relatively lower at subcontractors
(below 70%), and lower still at independent companies (62%) and unmatched companies (54%). By tiers, whereas the share receiving bonus
pay is close to 70% at first-tier and second-tier subcontractors, it is a
relatively low 62% at third- or lower-tier subcontractors.
Retirement pay is available to 75% of all employees, which is higher
than the rate of those receiving bonus pay. The rate of employees eligible for retirement pay is close to 100% at flagship companies, slightly
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lower at subcontractors (87%), and lowest at unmatched companies
(72%). By tiers, it is relatively high among second-tier subcontractors
(92%) but relatively low among the first-tier and third-tier subcontractors (below 90%).
4. The Supply Chain Model and Union Membership
The union membership rate among all employees is 10.4%. While it
is quite high at flagship companies (40%), it is very low at subcontractors (under 7%), even lower than at independent companies (9% to
10%). By tiers, it is relatively high among first-tier subcontractors
(7.7%), but very low at second-tier subcontractors (4.1%) and third- or
lower-tier subcontractors (2.8%), indicating that the role of unions is
almost nonexistent at second- and lower-tier subcontractors. It points
to the extremely limited presence of leadership inside subcontractors to
improve working conditions. It also highlights the need to seek shared
prosperity between the employees of contractors and subcontractors in
each sector to ensure sustainability of the contractor–subcontractor
relationship.

IV. Conclusion
1. Summary
The results of analysis on working conditions of contractor–subcontractor employees using the dataset matching the Supply Chain
Network Data (2011) and the Survey on Working Conditions of
Workers by the Employment Types (2013) can be summarized as follows. First, whereas 90% of employees at flagship companies work at
large companies with 300 or more employees, only 17% do at subcontractors. In the latter case, 65% work at small companies with fewer
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than 100 employees. This demonstrates a positive correlation between
contractor–subcontractor relationship and the firm size. But given that
over 17% of subcontractors are large companies with 300 or more
employees, it also suggests that using the firm size as a proxy variable
for contractor–subcontractor relationship is not appropriate.
Second, the firm size shrinks the lower the level of subcontracting.
Whereas over 20% of employees at first-tier subcontractors are at large
companies with 300 or more employees, the percentage falls to almost
nonexistent (less than 3%) at second- and lower-tier subcontractors.
And whereas in the first tier less than 10% work at microenterprises
with fewer than 10 employees, the share becomes considerably higher
in the second and third tiers (25% and 30%, respectively). This attests
to a considerable gap between conditions at first-tier subcontractors
and others.
Third, the average monthly wage at subcontractors (2.86 million
KRW) is only about half that at flagship companies (5.60 million
KRW). This gap in wages is largely due to the differences in annual
bonus and performance pay, which make up over 1/3 of the total pay
received by flagship company employees. The fixed pay (base
pay + ordinary allowance + other allowances) at subcontractors is 72%
of that at flagship companies. But total wage including overtime pay at
subcontractors actually falls slightly to less than 70%, indicating that the
role of overtime pay is limited in accounting for the difference.
Fourth, by tiers, relative wage of employees at subcontractors is 52%
and 50%, respectively, in the first and second tiers, but falls further to
42% in the third or lower tiers. The 10-percentage-point gap between
the first and third tiers stems from the difference in fixed pay (whereas
it is at the 72% level in the former group, it is only 61% in the latter, an
11-percentage-point difference). There is little difference between tiers
in overtime pay, annual bonus pay, and performance pay.
Fifth, compared with the average monthly wage of independent
companies (those that do not belong to the supply chain network),
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whose relative wage is 49.5%, the wage at first-tier subcontractors is
about 2.5 percentage points higher, similar at second-tier subcontractors, but over 7 percentage points lower at third-tier subcontractors.
This pattern suggests that the supply chain network does not work
against first- and second-tier subcontractors in terms of average
monthly wage but perhaps reduces wages for third- or lower-tier subcontractors.
Sixth, total monthly working hours is little different between flagship
companies (178 hours) and subcontractors (176 hours). But the regular
working hours at flagship companies are shorter, with longer overtime
hours than subcontractors (25 vs. 19 hours). By tiers, total working
hours at first-tier subcontractors (175 hours) are shorter than at flagship companies (178 hours), but at second-tier subcontractors and
third- or lower-tier subcontractors, they appear to be slightly longer
(181 hours). But given the premium on overtime pay, the relative hourly
wage and relative wage are almost the same.
Seventh, while most employees at flagship companies are covered
under social insurance, at subcontractors the coverage numbers vary by
type of insurance and tiers. With the exception of Industrial Accident
Insurance, Employment Insurance coverage is relatively high at 93%,
National Pension coverage is relatively low at 87%, with the coverage
falling as the level of subcontracting becomes lower.
As for bonus and retirement allowance availability, the gap becomes
larger by tiers. Whereas 97–98% of the employees are entitled to them
at flagship companies, 87% of employees receive retirement pay at
subcontractors, and less than 70% of employees receive bonus pay at
subcontractors. And at third- or lower-tier subcontractors, barely over
60% of employees receive bonus. This shows that whereas coverage of
statutory social insurance or fringe benefits is relatively high at subcontractors, provision of optional fringe benefits is relatively weak.
The last topic is union organization rate. The rate of unionization,
the main purpose of which is to improve working conditions, is quite

Differentials in Working Conditions in the Korean Supply Chain Model

145

high (nearly 40%) at flagship companies, but quite low (6.8%) at subcontractors. This hints that subcontractors‘ employees are quite limited
in their ability to bridge the working-conditions gap between contractor
companies and subcontractors on their own. The union organization
rate at first-tier subcontractors is 7.7%, significantly lower than the
share (22%) of those first-tier subcontractors having 300 or more employees. This shows that although no small number of first-tier subcontractor employees work at large companies, they do not benefit
from union activities. The union organization rate is even lower at second-tier and third- or lower-tier subcontractors (4.1% and 2.8%, respectively).
2. Suggestions for Future Research
This study first built a dataset matching between the data that distinguishes contractor-subcontractor relationship and its tier with the
data on working conditions. Then it analyzed the gap in working conditions between flagship companies and subcontractors (in general and
by tiers of the supply chain) using only descriptive statistics. Some
suggestions are offered with regard to a more full-fledged analysis at a
future date.
The first recommendation is to conduct an inter-industry comparison of the gap in the working conditions between contractors and
subcontractors to determine whether the gap identified in this study is
found to be similar across all other industries, or whether it is particularly pronounced in a certain industry. If there are noticeable differences by industry, the causes of such differences should also be probed
and identified.
The second recommendation is to examine the intra-industry gaps in
working conditions between contractors and subcontractors by major
flagship companies. If there are significant differences by flagship
companies, the causes should be identified. This information would
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help identify policy options to reduce the general gap by eliminating
gaps due to inappropriate causes.
The third recommendation is to distinguish any unreasonable gap, or
the part of the gap that arises from discriminatory factors, although
this exercise will have limitations. To that end, the causes of the gap
should be empirically identified through regression analysis using
workplace characteristics (including whether the workplace belongs to a
contractor–subcontractor relationship and, if so, its tier in the supply
chain), demographic characteristics, and job characteristics. Ultimately,
this study should lead to policy options that can help ensure fairness in
working conditions.
Last, an international comparison of the gaps in working conditions
between contractors and subcontractor is in need. If the Korean
economy is indeed a part of the global value/supply chain system
based on global competition, the gap in Korea should be similar to
those in other countries in the system. If the Korean gap is found to be
seriously worse, the causes must be found and policy options sought to
address it from different angles.
If future research continues, and if effective and efficient policy options are formulated based on robust research results, it will help restore the sustainability of the industrial ecosystem of the supply chain
in Korea centered on transactions between the contractors and their
subcontractors.
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Chapter 7

The Supply Chain Model and the Gap
in Working Conditions:
The Automotive and Shipbuilding
Industries in Korea
Joyup Ahn

I. Introduction
The previous chapter ―Differentials in Working Conditions in the
Korean Supply Chain Model‖ reviewed the differences in working conditions (average monthly wage, hourly wage, availability of the four
major social insurance programs, and fringe benefits such as bonus and
retirement pay) between flagship companies and subcontractors, and by
subcontractor tiers, using a dataset matching the Supply Chain Network
Data with data from the Survey on Working Conditions of Workers by
the Employment Types (Ministry of Employment and Labor, 2013).
This paper focuses on two of the 14 industries included in the Supply Chain Network Data, namely the automotive and shipbuilding industries, to assess disparities in working conditions, especially by major
flagship companies.
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The Supply Chain Network Data is a match between the KED Database (2011) provided by Korea Enterprise Data, Inc., and the corporate audit report (2011) provided by the Financial Supervisory Service.
The former includes financial information and sales values of 54,269
companies, broken down by sales channel, and the latter includes information on cross-transactions between subsidiaries of independently
audited companies. The match yielded 54,114 sample companies excluding those with missing information. It is used to trace a supply
chain network of 404 individual flagship companies across 14 sectors,
to identify their subcontractors and each subcontractor‘s tier. The 14
sectors include nine from manufacturing: food and beverage, textile/garments/leather, petrochemicals, steel and metal, electronics,
power equipment, machinery, automotive, and shipbuilding. The remaining are power and gas, construction, retail, communications, and
system integration. The automotive industry includes eight flagship
companies and 5,901 subcontractors (880 in the first tier), and shipbuilding includes 13 flagship companies and 7,710 subcontractors
(2,023 in the first tier).
The Survey on Working Conditions of Workers by the Employment
Types is annually administered by the Ministry of Employment and
Labor to a sample of approximately 30,000 workplaces and their employees. It samples different percentages of employees by the firm size:
from 10% (at workplaces with 5,000 or more employees) to 100% (at
those with 1–29 employees) while distinguishing between regular and
non-regular workers. It is designed to identify their status of such aspects as employment type, working hours, and wages. The reference
period is defined as the period of time used for calculating workers‘ pay
for June. Information about working hours is gathered through questions about the actual regular hours, actual overtime hours, and working
days (actual regular days, actual weekends worked). Questions about
wages include the calculation basis (① hourly, ② daily, ③ weekly, ④
monthly, ⑤ annual, ⑥ others), basis amount for wage calculation,

The Supply Chain Model and the Gap in Working Conditions

149

pay received in June of that year (fixed pay, overtime pay), annual bonus and performance pay for the previous year, coverage under the
four major social insurance programs, fringe benefit availability (bonus,
retirement pay), and union membership.
Section II of this paper focuses on the automotive industry and section III on the shipbuilding industry as they review the disparity in
working conditions between flagship companies and subcontractors
and between subcontractors in different tiers. Section IV briefly summarizes the results.

