The Employment Insurance
System in Korea

Yoo, Kil-Sang



Preface

Kaorea introduced the Employment Insurance System (EIS) on luly
1, 1995. The Korean EIS is a combination of a traditiona unemploy-
ment benefits program and active ldba market policy to prevent
unemployment. This is why Karea cdls this system as *employment
insurance” raha than “unemployment insurance.™

ElS has played a very impartant role in reducing unemployment by
carying aut variaus policy measures in the Employment Stebilization
Pogam and the Job Skill Devedopment Program, and in stabilizing
the living conditions of the unemployed by paying unemployment
bendfits. Therole of EIS has became inaeasingly impartant since the
finencial crigs in Novanbe 1997 as the Kaean laba maket
conditions become war sened.

The Kaea Labar Inditute (KLI) has played a vay impartant role
in dedgning and develgping EIS. KLI recommended introducing EIS
in Mach 1991, and the government decided to introduce EIS
accarding to the recommendaion of KLI in August 1991 and asked
KLI to design EIS in 1992. KLI launched the Employment Insurance
Research Commission and designed EIS. In December 1995, KLI
establidhed the Employment Reseach Cente in arde to evauate EIS
progans and study the Karean labar maket.

It isneedless to say that EIS has to agust to the rgidly changing
lebor market Stuation. At the same time, EIS afects the labar market
in seved regects as wdl. In order to maximize the posgtive effects
and minimize the negdive effects of EIS, Karea evauates the effects
of each EIS progan evay year while continuing to develgp other
progans and ddivey sydans. However, there is still much to be
dane.

This volume sets aut to explain the basic structure of Korea's EIS.



Evay country is trying to achieve full employment without inflation
and to develop efficent socid safety nets far the unemployed. In
designing Karea's EIS, we gplied the expaiences and lessns in
devdoping unamployment insurance sysem of othe countries.
Kaeds own expeience may alo offe impatent ideas and
siggedions far othe cauntries in therr develgoment of unamployment
inurance sysems.

This volume is written by Dr. Kilsang Yoo, a senior fellow at KLI.
He has geatly contributed to the introduction and deveopment of
EIS. Dr. Yoo wuggeded the Kaean system be refered to as
“employment insurance™ for the firg time in 1981 when he saved o
the Karean government's Econamic Planning Board. He desgned EIS
& a coadnao and reseach team leader of the Employment
Insurance Researdh Commisdon, and sxved as the Director of the
Employment Research Center from 1995 to 1998.

On behdf of the author, | express my degpedt gppreciation to
Professor Peta H. Lindert at the Univerdty of Califarnia a Davis for
his kind canments on the firg draft.

| sinceely hgpe this volume saves as a good refeence for those
who ae inteaested in Korea's EIS.

August 31, 1999
Funkoo Park

President
Koea Laba Institute
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. Introduction

1. Background

It was in the ealy 1970s tha Karea began to disauss the need for
an unemployment indurance sysanm to stabilize the living conditions
of the unemployed. When the first oil shock hit the Korean econamy
in 1973, the Administraion of Labar and some sthola's disaussed the
need for an unanployment insurance system. Those disaussions,
howeve, proceeded only infamally within the Administration of
Lebor, and they decided not to discuss it gpenly because they thought
the Kaeen economy a that time was too underdeveoped to
implement the sysem efficiently.

When the second oil shock and politica turmoil caused by the
assassndion of fomer president Pak Chung-Hee hit the Karean
ecanomy in 1979, the economy recarded a negative economic growth
rate, and the unemployment rae reached 7.5 percent in 1980. The
high unemployment in the early 1980s farced the Karean government
to conside introducing the unemployment insurance system when the
Koaean govenment designed the Fifth FiveYear (1982-1936)
Econamic and Socid Devdopment Plan in 1981 Even in the early
1980s, however, mos Kaeans wae gpposed to introducing the
unemployment insurance systan because they bdieved it wauld
weaken thejdb search efforts of the unemployed, thereby reaulting in
ahigher unemployment rate. Mareover, many people thoaught the time
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was not yet right mature for Karea to introduce the unemployment
inaurance sysem because the Karean econamy was not strong enaugh
to implenent it. Hence, the Kaean government decided not to
introduce the unemployment insurance system during the 1980s.

