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The Employment Insurance System and Active Labor Market Policies
Kil-Sang Yoo(Korea Labour Institute)

The unemployment insurance system is one of the major social insurance systems, which normally pays
insurance benefits to the unemployed in the form of cash. However, experiences in many countries have
shown that only paying cash benefits to the unemployed serves as an insufficient means of protecting
them. A more effective system should include schemes to prevent or alleviate unemployment itself.

In many developed countries, the traditional unemployment insurance system tends to include active labor
market policies such as job placement services, vocational training, employment promotional programs
and so forth. Typical countries that employ such policies include Sweden, Germany and Japan.

The Korean system. which will be launched on July 1, 1995, follows this tendency and incorporates both
the traditional unemployment insurance scheme and active labor market policies. We have also adopted a
different name for our system. We have decided to use " employment insurance" rather than "
unemployment insurance " in order to make it clear that our system is different from the traditional one.
The purpose of this report is to propose and explain specific labor market policies in the context of the
Korean system

The Korean Employment Insurance System consists of three major elements ; Employment Stabilization
Schemes. Job Ability Development schemes, and Unemployment Benefits. The first two elements are the
subjects of this report.

The Employment stabilization Schemes are designed to prevent or alleviate unemployment; smooth out
employment adjustments ;improve employment conditions and expand employment opportunities. The
Schemes are also specifically formulated to include a Job placement service, support for employment
adjustments and measures to balance inter - regional or inter - industrial employment etc.

The job placement service involves matching job seekers with potential employers by providing
appropriate information to both of them. This service, together with vocational training, can be a very
powerful weapon against unemployment. In Korea. however, the present service system is inadequate.
We have to develop an employment information service network throughout the whole country.

The subsidy for employment adjustments is to induce employers to make efforts to stabilize employment.
When it becomes inevitable for a firm to reduce employment due to an economic recession, structural
change or technological innovation, the Employment Insurance Fund subsidizes the firm for the cost of
training and for part of the wages incurred during training. However, this is only done if and only if the
firm has a history of training workers and redistributing them within the firm or in other firms without
incidents of unemployment.

Measures to balance inter-regional or inter - industrial employment apply in the following way. If a
severe recession occurs in a certain region, a firm may move its establishment to the region and recruit
local workers as regular employees. In this case, the government will support the firm by providing
subsidies or loans.

The Job Ability Development Schemes are designed to encourage vocational training in the private
sector, enabling workers to develop and improve the capabilities required for their jobs throughout their
working lives.

As of now, private enterprises with 150 or more employees are legally obligated to use a certain amount
of money for training their own workers. If a firm with this obligation does not conduct appropriate in -
plant training, it has to pay a vocational training levy to the government.

In practice, however, employers tend to pay the levy and scout skilled workers externally, rather than
conduct the in - plant training. This is often practiced since the former is less costly, and employers do not
like the government regulations under the present in- plant training system.

In order to promote in - plant vocational training. the current compulsory training -or-levt system should
be changed to a voluntary incentive system. Under the compulsory system, government regulations on
in-plant training are inevitable but firms complain because they cannot fulfill their training needs by



following the present regulations, Therefore, employers would rather pay the levy.

In today's world of rapidly changing technology and industrial structure, it is very important to maintain
both the employment stability of workers and the competitiveness of firms. These two goals can be
simultaneously fulfilled through lifelong vocational training.

Therefore it is desirable for the Employment Insurance Fund to subsidize part of the training costs when
an employer inplements lifelong job career development programs for his /her workers.
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