II. The Supply Chain Model and Working Conditions in
the Automotive Industry
1. The Supply Chain Model and Employees
There are 21,800 employee samples, representing a total 279,000
employees, who work at workplaces belonging to the supply chain
model in the automotive industry. Of the 279,000, 32% work at flagship companies (89,000 employees, or 10,900 employee samples) and
68% work at subcontractors (190,000 employees, or 10,900 employee
samples). By subcontractor tiers, first-tier subcontractors account for
close to 70%; second tier, 22%; and third tier, less than 10% (see Table
7-1).
Employee distribution by the firm size shows that 96% of flagship
company employees work at large companies with 300 or more employees (and over 87% at those with 1,000 or more employees), whereas only 2.2% work at workplaces with 100 to 299 employees, and just
1.5% work at workplaces employing fewer than 100. But only 24% of
subcontractor employees work at large companies with 300 or more
employees, whereas 57% are at workplaces employing fewer than 100,
illustrating the markedly smaller size of subcontractors.
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By subcontractor tiers, large companies with 300 or more employees
make up a relatively high 33% of the first tier, but only 5% of the second tier, and none of the third and lower tier, indicating that those
companies in the second and third tiers are smaller. Meanwhile, small
companies with fewer than 100 employees make up a very high 86% of
second tier, but only 45% of the first tier, and 76% of the third and
lower tiers (see Table 7-2). Note that SMEs, those with fewer than 10
employees, account for a very high 23% of the second tier and third
tier each, again illustrating the small scale of the subcontractors in
those tiers.
Table 7-1. The Number of Employees by Tiers in the Automotive Industry
No. of samples
All
Flagship companies
Subcontractors
Tier 1
Tier 2
Tier 3+

21,815
10,888
10,927
8,742
1,641
544

No. of employees
(1,000 persons)
278.8
88.6
190.2
130.4
41.8
18.0

Share 1
(%)
100
31.8
68.2
46.8
15.0
6.5

Share 2
(%)

100.0
68.6
22.0
9.5

Note: Share 1 is the share of employees out of total employees at both flagship companies and
subcontractors; Share 2 is the share out of employees of subcontractors only.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

Table 7-2. The Employee Distribution by Firm Size in the Automotive Industry (%)

All
Flagship companies
Subcontractors
Tier 1
Tier 2
Tier 3+

39.2
1.5
56.8
44.7
86.3
75.9

1-4
3.0
0.3
4.3
1.5
9.4
12.2

<100 employees
5-9 10-29
4.5 14.1
0.0
1.2
6.7 20.2
3.7 15.9
14.2 29.3
10.8 30.0

30-99
17.5
0.0
25.7
23.6
33.3
22.9

100299
13.9
2.2
19.3
22.0
8.8
24.1

46.9
96.3
23.9
33.3
4.9
0.0

300+ employees
300-499 500-999 1000+
5.2
10.2
31.4
8.1
1.2
87.0
3.9
14.4
5.6
4.1
21.0
8.1
4.9
0.0
0.0
0.0
0.0
0.0

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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2. Supply Chain Model and Working Conditions
(1) Average Monthly Wage

Employees of workplaces belonging to the supply chain model in
the automotive industry received an average monthly wage of 4.02 million KRW including annual bonus (and performance pay), of which
2.58 million KRW (64%) is fixed pay, and total wage including overtime
pay is 3.05 million KRW (76%) (see Table 7-3).
The average monthly wage by tiers shows a relatively high 6 million
KRW at flagship companies but just 3.11 million KRW at subcontractors, putting their relative wage at a low 52%. Whereas at flagship
companies the fixed-pay portion of average monthly wage is 2.96 million KRW (50%) and total wage including overtime pay is 3.79 million
KRW (63%), at subcontractors the fixed-pay portion of average
monthly wage is 2.41 million KRW (77%, a relative wage of slightly
over 80%) and total wage including overtime pay is 2.71 million KRW
(87%, a relative wage of 72%).
This indicates that whereas the wage gap between flagship companies and subcontractors is less than 20% for fixed pay, it increases to
Table 7-3. Average Monthly Wage by Tiers in the Automotive Industry

All
Flagship companies
Subcontractors
Tier 1
Tier 2
Tier 3+

Wage level
Relative wage
(1,000 KRW/month)
(%)
Average
Average
Fixed pay Total wage
Fixed pay Total wage
monthly pay
monthly pay
2,584
3,052
4,022
87.2
80.6
67.3
2,964
3,785
5,978
100.0
100.0
100.0
2,407
2,711
3,112
81.2
71.6
52.1
2,499
2,840
3,339
84.3
75.0
55.8
2,454
2,683
2,920
82.8
70.9
48.8
1,629
1,842
1,917
55.0
48.6
32.1

Note: Fixed pay is the sum of base pay, ordinary allowance, and other allowances; Total wage is
the sum of fixed pay and overtime pay; Average monthly pay is the sum of total wage and
monthly proration of the annual bonus (and performance pay). Relative wage is the wage
relative to flagship company at 100%.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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near 30% when overtime pay is included, and to near 50% when annual
bonus (and performance pay) are included. Of the total 2.866 million
KRW wage gap, close to 2/3 (1.792 million KRW) is attributed to annual bonus (and performance pay).
By tiers, the relative wage of employees in the first-tier is relatively
high at 56% (3.34 million KRW) but falls to less than 50% for the second tier (2.92 million KRW) and to just 32% for the third and lower
tiers (1.92 million KRW).
Looking only at auto companies out of all companies in the supply
chain transactions in the auto industry, we still find patterns in relative
wage to be similar to the general patterns except for the slightly higher
relative wage (61% for subcontractors in general, 65% for the first tier,
40% for the second tier, and 36% for the third and lower tiers; see Table 7-4).
Table 7-4. Average Monthly Wages by Tiers: Automotive Companies Only
Wage level
Relative wage
(1,000 KRW/month)
(%)
Average
Average
Fixed pay Total wage
Fixed pay Total wage
monthly pay
monthly pay
All
2,818
3,567
5,242
97.7
94.2
86.7
Flagship companies
2,884
3,784
6,047
100.0
100.0
100.0
Subcontractors
2,694
3,153
3,711
93.4
83.3
61.4
Tier 1
2,877
3,319
3,927
99.8
87.7
64.9
Tier 2
1,549
2,126
2,425
53.7
56.2
40.1
Tier 3+
1,618
2,157
2,194
56.1
57.0
36.3

Note: Fixed pay is the sum of base pay, ordinary allowance, and other allowances; Total wage is
the sum of fixed pay and overtime pay; Average monthly pay is the sum of total wage and
monthly proration of the annual bonus (and performance pay). Relative wage is the wage
relative to flagship company at 100%.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

(2) Fringe Benefits

Social insurance coverage among employees in the supply chain
network in the automotive industry is relatively high. At flagship com-
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panies, almost all employees are covered by the four major social insurance programs. At subcontractors, with the exception of Industrial
Accident Insurance, the coverage rate is slightly lower, ranging from 91%
(National Pension) to 95% (Employment Insurance and Health Insurance). By tiers, the numbers are slightly lower, ranging from 80% (National Pension) to 90% (Employment Insurance) for the third and lower tiers (see Table 7-5).
The same pattern is seen for fringe benefits. Whereas almost all employees are entitled to bonus (99%) and retirement allowance (97%) at
flagship companies, the availability of these benefits is lower at subcontractors, at 81% and 90%, and even lower in the third- and lower-tier subcontractors, at 65% and 83%, respectively.
In terms of union membership rate, whereas it is 75% among flagship companies, it is only 13% for first-tier subcontractors and almost
zero for the second- and lower-tier subcontractors.
Table 7-5. Fringe Benefits by Tiers in the Automotive Industry
Social insurance coverage (%)
Fringe benefits (%)
No. of
Union
IndusRetireemployees Employ- Health
membership
National
trial
ment
(1,000
ment
InsurBonus
(%)
allowpersons) Insurance ance Pension Accident
ance
All
Flagship
companies
Subcontractors

278.8

96.6

96.2

93.5

99.9

87.1

91.9

29.8

88.6

99.9

99.9

99.6

100.0

99.4

96.7

75.2

190.2

95.0

94.5

90.6

99.9

81.4

89.6

8.7

Tier 1

130.4

96.8

95.1

91.9

99.9

85.7

89.2

12.7

Tier 2

41.8

91.6

95.2

91.0

99.8

75.0

94.1

0.0

Tier 3+

18.0

89.7

88.4

80.1

100.0

65.2

82.7

0.0

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

3. The Gap in Relative Wages by Major Flagship Companies
The monthly wage levels for the supply chains of the five flagship
companies in the automotive industry are somewhat disparate, ranging
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from 3.46 million KRW to 4.02 million KRW, and there are similar differences in the hourly wage, ranging from 17,500 KRW to 21,300
KRW (see Table 7-6).
The wage (average monthly pay) at subcontractors relative to that at
flagship companies also shows large differences by flagship companies.
Whereas it is low at under 50% relative to flagship company A, it is
over 70% relative to flagship company D. Likewise, for relative hourly
wage, it is lowest relative to flagship company A, at 53%, and a very
high 71% relative to flagship company E.
The relative monthly wage at first-tier subcontractors also shows
considerable differences by flagship companies, ranging from 60%
(flagship companies A and C) to 88% (flagship company D). The disparity is even larger in the third tier: the relative wage ranges from 33%
(flagship company C) to 70% (flagship company D).
Table 7-6. Relative Wages by Major Flagship Company and Tiers
Company A
Flagship company

Wage level (in general)

Monthly
wage
(1,000
KRW/
month)

Hourly
wage
(KRW
/hour)

3,942 20,977

Company B
Monthly
wage
(1,000
KRW/
month)

Hourly
wage
(KRW
/hour)

3,472 19,208

Company C
Monthly
wage
(1,000
KRW/
month)

Hourly
wage
(KRW
/hour)

4,017 21,314

Company D
Monthly
wage
(1,000
KRW/
month)

Hourly
wage
(KRW
/hour)

3,461 21,074

Company E
Monthly
wage
(1,000
KRW/
month)

Hourly
wage
(KRW
/hour)

3,659 17,525

Relative wage (%)
Subcontractors

48.8

53.4

59.3

63.3

54.7

53.9

70.4

70.0

65.1

71.1

Tier 1 subcontractors

60.1

64.4

71.2

73.8

59.8

58.7

87.7

73.0

62.6

62.6

Tier 2 subcontractors

45.7

49.5

55.9

60.7

45.1

45.0

61.3

61.3

46.7

54.6

Tier 3 subcontractors

41.9

43.1

39.9

42.2

33.1

32.5

69.6

71.0 103.3 120.8

Each flagship company’s ...