In the process of discussng the unemployment insurance sysem in
1981, however, Korea achieved a vay impartant social consensus on
the direction of the Karean systan. This was that the govanment
diauld not seek to address unemployment with a cash bendfits.
Rather, the impatant thing was to prevent unemployment itself
thraugh stable economic growth and an efficient lebar market system.
In this regpect, they ageed to name the future Kareen sysem the
Employment Insurance Systen rahe then the Unemployment
Insurance Systam.

After successful econamic development since 1960s, the Korean
economy faced a tuming point in the late 1980s. The average GNP
gowth rate during the 1962-1988 peaiod was 8.8 percent. The pea
cgpita GNP inaeased renakably from USD82 in 1962 to USD4,127
in 1988. As areault of rgpid ecanomic growth, the Karean econamy
ranked 17th in totd GNP and 12th in trade amount in the warld in
1988.

Until the 1970s, Korea's rgpid economic develgpment was mainly
due to diligent, chegp and &wundant lebor. However, econamic
devdopment aisarbed aundant labor from the rurd aeas, and
Karea's “unlimited supply of lebor™ ended in the mid-1970s. With the
fall of the authoritarian regime in June 1987, Korea underwent rapid
politicd, socid and econamic changes The Karean economy suffered
from explosive lebar disputes from the second haf of 1987 to 1989
and high increases in wages until 1996. Warke's no longe accepted
dirty, difficulty and dengeraus jabs, and thus labar-intensive
manufacturing sectars suffered from saiaus labor shortages from the
end of the 1980s Labar was no longer a cheg resource in Karea
(See Table 11).

Table 1.1. Mgor Statigics of the Korean Economy and
Labor Market
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Pa Real
GNP Caita CPI Wage Laba Unem- | Laba
Yeq Growth GNP Increase Increase | Digputes ployment Shortgge
Rate Rate Rate Ratio
u.s. Rate |(humber)

(per cent) dollzrs) (percent) (percent) (per cent) | (percent)
1986 11.6 2,568 238 5.3 276 3.8 2.30
1987 115 3,218 3.0 6.8 3,749 3.1 3.29
1988 11.3 4,295 7.1 7.8 1,873 25 3.54
1989 6.4 5,210 5.7 145 1,616 2.6 321
1990 9.5 5,886 8.6 9.5 322 24 4.34
1991 9.1 6,810 9.3 7.5 234 2.3 5.48
1992 5.1 7,183 6.3 8.4 235 24 4.26
1993 5.8 7,811 4.8 7.0 144 2.8 3.62
1994 8.6 8,998 6.2 6.1 121 24 3.57
1995 89 10,823 45 6.4 88 20 371
1996 7.1 |11,380 4.9 6.7 85 2.0 2.98
1997 55 |10,307 45 2.4 78 2.6 244
1998 -5.8 6,823 75 -9.3 129 6.8 0.65

Notes :Léor shortage Ratio=unfilled vacancied arrent employees.
Sources : National Statical Office, Korea Statistical Yearbook, Relevant
isaues.
Ministry of Labor, Report on Monthly Labor Survey, Relevent
iswues.
Bank of Karea, National Accounts, Relevant isaues.

High inaeases in wages and the labar shartege farced the Karean
ecanomy to convert from alabor intengve econamy to a technology
intensive econamy, and this randarmation in the econamy aeaed a
consdaable mignatch between the skills warke's actually possessed
and those needed faor jdbs.

Strong trade unions demanded alot of econamic and social refarms
from the govenment and employeas. Introducing the Employment
Insurance Systan became the top priarity.

The depletion of chegp laba, strong trade unions and a
congdeaable mignatch between warkers' skills and occupations caled
for anew paadign in econamic and labar management drategies in
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Korea

In 1990, the Karean government assigned severd public research
institutes to design a oedific aea of the Seventh Five-Yea (1992-
1996) Economic and Social Development Plan. The Karea Laba
Inditute was in chage of designing laba policies far the year
1992-1996. It recanmended the government to introduce the Employ-
ment Insurance Systam and provided an outline of the Karean system.
The Govenment reviewed the proposd from the Kaea Laba
Inditute and held several public hearings. It later confirmed that most
people suppoted the proposal. On August 23, 1991, Korean
government finally decided to introduce the Employment Insurance
System during the mid-1990s.