Note: The sample for the third- and lower-tier subcontractors of the flagship company D includes
just nine people. For flagship company E, 642 samples belong to the third tier; they show an
unusually high average monthly wage.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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Figure 7-1. Relative Wages by Major Flagship Company and Tiers: Automotive Industry

III. The Supply Chain Model and Working Conditions in
the Shipbuilding Industry
1. The Supply Chain Model and Employees
There are 16,200 employee samples, representing 282,000 employees,
who work at workplaces belonging to the supply chain model in the
shipbuilding industry (see Table 7-7). Of these, 19% (53,000 or 5,700
employee samples) work at flagship companies and 81% (229,000 or
10,500 employee samples) at subcontractors. By tiers, 76% belong to
first tier, 18% to the second tier, and around 6% to the third and lower
tiers.
As for the distribution of employees by the firm size, 98% of those
who work at flagship companies are at large companies with 300 or more
employees (91% work at companies with 1,000 or more employees),
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Table 7-7. The Number of Employees by Tiers: Shipbuilding Industry
No. of samples
All
Flagship companies
Subcontractors
Tier 1
Tier 2
Tier 3 +

16,232
5,706
10,526
8,366
1,501
1,659

No. of employees
(1,000 persons)
282.1
53.4
228.7
174.0
40.7
14.0

Share 1
(%)
100
18.9
81.1
61.7
14.4
5.0

Share 2
(%)

100.0
76.1
17.8
6.1

Note: Share 1 is the share of employees out of total employees at both flagships and subcontractors;
Share 2 is the share out of employees of subcontractors only.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

employees), and almost none work at companies with 100 to 300 or
fewer than 100 employees (see Table 7-8). In comparison, of the employees at subcontractors, only 23% work at large companies with 300
or more employees, whereas 58% work at companies with fewer than
100 employees, illustrating the relative and markedly smaller size of
subcontractors.
By tiers, whereas large companies with 300 or more employees make
up a relatively high 29% of first tier, the number falls to a low 1% of
the second tier, and to 5% of the third and lower tiers, showing the
relatively smaller size of subcontractors in the second and lower tiers.
Meanwhile, small companies with fewer than 100 employees account
Table 7-8. The Percentage of Employees by the Firm Size: Shipbuilding Industry

All
Flagship
companies
Subcontractors
Tier 1
Tier 2
Tier 3 +

<100 employees
5-9 10-29 30-99
5.0 15.3 23.0

100299

300+ employees
300-499 500-999 1000+
36.9
2.1
9.8
25.0

47.3

1-4
4.0

1.7

0.0

0.0

0.0

1.7

0.0

98.3

1.1

5.9

91.3

57.9
47.7
91.4
87.9

4.9
2.4
12.6
13.2

6.1
4.5
10.4
14.1

18.9
14.0
32.0
41.2

28.0
26.7
36.3
19.4

19.5
23.3
7.6
7.0

22.5
29.0
1.0
5.1

2.3
2.4
1.0
5.1

10.7
14.0
0.0
0.0

9.6
12.6
0.0
0.0

15.8

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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for a very high 91% of second tier and 88% of the third and lower tiers,
and 48% of the first tier. Micro enterprises with fewer than 10 employees also make up a high share, at 23% and 27%, respectively, of the
second tier and the third or lower tiers.
2. The Supply Chain Model and Working Conditions
(1) Average Monthly Wages

The average monthly wage of employees at workplaces belonging to
the supply chain model in the shipbuilding industry is 3.55 million
KRW including annual bonus (and performance pay), of which fixed
pay is 2.38 million KRW (67%) and total wage including overtime pay
is 2.73 million KRW (77%) (see Table 7-9).
By tiers, the average monthly wage is a very high 5.9 million KRW at
flagship companies, but only 3 million KRW (51%) at subcontractors.
At flagship companies, the fixed-pay portion of average monthly wage
is 2.76 million KRW (47%), and total wage including overtime pay is
3.33 million KRW (56%). At subcontractors, fixed pay is 2.3 million.
KRW, or 77% of average monthly wage (the relative wage level of
Table 7-9. Average Monthly Wages by Tiers: Shipbuilding Industry

All
Flagship companies
Subcontractors
Tier 1
Tier 2
Tier 3+

Wage level (1,000 KRW /month)
Average
Fixed pay Total wage
monthly
wage
2,383
2,733
3,549
2,759
3,328
5,900
2,295
2,594
2,999
2,292
2,618
3,083
2,332
2,532
2,712
2,227
2,478
2,794

Relative wage (%)
Fixed pay

Total wage

86.4
100.0
83.2
83.1
84.5
80.7

82.1
100.0
78.0
78.7
76.1
74.5

Average
monthly
wage
60.1
100.0
50.8
52.3
46.0
47.4

Note: Fixed pay is the sum of base pay, ordinary allowance, and other allowances; Total wage is
the sum of fixed pay and overtime pay; Average monthly pay is the sum of total wage and
monthly proration of the annual bonus (and performance pay). Relative wage is the wage
relative to flagship company at 100%.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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83%). Total wage including overtime pay is 2.59 million KRW, or 87%
of the average monthly wage, and the relative wage is lower, at 78%
Similar to the automotive industry, the wage gap between employees
at flagship companies and subcontractors is only about 17% in terms
of fixed pay, but it increases to 22% when overtime pay is included,
and to near 50% when annual bonus (and performance pay) are included. Of the 2.90 million KRW wage gap, close to 3/4 (2.17 million
KRW) comes from annual bonus (and performance pay).
By tiers, whereas the relative wage is comparatively high for first tier,
at 52% (3.08 million KRW), it falls to below half, or 46% to 47%, for
the second tier and the third or lower tiers.
(2) Fringe Benefits

Social insurance coverage is also generally high in the shipbuilding
industry (see Table 7-10). Almost all employees at flagship companies
are covered under the four major social insurance programs. The coverage is similarly high at subcontractors except for Industrial Accident
Insurance; 94% are covered by the National Pension, and 98% by Employment Insurance and Health Insurance. By tiers, the numbers are
slightly low for third and lower tiers; 86% are covered by the National
Pension and 95% by Health Insurance.
For fringe benefits as well, whereas almost all employees at flagship
companies are entitled to bonus (97%) and retirement allowance
(100%), the numbers fall to 79% and 96%, respectively, at subcontractors. They fall even further for third- and lower-tier subcontractors, to
66% and 89%.
As for the union membership rate, whereas it is 47% at flagship
companies, it is only 8.8% in first tier and almost zero in the second
tier.
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Table 7-10. Fringe and Other Benefits by Tiers: Shipbuilding Industry
Employees
(1,000 persons)
All
Flagship
companies
Subcontractors
Tier 1
Tier 2
Tier 3+

282.1

Social insurance coverage
Fringe benefits
(%)
(%)
Union
memberEmploy- Health
NaIndus- Bonus Retireship
ment
Insur- tional
trial
ment
(%)
Insurance ance
PenAcciallowance
sion
dent
95.9
98.6
94.7
99.8
82.3
96.4
14.6

53.4

100.0

100.0

99.4

100.0

97.6

100.0

46.5

228.7
174.0
40.7
14.0

94.9
96.1
92.4
87.6

98.3
98.8
97.1
95.1

93.6
94.4
92.9
86.2

99.7
99.7
99.9
100.0

78.7
81.6
70.6
66.2

95.6
96.4
94.3
88.8

7.1
8.8
0.0
6.4

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

3. The Gap in Relative Wages by Major Flagship Companies
A review of the relative wage at subcontractors of each of the four
major flagship companies in the shipbuilding industry shows that the
average wage level differs by flagship company‘s supply chains, ranging
from 3.43 million KRW to 3.78 million KRW (see Table 7-11). The
hourly wage also differs, ranging from 18,100 KRW to 20,000 KRW.
Table 7-11. Relative Wages by Flagship Company and Tiers: Shipbuilding Industry
Company A
Company B
Company C
Monthly Hourly Monthly Hourly Monthly Hourly
wage
wage
wage
wage
wage
wage
Flagship company
(1,000 (KRW (1,000 (KRW (1,000 (KRW
KRW
/hour)
KRW
/hour)
KRW
/hour)
/month)
/month)
/month)
Wage level (in general) 3,425 18,147
3,656 19,548
3,508 19,447
Relative wage (%)
Subcontractors
51.3
61.5
47.6
46.1
73.7
70.8
Each flagship company’s ...
Tier 1 subcontractors
53.8
61.9
52.4
52.2
76.5
73.0
Tier 2 subcontractors
50.2
61.2
45.2
43.7
51.3
58.3
Tier 3 subcontractors
43.0
47.0
40.2
40.1
71.2
73.2

Company D
Monthly Hourly
wage(1,0 wage
00 KRW (KRW
/month) /hour)
3,788

19,981

56.1

53.1

58.0
40.5
33.6

54.6
44.0
33.7

Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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Figure 7-2. Relative Wages by Major Flagship Company and Tiers: Shipbuilding
Industry

The wage (average monthly pay) at subcontractors relative to that at
flagship companies also fluctuates by flagship companies. Whereas it is
quite low for flagship company B‘s supply chain, at below 50%, it is
above 70% for flagship company C‘s. Similar patterns are observed in
the relative hourly wage: whereas it is the lowest for flagship company
B‘s supply chain, at 46%, it is much higher for flagship company C‘s, at
71%.
The relative wage by flagship companies shows a wide disparity for
first tier, ranging from 52% (flagship company B) to 77% (flagship
company C). The gap widens even further for third tier, from 34%
(flagship company D) to 71% (flagship company B).

IV. Conclusion
In this paper, working conditions in the supply chain model were ana-
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lyzed using a dataset matching the Supply Chain Network Data and data
from the Survey on Working Conditions of Workers by the Employment Types (2013). The analyses reveal that similar patterns are derived
from a general analysis and a more limited analysis focusing on the automotive industry and shipbuilding industry. This indicates that the
working-conditions gap currently observed in the supply chain model is
more or less prevalent across all industries.
Results of this study analyzing the automotive industry and shipbuilding industry are summarized as follows. First, whereas 96% to 98% of
employees at flagship companies work at large companies with more
than 300 employees, their share falls to 23% to 24% at subcontractors.
And 57% to 58% of employees at subcontractors work at small companies with fewer than 100 employees.
Second, the subcontractors become smaller as they move further from
the flagship company (i.e., as the tier gets lower). Whereas in the first tier,
29% to 33% of employees work at large companies with 300 or more
employees, their share plummets to below 5% in the second and lower
tiers. Conversely, whereas only 5% to 7% of employees in the first tier
work at micro enterprises with fewer than 10 employees, their share becomes much higher, at around 25%, in the second and lower tiers, illustrating a significant disparity between first tier and the other tiers.
Third, although the average monthly pay at subcontractors is 3 million
KRW to 3.11 million KRW, or 51% to 52% of that at flagship companies (about 6 million KRW), the wage gap is largely due to annual bonus
and performance pay, which makes up 1/4 of the pay at flagship companies. The fixed pay (base pay + ordinary allowance + other allowances)
at subcontractors is relatively high, at over 80% of that at flagship companies. Relative total wage (including overtime pay) falls slightly, to 72%,
in the automotive industry and to 78% in shipbuilding, showing a limited
impact from overtime pay.
Fourth, in both the automotive and the shipbuilding industries, almost
all employees of flagship companies are covered under the four major
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social insurance programs. At subcontractors as well, with the exception
of Industrial Accident Insurance, the numbers are quite high: 90% to 95%
in the automotive industry, and 94% to 98% in the shipbuilding industry.
But these percentages tend to fall slightly as the tier becomes lower.
Fifth, in terms of membership of unions, the main objective of which
is to improve working conditions, the rate is 30% in the automotive industry but only 15% in the shipbuilding industry. Whereas at flagship
companies the union membership rate is a very high 75% in the automotive industry, it is slightly below 50% in shipbuilding, still a relatively high
percentage. But at subcontractors, it is only 8.7% in the automotive industry and 7.1% in shipbuilding. By tiers, the union membership rate is
13% for first tier in automotive and 9% in shipbuilding, but almost zero
for the second and lower tier.
Last, analysis of the wage gap between each flagship company‘s supply
chain shows that in both automotive and shipbuilding, subcontractors‘
relative wage stands somewhere between 50% and 70%, illustrating significant differences per flagship company. For the third and lower-tier
subcontractors, the relative wage by flagship companies varies even more
widely, ranging from 33% to 71%.
Future studies should identify gaps in working-conditions and their
causes through inter-industry, intra-industry, and international comparisons of working conditions by flagship companies. It is also necessary to
identify the part of the gap that appears to be unreasonable, or attributable to discrimination, through regression analysis using workplace characteristics (including whether they belong to a supply chain model and
their tier in the chain), employees‘ demographic characteristics, and job
characteristics. Such follow-up studies should aim to help seek policy
options that can help ensure fairness in working conditions, as a prerequisite for recovering sustainability of the supply chain ecosystem in Korea centered on the contractor–subcontractor relationship.
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Chapter 8

The Supply Chain Model in the Korean
Shipbuilding Industry
Charnim Park

I. Introduction
The shipbuilding industry is one of Korea‘s three major industries,
along with the auto and the semiconductor industries. It includes the
production of large vessels and the construction of offshore plants
used for crude oil drilling activities and offshore surveys. The local
shipbuilding industry was initially focused on the construction of ships,
but following the Global Financial Crisis of 2008, when it became difficult to place orders for large vessels, the industry began to diversify
into other businesses, including offshore plants. However, a recent
huge loss in the offshore plant area has led the industry to realign its
business.
There are two major social issues associated with the shipbuilding
industry in Korea. The first is that the industry‘s financial hardship is
forcing a reduction in personnel even at prime contractors. The other is
that the industry relies heavily on subcontractors, and there is a substantial gap in wages and working conditions between workers em


This paper is a translated version of a paper published in the Monthly Labor Review (KLI,
September 2015), with additions and modifications.
Senior Research Fellow, Korea Labor Institute (KLI).
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ployed by prime contractors and those employed by subcontractors.
This study focuses on the latter issue, particularly the supply chain
model of the shipbuilding industry.
The gap in wages and working conditions between employees of
prime contractors and those of subcontractors and the problems resulting from this disjunction have long been a subject of concern for
scholars. So far, there have been many case studies of the relationship
between prime contractors and subcontractors that discuss the current
status of the gap and the related problems and that present countermeasures, such as tackling unfair trade practices and establishing
win-win partnerships between prime contractors and subcontractors.
This study aims to analyze microdata in order to identify the proportions of work performed by prime contractors and subcontractors, respectively, in the shipbuilding industry and the gap in their working
conditions. To this end, information on the shipbuilding industry was
extracted from the dataset created by matching Supply Chain Network
data based on the survey conducted by the Ministry of Employment
and Labor (MOEL) and administrative data from the Employment Insurance System (through the end of 2014). This paper also discusses
why the use of subcontractors is prevalent particularly in the shipbuilding industry and proposes future directions and measures for improving its supply chain model.

II. The Employment Structure in the Supply Chain
Model of the Shipbuilding Industry
It is well known that Korea‘s shipbuilding industry is of world-class
scale and standards. Korea is ranked number one in new shipbuilding
orders as well as in tonnage completed, and the five largest shipyards in
the world are all Korean. The shipbuilding industry has high entry bar-
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riers, requiring an abundance of coastal land and large shipbuilding facilities. In the initial stage, it was Korea‘s major conglomerates or the
so-called Big Three—Hyundai, Daewoo, and Samsung—that entered
the shipbuilding business. After that, a major boom in the shipbuilding
industry in the 2000s led to the establishment of medium-sized shipbuilders, such as Sungdong Shipbuilding & Marine Engineering and
STX Offshore & Shipbuilding. Since the Global Financial Crisis hit the
world in 2008, however, those medium-sized shipbuilders have been
undergoing a restructuring process in an effort to overcome management difficulties. At the end of 2014, when the analysis for this paper
was being conducted, there were 16 prime-contractor shipyards engaged in building ships based on orders received from customers, and
each shipyard had tens or even hundreds of in-house subcontractors.
The total number of establishments in Korea‘s shipbuilding industry
at that time was 5,889, accounting for 2.2% of the total in manufacturing and 0.4% of the total in all industries. In addition, there were a total
of 196,133 persons covered by Employment Insurance in the shipbuilding industry, representing 5.4% of the total number of insured
persons in manufacturing and 1.6% of the total number of insured
persons in all industries (see Table 8-1).
Table 8-1 shows that the numbers of establishments and the numbers
of persons covered by Employment Insurance have gradually increased,
but that the rate of increase has recently been declining. This is inconsistent with the fact that the industry has been undergoing restructuring
since the 2008 Global Financial Crisis, due to management difficulties.
According to results of the Regional Employment Survey, employment
in the shipbuilding industry showed a steady decline from 2008 to 2012,
followed by an increase of about 10,000 persons in 2013.1 The discrepancy in the results may be because this study relies on the Employment
1

According to the Regional Employment Survey results, in 2008, 2009, 2010, 2012 and
2013, the number of people employed in the shipbuilding industry was 204,563, 198,062,
181,109, 175,881 and 185,864, respectively.
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Insurance database to calculate the number of establishments and workers in the shipbuilding industry. For a long time, it was customary for
prime contractors to report the status of employee coverage by Employment Insurance and Industrial Accident Insurance on behalf of
small subcontractors. However, a new government requirement that
subcontractors do their own reporting for Employment Insurance and
Industrial Accident Insurance regardless of business size went into effect
in 2006. Accordingly, the number of establishments in the shipbuilding
industry increased each year during the period 2006–2012. The annual
rise in the number of insured persons in the shipbuilding industry can
also be explained by changes in Employment Insurance. The shipbuilding industry employs a huge number of non-regular workers, such as
Mullyang Teams (temporary workers hired by subcontractors to perform a
temporary task), and as more and more of them subscribed to Employment Insurance, the number of insured persons under Employment Insurance in the data base rose accordingly.
By examining the Employment Insurance database, it was possible to
calculate the numbers of prime contractors and subcontractors and the
Table 8-1. The Current Status of and Trends in the Number of Establishments in the Shipbuilding Industry
Establishments
Year Shipbldg. Mfg.
(n)
(n)
2006
2007
2008
2009
2010
2011
2012
2013
2014

2,955
3,608
4,809
5,581
5,655
6,166
6,377
5,618
5,889

193,289
195,897
209,656
213,902
222,259
237,130
253,568
262,599
273,421

Insured persons
Share in
Share in
All ind. Share in
Shipbldg. Mfg.
All ind. Share in
all ind.
all ind.
(n)
Mfg. (%)
(n)
(n)
(n)
mfg. (%)
(%)
(%)
903,174 1.53
0.33 119,976 2,868,776 8,799,901 4.18
1.36
946,972 1.84
0.38 141,994 2,927,636 9,273,244 4.85
1.53
1,008,137 2.29
0.48 167,239 2,982,660 9,682,307 5.61
1.73
1,050,578 2.61
0.53 176,255 3,015,760 10,174,911 5.84
1.73
1,091,371 2.54
0.52 166,198 3,188,284 10,619,689 5.21
1.56
1,159,566 2.60
0.53 175,350 3,347,863 11,174,845 5.24
1.57
1,248,376 2.51
0.51 188,068 3,497,455 11,693,999 5.38
1.61
1,321,618 2.14
0.43 188,847 3,570,958 12,095,697 5.29
1.56
1,396,949 2.15
0.42 196,133 3,637,165 12,502,147 5.39
1.57

Note: Shipbldg. = shipbuilding; Mfg. = manufacturing; Ind. = industries.
Source: Administrative data from the Employment Insurance System, Number of Insured Persons
DB.
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number of workers employed by each in the shipbuilding industry, and
to determine the recent trends in those numbers.2 As of 2014, there
were 16 flagship companies and 7,145 subcontractors. More specifically,
first-tier subcontractors represented the largest group of subcontractors, with 3,507 establishments (49.1%). In addition, there were 2,638
second-tier subcontractors (36.9%) and 1,000 third- or lower-tier subcontractors (14.0%). Of the total 289,063 workers in the shipbuilding
industry, 45,363 belonged to flagship companies (15.7%) and the remaining 243,700 belonged to subcontractors (84.3%). Of all the workers hired by subcontractors, first-tier subcontractors had the biggest
share, with 174,505 workers (71.6%); followed by second-tier subcontractors, with 54,660 workers (22.4%); and third- or lower-tier subcontractors, with 14,535 workers (6.0%).
It can be observed from the trends in the number of prime contractors and subcontractors and the number of workers employed by
each in the shipbuilding industry from 2008 to 2014 that the number
Table 8-2. The Current Status of and Trends in the Numbers of Establishments and Persons
Covered by Employment Insurance
Year

2008
2009
2010
2011
2012
2013
2014

Flagship companies
Tier 1 subcontractors Tier 2 subcontractors
(prime contractors)
No. of
No. of
No. of
No. of
No. of
No. of esinsured establish- insured establish- insured
tablishments
persons
ments
persons
ments
persons
15
43,259
3,290
138,497
2,265
40,753
15
44,112
3,407
138,246
2,442
43,264
15
43,391
3,486
148,796
2,572
48,348
16
45,058
3,528
165,542
2,668
52,538
16
44,850
3,534
170,794
2,677
53,850
16
44,816
3,533
172,301
2,670
54,764
16
45,363
3,507
174,505
2,638
54,660

Tier 3+ subcontractors
No. of
No. of
establish- insured
ments
persons
1,818
11,466
1,894
12,058
1,970
13,346
1,008
14,163
1,024
14,509
1,021
14,807
1,000
14,535

Source: Internal data matching Supply Chain Network data with administrative data from the Employment Insurance System, Number of Insured Persons DB.
2

All figures and tables in this paper are based on the analysis of the Employment Insurance
database; thus it would be difficult to rule out the impact of the new policy related to Employment Insurance and the subsequent increase in the number of establishments and insured persons. This should be taken into consideration when interpreting the findings.
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of subcontractors continuously increased after the Global Financial
Crisis of 2008. Between 2008 and 2014, the number of first-tier subcontractors increased from 3,290 to 3,507; second-tier from 2,265 to
2,638; and third- or lower-tier from 818 to 1,000. In addition, except in
2014, prime contractors saw little increase in the number of insured
persons, whereas subcontractors recorded a rapid rise in the number of
insured persons. The rate of increase was highest for first-tier subcontractors. Overall, the rate of increase in the number of insured persons
was higher for subcontractors than for prime contractors. However, in
2014, second-tier and third- or lower-tier subcontractors saw a reduction in employment.
Workers in the shipbuilding industry belonged to firms of different
sizes. Of workers at flagship companies, 91% were employed by companies with 1,000 or more employees, and only 1.7% worked at firms
with fewer than 300 employees. On the other hand, in the case of
workers employed by subcontractors, only 22.5% worked for firms
with 300 employees or more, whereas 57.9% worked for companies
with fewer than 100 employees.
A closer look at these numbers by tiers indicates that among employees of first-tier subcontractors, the percentage of those employed
by large companies with 300 or more workers was 29.0%, whereas the
Table 8-3. The Distribution (%) of Workers in the Shipbuilding Industry, by Firm Size

All companies
Flagship
companies
Subcontractors
Tier 1
Tier 2
Tier 3 +

All
47.3

1-4
4.0

Firm size (no. of employees)
<100
300+
100299
5-9 10-29 30-99
All 300-499 500-999 1000+
5.0 15.3
23.0
15.8
36.9
2.1
9.8
25.0

1.7

0.0

0.0

0.0

1.7

0.0

98.3

1.1

5.9

91.3

57.9
47.7
91.4
87.9

4.9
2.4
12.6
13.2

6.1
4.5
10.4
14.1

18.9
14.0
32.0
41.2

28.0
26.7
36.3
19.4

19.5
23.3
7.6
7.0

22.5
29.0
1.0
5.1

2.3
2.4
1.0
5.1

10.7
14.0
0.0
0.0

9.6
12.6
0.0
0.0

Source: Internal data matching Supply Chain Network with Survey on Working Conditions of
Workers by the Employment Types, 2013.
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percentage of those among the second-or lower-tier subcontractor
workers employed by a large company was extremely low. Also, 47.7% of
the first-tier subcontractor workers worked for companies with fewer
than 100 employees, whereas more than 88% of the workers at secondor lower-tier subcontractor were hired by those medium-sized companies.
Last, the percentage of those hired by smaller companies with fewer
than 30 workers was higher among the employees at second-tier and
third- or lower-tier subcontractors (55.0% and 68.5%, respectively) and
lowest among employees at first-tier subcontractors (20.9%).
Using the annual report on the shipbuilding industry released by the
Korea Offshore & Shipbuilding Association, the author examined the
size of employment by job function at Korea‘s nine major prime-contractor shipyards and the related trends. In the supply chain model of
the Korean shipbuilding industry, the job function that is worth particular attention in terms of employment size is skilled manual workers.
Skilled manual workers can be divided into employees of prime contractors and those of subcontractors, making it possible to calculate the
ratio of subcontractor workers to prime-contractor workers (see Table
8-4). The ratio of skilled manual workers employed by subcontractors
to those employed by prime contractors rose from 71% in 2000 to 199%
in 2010 and again to 294% in 2013. The absolute number of skilled
manual workers of prime contractors has been maintained at approximately 35,000 since 2000, while the number of skilled manual workers
of subcontractors has continued to increase. In fact, the number rose
from 25,960 in 2000 to almost four times that, or 105,041, in 2013.
This indicates that in the wake of the 1997 Asian Financial Crisis,
prime-contractor shipbuilders outsourced risk by maintaining a fixed
number of directly managed skilled manual workers while relying on
more workers from in-house subcontractors to secure the needed
manpower.
Prime-contractor shipyards usually restrict the employment of directly managed skilled manual workers to a certain number, and when a
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Table 8-4. Trends in the Size of Employment at Nine Major Shipyards, by Job Function

Year

Office
(whitecollar)
( n)

1990
1995
2000
2005
2010
2011
2012
2013

4,062
7,333
7,181
7,042
6,533
6,931
7,196
8,461

Skilled manual
workers
Engineers
(directly
( n)
managed)
( n)
7,967
11,775
10,420
12,081
20,293
20,492
20,761
21,391

34,701
39,236
36,215
35,750
35,383
35,237
35,989
35,712

Skilled manual
workers
(subcontractor)
( n)

Total
(N)

7,360
18,986
25,960
49,831
70,534
76,670
90,342
105,041

54,090
77,330
79,776
104,704
132,743
139,330
154,288
170,605

Ratio of subcontractor
employees to directly
managed employees
[(Subcontractor/
directly managed) ×
100]
21.2%
48.4%
71.7%
139.4%
199.3%
217.6%
251.0%
294.1%

Source: Annual Report on the Shipbuilding Industry, by Korea Offshore & Shipbuilding Association,
relevant years.

vacancy arises because of the mandatory retirement of an incumbent,
they fill it with a young employee selected from among the workers of
in-house subcontractors. Therefore, under the current structure, it is
difficult for skilled manual workers of in-house subcontractors to become employees of prime-contractor shipyards unless they are selected
for this opportunity. As a result, young workers of in-house subcontractors who are desperate for a career opportunity cannot help but
show a submissive attitude toward their prime-contractor and subcontractor employers. Furthermore, those in their mid-30s or older know
that it is virtually impossible for them to become regular employees of
prime contractors under the existing structure, so it is not easy to boost
their work morale.
Next, the current situations of skilled manual workers employed by
subcontractors—which prime contractor they support and what jobs
they perform—are examined more closely based on data on the numbers of subcontractors and their workers under each prime contractor.
Results indicate that 59% of subcontractors and 76% of their workers
are employed by the so-called Big Three shipyards (see Table 8-5). In fact,
there has been a net gain of about 35,000 in the number of workers of
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Table 8-5. The Number of Subcontractors and Their Workers, by Prime Contractor
Prime contractor
Hyundai Heavy Industries
Daewoo Shipbuilding & Marine Engineering
Samsung Heavy Industries
Hyundai Mipo Dockyard
Hyundai Samho Heavy Industries
STX Offshore & Shipbuilding
SPP Shipbuildilng
Sungdong Shipbuilding & Marine
Engineering
Hanjin Heavy Industries & Construction
ShinaSB Yard
Total

271

No. of
subcontractor
workers
38,270

Average no. of
employees
per subcontractor
141.2

154

26,503

172.1

132
98
69
73
99

21,667
9,629
7,726
4,488
4,030

164.1
98.3
112.0
61.5
40.7

30

1,507

50.2

16

118

7.4

6
948

50
113,988

8.3
120.2

No. of
subcontractors

Source: Documents submitted to the National Assembly for parliamentary inspection on national
affairs, Office of National Assemblyman Shim Sang-Jung. Cited from ―The Spread of
In-House Subcontracting in the Shipbuilding Industry and the Current Status of Each
Shipbuilding Process,‖ by Jong-sik Park, 2014, Issue Paper, KMWU Research Center.

in-house subcontractors at these shipyards since 2008 (Park, 2014).
This increase may be explained by the fact that almost all medium-sized
shipyards underwent major restructuring after facing management difficulties in the wake of the Global Financial Crisis in 2008, prompting
many workers to move to the Big Three.
One reason workers of subcontractors that had worked for medium-sized shipyards were able to move to in-house subcontractors of
large shipyards was that the Big Three expanded their offshore plant
business at that time. The offshore plant business usually consists of
three parts: engineering, procurement, and construction. Korea has a
competitive edge in the construction area, so these large shipyards decided to recruit a large number of subcontractor workers for their offshore plant projects. As their offshore plant business, which relied
heavily on the manpower of subcontractors, increased, the share of
in-house subcontractors in the shipbuilding industry also increased
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rapidly.
Figure 8-1 shows the percentage of subcontractor workers among all
employees in the shipbuilding industry. In 2013, subcontractor workers
accounted for 68% and 90% of all employees in the shipbuilding and
the offshore plant businesses, respectively. Clearly, the offshore plant
business employs a high percentage of subcontractors. Such a gap between the shipbuilding and the offshore plant businesses has long been
known to exist. In fact, many in-house subcontractors that are engaged
in the offshore plant business mobilize a group of temporary employees called a Mullyang Team (hired by subcontractors to perform a temporary task) when there is substantial pressure to complete a large
volume of work with a tight deadline.
Workers on a Mullyang Team differ from regular employees of
in-house subcontractors at a given shipyard. A Mullyang Team is a group
of temporary workers who perform certain tasks for weeks or months,
moving to and from different locations depending on the Mullyang
(meaning the amount of products to be made by the due date), which
Figure 8-1. The Percentage of Skilled Manual Workers of Subcontractors among
All Workers in Different Business Divisions of the Big Three

Source: ―The Spread of In-House Subcontracting in the Shipbuilding Industry and the Current
Status of Each Shipbuilding Process,‖ by Jong-sik Park, 2014, Issue Paper, KMWU Research Center.
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demonstrates the duality of the in-house subcontracting labor market
in the Korean shipbuilding industry. One of the major changes in the
in-house subcontracting structure of this industry over the past decade
is ―segmentation into first-tier subcontractors and second- and
third-tier Mullyang Teams‖ (Park, 2014), that is, multilayered employment
relationships within in-house subcontracting. This change has not only
exacerbated the existing discrimination and inequality in employment
relationships within the shipbuilding industry, it has also generated
more legal blind spots where employees are not protected by related
laws such as the Labor Standards Act or the Industrial Accident Compensation Insurance Act. Figure 2 shows the types of employment
forms typical within a shipyard: first-tier subcontractors, second-tier
subcontractors, and the Mullyang Team hired by subcontractors to perform a temporary task. There is also an entity called Bon-gong, which
refers to workers directly employed by subcontractors. The term
Bon-gong originally referred to regular workers, distinct from temporary
workers or subcontractor workers, but is now widely used at Korea‘s
shipyards to refer to workers directly employed by in-house subcontractors. Although the latter usage is incorrect, it reflects the reality that
workers of in-house subcontractors now make up a large share of employment at shipyards and that forms of employment within in-house
subcontractors have greatly diversified.
In-house subcontractors increasingly rely on a Mullyang Team because
it is necessary for their management of personnel and production. For
them, hiring a Mullyang Team can be an effective mechanism to adjust
employment, even more effective than using the so-called Bon-gong.
―Those who work on a Mullyang Team believe that they have to leave the
company when a particular task is completed, not even realizing that
they are being laid off when let go after completing a task‖ (Workers of
In-house Subcontractors, Issue No. 335, December 19, 2012). Another
reason to use a Mullyang Team is to meet project deadlines. Workers that
belong to a Mullyang Team are considered efficient because they often
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Figure 8-2. The Diversification of Employment Forms Within In-house Subcontractors

Source: Press Release (October 8, 2014) of In-young Lee, Member, National Assembly of the Republic of Korea, with additions and modifications.

work overtime, tolerate a high level of labor intensity, and at times ignore safety precautions in favor of productivity. Other groups, such as
the so-called Dolguan Teams or Dolbal Teams (meaning sudden or unexpected), are also organized to complete a more urgent, short-term task
and these groups are usually dissolved when the task is completed.
Workers on these teams are paid a higher daily wage in cash, according
to an executive of the Korean Metal Workers‘ Union. Such work practices may have contributed to the recent rise in the incidence of severe
workplace injuries among Mullyang Team workers.
It is also interesting to look at how workers of subcontractors are
distributed across different manufacturing processes in the shipbuilding
industry. Nearly half (48%) work in key processes such as painting,
piping, electrical and electronics, and assembly. Others are involved
with more difficult and dangerous processes including hull, scaffolding,
and erection work (see Table 8-6). One can interpret these results to
indicate that many shipyard tasks are jointly performed by prime con-
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Table 8-6. The Distribution of Subcontractors and Their Workers, by Manufacturing Process
Process
Steel Pretreatment &
Cutting
Shipbuilding

No. of
subcontractors

No. of
workers

%

16

939

0.8

34

2,922

2.6

Pipe Installation

48

7,723

6.8

Machinery

18

1,090

1.0

Mechatronics

19

603

0.5

39
141
12
54
10
41
10
21

3,379
19,079
1,485
14,089
768
5,460
1,201
837

3.0
16.7
1.3
12.4
0.7
4.8
1.1
0.7

Grand Assembly
Painting
Interior
Piping
Insulation
Hull
Cabin
Deck

Process
Sub
Assembly
Trial
Engine &
Machinery
Outfitting
Electrical and
Electronics
Assembly
Scaffolding
Support
Erection
Panel
Others
Unclassified
All

No. of sub- No. of
contractors workers

%

16

1,331

1.2

19

2,400

2.1

22

1,281

1.1

54

6,934

6.1

84
77
45
58
55
18
22
15
948

12,573 11.0
9,304
5,458
4,369
5,568
1,940
1,741
1,514
113,988

8.2
4.8
3.8
4.9
1.7
1.5
1.3

Source: ―The Spread of In-House Subcontracting in the Shipbuilding Industry and the Current
Status of Each Shipbuilding Process,‖ by Jong-sik Park, 2014, Issue Paper, KMWU Research Center.

tractors and subcontractors, and that prime contractors have gradually
outsourced the more difficult and dangerous processes to subcontractors.

III. Characteristics of Workers at Prime Contractors and
Subcontractors in the Shipbuilding Industry
This section compares several characteristics of workers employed
by prime contractors and those employed by subcontractors: typical age
groups, average years of service, turnover rate, job vacancy rate, and
vocational training provided.
Workers in the shipbuilding industry were divided into three age
groups: younger workers (age 15–29), middle-aged workers (age 30–49),

176

Widening Disparities in the Korean and Japanese Labor Markets

and older workers (age 50 or older). From 2008 to 2014, the number of
younger workers decreased and the numbers of middle-aged and older
workers increased (see Table 8-7). Not only did the absolute number of
younger workers decrease; their share, from 24.4% in 2008 to 17.8% in
2014, also declined. During the same period, the percentages of middle-aged and older workers increased from 68.5% to 71.5%, and from
7.1% to 11.1%, respectively. In other words, the shipbuilding industry
workforce is aging in general.
The percentage of older workers in the supply chain model was
highest for prime contractors. Among subcontractors, the percentage
increased as the level of subcontracting became lower. Also, aging occurred the fastest at prime contractors, and among subcontractors, the
rate of aging was greater the lower the tier. Between 2008 and 2014, the
percentage of older workers at prime contractors grew by 8.4 percentage points. During the same period, their percentage rose by 3.4 percentage points, 3.6 percentage points, and 4.1 percentage points at
first-tier, second-tier, and third- or lower-tier subcontractors, respectively (see Table 8-7.)
It appears that prime contractors have the highest percentage of
older workers and are aging fast: the number of service years (years
Table 8-7. The Distribution of Prime Contractors and Subcontractors, by Age Group
All workers (n)
Year
2008
2009
2010
2011
2012
2013
2014

Younger

Middle-aged

Older

55,796
55,665
54,185
54,824
53,351
50,846
49,799

156,572
162,712
172,506
190,555
200,919
205,455
205,562

16,142
17,499
19,853
23,549
26,035
28,759
32,301

Percentage of older workers
Tier 1
Tier 2
Tier 3 +
Prime
subcontrac- subcontrac- subcontraccontractors
tors
tors
tors
9.5
6.0
7.6
8.4
10.7
6.2
7.7
7.7
11.9
6.8
8.2
8.6
12.8
7.5
8.7
9.9
13.8
8.0
9.3
10.5
15.1
8.6
10.2
11.6
17.9
9.4
11.2
12.5

Source: Internal data on Supply Chain Network, administrative data from the Employment Insurance System, Training DB.
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with the same employer) of their workers is incomparably higher than
that of subcontractor workers. As of 2013, the average number of service years for prime-contractor workers was 12.1, much higher than the
2.1 average years of service for subcontractor workers. Such a gap
could be attributed to differences in company founding years or to age
distribution of the workers, but it could also be due to the higher job
insecurity associated with subcontractors. Since 2011, the average
number of service years has steadily increased for prime contractors
but has remained the same for subcontractors. This could also be attributed to the lack of job stability for subcontractor workers.
The average number of service years also differs among subcontractor workers, depending on employment status—Bon-gong, Mullyang
Team, or others such as day laborers. Bon-gong workers usually have a
relatively high average number of service years, with 48% of them
having worked at the same firm for more than 4 years, whereas for the
Mullyang Team and day laborers length of service is much shorter, with
more than half of them having less than 1 year.
The number of service years in the shipbuilding industry was analyzed using the dataset created by matching the Supply Chain Network
data and the Employment Insurance database. The percentage of employees with more than 3 years of service was 92.4% for prime contractors and 80.1% for subcontractors. To examine the data more specifically, among all workers covered by Employment Insurance in the
shipbuilding industry as of 2011, the author calculated the percentages
of those who stayed at the same company after 1, 2, and 3 years. At
prime contractors, 96.9% of workers stayed after 1 year, 94.2% stayed
after 2 years, and 92.4% stayed after 3 years. At subcontractors, the respective percentages were 90.7%, 84.7%, and 80.1%, reflecting a more
frequent movement of personnel (see Table 8-8).
Prime contractors and subcontractors also showed a large gap in
employee turnover rates. In 2013, prime contractors experienced a
voluntary turnover rate of 3.3% and an involuntary turnover rate of
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Table 8-8. The Labor Force Mobility at Prime Contractors and Subcontractors, as of 2011
Company
type
Prime contractors (n)
Subcontractors (n)
Prime contractors (%)
Subcontractors (%)

t+1
Prime
Subconcontractors tractors
39,859

Others

202

1,091

480 158,561

15,753

t+2
Prime
Subconcontractors tractors
38,765

Others

329

2,058

762 148,130

25,902

t+3
Prime
Subconcontractors tractors
38,025

Others

455

2,672

925 140,034

33,835

96.9

0.5

2.7

94.2

0.8

5.0

92.4

1.1

6.5

0.3

90.7

9.0

0.4

84.7

14.8

0.5

80.1

19.4

Source: Internal data matching Supply Chain Network data with administrative data from the Employment Insurance System, Number of Insured Persons DB.

4.3% of their employees (see Table 8-9). At subcontractors, voluntary
turnover rates ranged from 24.0% to 29.0%, and involuntary turnover
rates ranged from 7.4% to 8.5%. Compared with prime contractors,
subcontractors experienced a voluntary turnover rate seven to eight
times that of prime contractors and an involuntary turnover rate about
twice that of prime contractors. These figures reflect the reality that the
best employer in the shipbuilding industry is a prime contractor, and
even within subcontractors, there are not only Bon-gong who are regular
employees but also contract workers, such as the Mullyang Team workers
and day laborers.
Between 2008 and 2013, prime contractors saw a slight increase in
both voluntary and involuntary turnover rates. Subcontractors experienced drastic growth in both turnover rates in 2009 in the midst of an
economic downturn caused by the Global Financial Crisis. However,
since the economic recovery supported by the offshore plant business
in 2012, both the voluntary and the involuntary turnover rates have declined. This may be explained by the fact that workers employed by
subcontractors are more vulnerable to external economic conditions
than those of prime contractors, and thus more prone to leaving their
jobs (either voluntarily or involuntarily) when the economy is bad.
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Table 8-9. Trends in Turnover Rates (%) at Prime Contractors and Subcontractors
Year
2008
2009
2010
2011
2012
2013

Prime contractors
InvolunVoluntary
tary
2.69
2.92
2.06
2.55
3.07
3.95
3.41
3.49
3.78
4.46
3.33
4.28

Tier 1 subcontractors Tier 2 subcontractors Tier 3+ subcontractors
InvolunInvolunInvolunVoluntary
Voluntary
Voluntary
tary
tary
tary
22.31
6.74
25.82
10.44
23.06
8.60
21.17
8.92
23.02
11.06
22.58
10.63
24.26
6.73
28.20
7.74
27.98
6.78
25.55
6.39
30.89
7.46
27.74
7.70
24.49
7.43
29.40
8.02
27.21
8.11
24.02
7.37
28.98
8.14
27.30
8.48

Source: Internal data matching Supply Chain Network data with administrative data from the Employment Insurance System, Number of Insured Persons DB.

Next, the number of job vacancies was analyzed for prime contractors and subcontractors. The two types of employers showed a significant difference. As discussed earlier, this may be attributed to the fact
that although 31% to 37% of all workers at subcontractors change
their jobs each year, less than 8% of those at prime contractors do. The
trends between 2006 and 2013 show that, in 2012, when emphasis began to be placed on offshore plant business, the number of job vacancies at prime contractors decreased markedly to less than half that of
the year before, whereas the number of job vacancies at subcontractors
increased significantly (see Table 8-10).
Table 8-10. Trends in Job Vacancy at Prime Contractors and Subcontractors
Year

Prime contractors
(no. of persons)

Subcontractors
(no. of persons)

2006
2007
2008
2009
2010
2011
2012
2013

58
44
49
34
43
49
26
19

194
409
856
728
1,061
1,520
1,965
2,381

Job vacancy rate at
prime contractors
(%)
0.1
0.1
0.1
0.1
0.1
0.1
0.0
0.0

Job vacancy rate at
subcontractors
(%)
1.0
1.5
2.7
2.1
2.9
3.6
3.6
3.7

Source: Internal data matching Supply Chain Network data with administrative data from the Employment Insurance System, Number of Insured Persons DB.
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IV. Working Conditions of Prime Contractors and
Subcontractors in the Shipbuilding Industry
Subcontractors pay wages to their workers with the subcontract consideration received from prime contractors. The amount of the consideration is determined by two factors: ―unit cost per work item‖ and
―construction hours (M/H),‖ which refers to the time required to produce a unit of product. The unit cost for each work item is determined
through consultation of council representatives of prime contractors
and subcontractors, but in reality, such consultation is more like a process of prime contractors persuading and asking for cooperation from
subcontractors to accept the unit cost they have already set. Any adjustment to the unit cost per work item is made after the total pay raise
is decided for regular employees of prime contractors, and the adjustment is applied to all subcontractors. The time established for construction hours (M/H) usually remains fixed for 6 months or 1 year,
depending on technological progress. Therefore, under the current
structure, the subcontract consideration received by a subcontractor is
very unlikely to increase unless the subcontractor is newly assigned to
handle a complex task.
In the shipbuilding industry, wages are paid in different ways to
workers of subcontractors. At Hyundai Heavy Industries, 75% of the
Bon-gong (regular employees of subcontractors) receive an hourly wage,
and 78% of the Mullyang Team receive a daily wage (see Table 8-11).
How wage increases occur differs by type of employer. Prime contractors raise the wages of regular employees every year by giving them
both a raise in base pay and a raise based on seniority. However, that is
not the case for workers of in-house subcontractors. Not only do they
not get a raise in base pay or a seniority-based raise, but, in some cases,
employers set an upper limit on wages (maximum hourly wage). At
Hyundai Heavy Industries, for example, only 52% of the Bon-gong and
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Table 8-11. Types of Wage Payment at Subcontractors (Hyundai Heavy Industries)
Subcontractor employee type
Bon-gong (regular employees
of subcontractors) (N = 1,114)
Others (N = 222)

Annual
salary
system

Monthly
salary
system

Hourly
wage
system

Daily
wage
system

Other
system

0.4

9.0

74.8

15.8

0.1

1.4

10.8

9.5

77.9

0.5

Source: The branch of Hyundai Heavy Industries In-House Subcontract Workers‘ Union (2014),
2014 Survey on Working Conditions of In-House Subcontractors of Hyundai Heavy Industries, as cited in ―Problems in the Supply Chain Model in Korean Shipbuilding Industry
and Directions for Improvement,‖ by Won-cheol Shin, 2014, Ulsan: Hyundai Heavy Industries Workers‘ Union.

22% of the Mullyang Team received a pay raise in 2013. In-house subcontractors often grant individual pay raises to Bon-gong employees
while rarely offering a raise to the Mullyang Team.
It may not be appropriate to directly compare the wage level of regular employees of prime contractors and workers at in-house subcontractors, because doing so requires controlling for variables such as
years of service, level of skills, working hours, and job types, which
would not be easy. However, even with the current data, it is clear that
workers at in-house subcontractors earn less than half of what
prime-contractor employees make. It has been estimated that regular
employees of the Big Three (Daewoo Shipbuilding & Marine Engineering, Samsung Heavy Industries, and Hyundai Heavy Industries)
earn approximately 70 million KRW per year while employees of
in-house subcontractors average less than 30 million KRW per year.
Taking into consideration other differences such as employee benefits,
the gap in compensation between the two groups is likely to be even
larger than it appears.
Furthermore, in common practice, workers employed by subcontractors are not paid shutdown allowances as specified in the Labor
Standards Act, and, in some cases, subcontractors receive holiday payments or support payments from prime contractors but do not pass
them on to their workers.
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The dataset created by matching the Supply Chain Network data
based on the survey conducted by the MOEL and the Employment
Insurance database was used to examine the wage gap between prime
contractors and subcontractors in the shipbuilding industry. First, the
following shows the differences in average monthly wages. The average
monthly wage of workers in the shipbuilding industry is 3.55 million
KRW including year-end bonus (and performance pay). The fixed pay
is 2.38 million KRW, which is 67% of the total pay. The total wage including overtime pay is 2.73 million KRW, which is 77% of the total
pay.
In the supply chain model, workers at flagship companies earn 5.9
million KRW per month on average, while those at first-tier subcontractors earn only 51% of that amount, or 3.08 million KRW. The average monthly wage of those working at second- or lower-tier subcontractors is even lower (see Table 8-12).
Table 8-12 shows that a significant part of the wage gap between
prime contractors and subcontractors results from differences in annual bonus and performance pay rather than differences in fixed pay. The
Table 8-12. Average Monthly Wages at Prime Contractors and Subcontractors in the Shipbuilding Industry
Company type
All
Flagship
companies
Subcontractors
Tier 1
Tier 2
Tier 3+

Wage level (KRW 1,000/month)
Fixed pay
Total wage Total wage 2
2,383
2,733
3,549

Relative wage (%)
Fixed pay
Total wage Total wage 2
86.4
82.1
60.1

2,759

3,328

5,900

100.0

100.0

100.0

2,295
2,292
2,332
2,227

2,594
2,618
2,532
2,478

2,999
3,083
2,712
2,794

83.2
83.1
84.5
80.7

78.0
78.7
76.1
74.5

50.8
52.3
46.0
47.4

Note: Fixed pay is the sum of base pay, ordinary allowance, and other allowances. Total wage is
the sum of fixed pay and overtime pay. Total wage 2 is the sum of monthly prorated total
wage and annual bonus (and performance pay).
Relative wage: Flagship company wage = 100.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.
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gap in fixed pay is only about 17%, but when overtime pay is added,
the gap increases to 22%. When annual bonus and performance pay are
added, the gap is 49%. Workers employed by flagship companies receive about 2.57 million KRW of annual bonus and performance pay,
whereas employees of subcontractors get only 400,000 KRW on average, a difference of 2.17 million KRW each month. This amount accounts for 77% of the total wage gap (2.82 million KRW) between
employees of flagship companies and employees of subcontractors.
Table 8-13 shows the average hourly wage of workers at flagship
companies compared with that of workers at subcontractors, by tiers.
Employees of flagship companies earn about 29,000 KRW per hour,
while those of subcontractors make less than 56% of that hourly
amount (16,000 KRW). However, it is interesting that the wage differences are less noticeable when compared on an hourly basis than on a
monthly basis, because workers at flagship companies work more hours.
Annual bonus and performance pay also show a remarkable gap on an
hourly basis between the two groups, with prime contractors receiving
13,000 KRW and subcontractors 2,000 KRW. The bonuses account for
82% of the total wage gap on an hourly basis.
Next, the data set was used to identify differences by employer type
in the number of training sessions, the number of employees who have
received training, and the amount of support subsidy. In 2014, prime
contractors trained a total of 53,806 persons in 2,081 training sessions,
using 5.91 billon KRW of support subsidy. In contrast, subcontractors
provided training to only 6,524 workers in 1,144 sessions, with 0.95 billion KRW of support subsidy (see Table 8-14). Given that prime contractors maintain the workforce at a certain size and that subcontractors hire more than four times the number of employees that prime
contractors do, the current amount of training for workers employed
by subcontractors is clearly insufficient.
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Table 8-13. Average Hourly Wages at Prime Contractors and Subcontractors in the Shipbuilding Industry
Company type
All
Flagship
companies
Subcontractors
Tier 1
Tier 2
Tier 3+

Wage on an hourly basis
(KRW/hour)
Fixed pay
Total wage Total wage 2
15,645
14,777
18,931

Relative wage on an hourly basis
(%)
Fixed pay
Total wage Total wage 2
80.5
88.7
64.3

19,427

16,653

29,459

100.0

100.0

100.0

14,761
14,827
14,791
13,841

14,339
14,348
14,579
13,524

16,470
16,788
15,600
15,046

76.0
76.3
76.1
71.2

86.1
86.2
87.5
81.2

55.9
57.0
53.0
51.1

Note: In calculating the fixed pay on an hourly basis, the regular working hours were used. Total
wage and total wage 2 were calculated using the total working hours. Total working hours =
Regular working hours + overtime hours × 1.5.
Fixed pay is the sum of base pay, ordinary allowance, and other allowances. Total wage is
the sum of fixed pay and overtime pay. Total wage 2 is the sum of monthly prorated total
wage and annual bonus (and performance pay).
Relative wage: Flagship company wage = 100.
Source: Internal data matching the Supply Chain Network Data with data from the 2013 Survey on
Working Conditions of Workers by the Employment Types.

The types of jobs for which training is provided also differ greatly.
Prime contractors use about 89% of the support subsidy for training in
office management, machinery and equipment, and manufacture of
transport equipment, but they also offer training courses for diverse job
types. In contrast, subcontractors use 78% of the support subsidy for
machinery and equipment training and offer training for very limited
job types (see Table 8-15).
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Table 8-14. The Current Status of Training at Prime Contractors and Subcontractors (2014)
Prime contractors

Major company

All

No. of No. of
training people
sessions trained
(A)

2,081 53,806 5,910,928,464

109,856.3

731

1,144

7,402,571

53,641.8

-

-

-

-

-

2,007

158,142,642

78,795.5

-

-

-

-

-

192

1,014

52,352,948

51,630.1

67

32

101 26,902,965

266,366.0

-

-

-

-

-

3

7,671 1,341,778,819

174,915.8

199

328

29,435,727

67,824.3

-

4

9,352 1,302,262,052

324,933

152

316

Hanjin Heavy
Industries & Construction Co., Ltd.

15

138

Hyundai Mipo
Dockyard Co., Ltd.

61

STX Offshore &
Shipbuilding
Dae Sun Shipbuilding & Engineering

Subcontractors

Support
Support No. of No. of No. of Support Support
subsidy
subsidy partner training people subsidy subsidy
(1,000 per person firms sessions trained (1,000 per person
KRW)
(1,000
(A)
KRW)
(1,000
(B)
KRW)
(B)
KRW)
(B/A)
(B/A)
6,524 948,152,539

5

145,333.0

366,782

73,356.4

1,246 602,332,474

483,412.9

Daewoo Shipbuilding & Marine
Engineering Co.,
Ltd.

335

Daehan Shipbuilding Co., Ltd.

97

Samsung Heavy
Industries Co., Ltd.

279

Sungdong Shipbuilding & Marine
Engineering Co.,
Ltd.

22

332

33,383,455

100,552.6

-

4

22

4,427,860

201,266.4

Hanjin Heavy
Industries & Construction

-

-

-

-

19

1

1

94,605

94,605.0

Hyundai Mipo

-

-

-

-

60

104

283 23,661,566

83,609.8

36

988

234,011,729

236,854.0

63

172

1,420 123,787,383

87,174.2

1,044 31,870 2,752,158,521

86,355.8

171

180

821 71,335,219

86,888.2

Hyundai Samho
Heavy Industries
Co., Ltd.
Hyundai Heavy
Industries Co., Ltd.

434

4

423,643

105,910.8

2,621 94,820,042

36,177.0

Source: Internal data on Supply Chain Network, administrative data from the Employment Insurance System, Training DB.
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Table 8-15. The Current Status of Training for Different Types of Jobs at Prime Contractors
and Subcontractors (2014)
Prime contractors
Subcontractors
No. of
% of
% of
Subsidy No. of % of
% of
Subsidy
Major job type
training trainees subsidy per person training trainees subsidy per person
sessions
(1,000 sessions
(1,000
KRW)
KRW)
All jobs
2,081
100.0
100.0 109,856.3
1,144 100.0 100.0 145,333.0
Construction
44
1.9
1.3 76,665.7
3
0.0
0.1 166,776.7
Hierarchical training
61
3.0
3.6 129,037.0
248
9.2
5.3 84,380.5
Metals
4
0.3
0.1 54,368.3
Finance & insurance
17
0.4
0.2 46,923.7
Machinery &
173
8.4
24.6 320,381.7
440
39.6
78.5 288,390.2
equipment
Agriculture, forestry,
1
0.0
0.0 108,053.0
mining
Office management
1,294
66.7
43.7 71,959.9
372
46.0
12.7 40,090.5
Industrial application
11
0.2
0.1 51,961.2
1
0.0
0.0 376,960.0
Services
4
1.0
0.3 35,071.7
Textiles
2
0.0
0.0 48,000.0
Manufacture of
298
14.0
20.9 163,243.2
26
3.3
2.0 85,848.8
transport equipment
Medical
5
0.0
0.0 91,816.7
Electrical
45
1.0
2.1 239,947.9
52
1.9
1.4 106,867.3
Electronic
3
0.0
0.0 98,765.3
1
0.0
0.0 132,123.0
Information
102
2.9
3.0 112,885.3
Chemical products &
13
0.1
0.1 80,924.3
1
0.0
0.0 95,401.0
ceramic
Environment
4
0.0
0.0 91,948.0

Source: Internal data on Supply Chain Network, administrative data from the Employment Insurance System, Training DB.

V. Problems in the Supply Chain Model in the Korean
Shipbuilding Industry and Directions for Improvement
As discussed earlier, the recent increase in in-house subcontracting
employment in the shipbuilding industry and the subsequent multilayering of forms of employment have not only exacerbated the existing discrimination and inequality in employment relationships but also
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generated more legal blind spots where related labor laws are not complied with due to the weaknesses of indirect employment. In the Korean shipbuilding industry, subcontractors hire more than four times
the number of employees that prime contractors do, and this trend is
likely to continue for some time. This is a phenomenon resulting from
the fact that, following the Asian Financial Crisis in 1998, large shipbuilders actively recruited workers of in-house subcontractors to reduce labor costs and outsource risk. The increase in subcontractor hiring was accelerated when the local shipbuilding industry began to diversify into other businesses, including offshore plants, following the
Global Financial Crisis of 2008, in order to profit from a new market.
Furthermore, because Korea‘s offshore plant business typically generates profit through short-term execution of projects using low-wage
labor, the share of workers of in-house subcontractors among all
workers in the offshore plant business is over 90%. And because the
use of in-house subcontracting has become more common in the
shipbuilding industry, a tacit agreement has been reached to outsource
difficult and dangerous processes to subcontractors (Park, 2014). In
addition, the duality of the in-house subcontracting labor market has
been observed for some time, with workers divided into different
groups, such as Bon-gong, Mullyang Teams, and day laborers. Among the
Bong-gong, young and talented workers may be recruited by flagship
companies when a job vacancy arises at those companies. Given the
complexity of the current situation, there are limits in setting directions
for improvement. In other words, it is practically impossible for prime
contractors to decide one day to directly hire all these workers of subcontractors, whose number is over four times the number of
prime-contractor workers. Under these circumstances, it is desirable to
find step-by-step solutions, focusing on the most problematic areas:
first, narrowing the gap in working conditions, and second, reducing
the amount of in-house subcontracting.
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1. Narrowing the Gap in Working Conditions Between Prime
Contractors and In-House Subcontractors
It has been shown through the data analysis in this paper that the
wage levels and working conditions of workers of in-house subcontractors lag far behind those of prime contractors. Under the current
structure, in which the working conditions of union members (regular
employees) are determined through enterprise based unions and their
collective bargaining process but those of workers hired by subcontractors are set by individual employment contracts based on the subcontract consideration received from prime contractors, it will not be
easy to narrow the gap in working conditions between the two groups.
First, the policy authority must act to eliminate discrimination and
reduce inequality in the labor market. The Act on the Protection, Etc.
of Fixed-Term and Part-Time Workers and the Act on the Protection,
Etc. of Temporary Agency Workers both clearly prohibit discriminatory treatment not only in regular wages but also in ―incentive pay on a
regular basis such as regular bonuses and holiday bonuses,‖ ―performance pay,‖ and ―other matters concerning working conditions and
welfare.‖ Leaving aside the question of whether workers employed by
in-house subcontractors in the shipbuilding industry could be interpreted as ―temporary agency workers‖ under the current law, it is important to encourage subcontractors (employers) to pay their workers
these non-wage items. The fact that these bonuses, incentives, and
company welfare contribute to the large wage gap between the two
groups was discussed in earlier sections.
Second, workers employed by in-house subcontractors need to establish a mechanism for collective communication, for example, a labor
union or a worker‘s council, in order to narrow the gap in working
conditions between workers employed by prime contractors and subcontractors. Currently, they have no such mechanism in place, unlike
workers at prime contractors, who all have their labor unions and
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mechanisms for collective communication. It has been reported that
workers on a Mullyang Team working in the offshore plant business find
it hard to organize a representative council because they frequently
move to different subcontractors and shipyards depending on the work
they are given. However, workers engaged in the construction plant
business have responded to a similar situation by organizing a representative group by region or by job type.
Given that it is not easy to organize workers of in-house subcontractors, a labor–management consultation council could initially serve
as a channel for workers to gain necessary information about the management of in-house subcontractors and to present their opinions
about working conditions. At Hyundai Heavy Industries, almost all of
its in-house subcontractors have 30 or more full-time equivalent employees and are thus required to install a labor–management consultation council; however, they have been subject to criticism because
―most of them just register the names of several submissive workers in
the council and try to evade the law‖ (Workers of In-house Subcontractors, August 18, 2012). A well-functioning labor–management consultation council could prevent or resolve many of the present problems, such as cover-ups of industrial accidents, employment restrictions,
and intermediary exploitation.
Accidents in shipyards are one of the most pressing considerations.
Workers employed by in-house subcontractors have been continuously
victimized by serious industrial accidents. To address this issue, it would
be necessary to guarantee participation of representatives of workers
from in-house subcontractors when forming a consultative group for
occupational safety and health. Establishing a labor–management consultation council or a consultative group of workers‘ representatives
would also help achieve stable and effective management of occupational safety and health. It is also necessary to strengthen the duties of
prime contractors to manage and supervise their subcontractors so that
occupational safety training of in-house subcontractors is adequate and

190

Widening Disparities in the Korean and Japanese Labor Markets

effective. To prevent cover-ups of industrial accidents, it is necessary to
improve the criteria used by prime contractors to evaluate in-house
subcontractors.
2. Gradual Reduction of In-House Subcontracting
An immediate end to in-house subcontracting is not realistic. The
following is a two-step plan to achieve a meaningful reduction of
in-house subcontracting (Park, 2014). First, have all the core shipbuilding processes be handled by prime-contractor employees. Many of the
tasks jointly handled by prime contractors and subcontractors are core
processes that require a high level of skills. Having these two groups
work together in the same physical space may lead to disputes over the
illegal use of temporary agency workers. Also, core technologies should
be owned by flagship companies. An executive of the labor union at
Hyundai Heavy Industries expressed his view in an interview that an
excessive percentage of workers from in-house subcontractors presents
a limit to building high-quality, value-added ships. At Hyundai Heavy
Industries‘ Gunsan shipyard, most of the shipbuilding work is handled
by workers of in-house subcontractors, and about 500 regular employees of prime contractors are in charge of quality and safety management and steel pretreatment and cutting. The interviewee mentioned a
semi-submersible drilling rig that Hyundai Heavy Industries was building in Gunsan. Later, the company decided to quit working on the rig
in Gunsan and brought the project to the Ulsan shipyard, suffering a
huge loss. He said that the case clearly revealed the problem of relying
too much on in-house subcontracting. Even at the Ulsan shipyard, the
offshore plant business, which also uses a high percentage of workers
from in-house subcontractors (including a Mullyang Team), is known to
have problems with work efficiency. He added: ―When you go and see
the Goliath Project, half of the workers are doing nothing, the other
half who are working are not even working hard. In the shipyard, they
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have the so-called good time agents whose job is to report workers who
are slacking off in shipyards.‖
The second step is to reallocate to prime contractors any dangerous
processes that have the potential to cause serious industrial disasters. As
discussed earlier, many dangerous and difficult processes have already
been outsourced to in-house subcontractors. The problem is that these
processes may cause industrial accidents resulting in serious injuries and
even death. If such accidents continuously occur in a particular process,
it may indicate that workers of in-house contractors handling that process are not capable of adequately managing occupational safety.
Therefore, if some processes have a high risk of causing a major industrial accident, the government should consider even mandatory reallocation of those processes back to prime contractors.
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