On March 9, 1992, the goveenment decided to ask the Karea Labar
Inditute to design a detaled Karean Employment Insurance Sysem.
At the govenment's request, the Karea Labor Institute launched the
Employment Insurance Reseaech Commission on May 18, 1992. The
Commission was composed of 28 stholas, and dbservers from the
government, management and lebor were invited to paticipate in the
disaussion process of the Canmission. The role of the Cammission
was to design the Korean Employment Insurance Sysem in detail and
cary aut the necessay reach. The Commisson studied the
unemployment insurance systems and experiences of many develgped
cauntries, as well as Korea's lbar market conditions. After one yea
of reserch and a saies of wakshgps and sminas with
repreentatives from the govenment, labor, managanent and
academia, the Commission presented its research findings and policy
recommenddions to the government on May 18, 1993, unde the
nane, Prgposed Employment Insurance Systen far Korea

The govenment then collected opinions of various strata of society
through public heerings, aeated the Employment Insurance Bill based
on the Commission's recommendations and submitted it to the
National Assembly in September 1993. The National Assambly pass-
ed the bill unanimously on Decanbea 1, 1993, promulgating it on
December 27, 1993. The Employment Insurance Law was put into
effect on duly 1, 1995 and the unamployment benefits, which
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requires & least a year's contribution by the insured, became
goerdiond fram Quly 1, 1996.

2. Characteristics of the Korean Employment Insurance
System

2.1. Compulsory Social Insurance System

The Korean Employment Insurance System is a compulsory social
inaurance system. All employes and employees in the coveaed
enterprises shauld pay an insurance premium regadess of ther
willingness, and they ae entitled to receve grants a unemployment
bendfits fran the Employment Insurance Fund.

Gengdly, there ae three types of cash benefits sygems for the
unemployed: i) campulsary unemployment ingurance, ii) voluntary
unemployment insurance, and iii) unanployment assigance

In a campulsary o involuntay unemployment insurance system,
the law decides the coverage of the system, and the coveed em-
ployees and employers cannot choose to be exanpted. All of these
covaed anployees ae entitted to daim unemployment ben€fits
provided they meet the requiranents.

In a voluntary unamployment insurance system, participation in the
sydem is optiond except far trade union membea's who are required
to contribute to the unemployment insurance fund managed by the
trade union.

In an unemployment assistance system, cash benefits far the
unemployed ae sl ect to means, income and eanings tests. Only the
low-income unemployed ae coveed by the system, and the costs of
cah bendits ae financed from tax revenues.

Some cauntries have a dud sysem of a compulsory unemployment
insurance systan and an unemployment assstance system, o a
voluntay unemployment insurance system and an unemployment
asd dance systam.
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The aurrent unemployment benefit programs wee preceded by the
volunta'y unemployment fund developed in the nineteenth century by
trade unions o friendly associations in seved Eurgoean cauntries.
Unde these programs, each manmbe of trade unions o friendly
asdations contributed to an unemployment fund fram which unem-
ployment benefits wae provided when hdshe was laid off. At that
time, the level of benefits was much lower than that of today, and the
unemployment funds managed by the unions wee vulnerable to
sudden fluctuations in economic conditions.

Governments gradually began to recognize the risk of unamploy-
ment came not only from an individud worke o enploye, but dso
ecanomic fluctuations, and that broader measures were needed to
enaure the livelihood of employees. As a reault, in several countries,
government began to subsidize the unemployment funds of trade
unions. This tradition is still dive in cauntries with a voluntay
unemployment insurance system.

The United Kingdom introduced the compulsory unemployment
inaurance systam for the first timein 1911, and many countries began
to follow. Patiaulaly ater the Great Dgression, many countries
changed fram a voluntay unemployment insurance system to a
campulsory unemployment insurance system.

As of 1998, seventy countries had unemployment insurance system.
Amaong them, fifty-seven have a compulsory unemployment insurance
sysem, three have a voluntay unemployment insurance sysem, and
ten have an unemployment assstance system.

2.2. Combination of Active and Passive Policy Measures

Whereas the traditiond uneamployment indurance system concent-
rates on remedial meaaures in post-factum by giving cah ben€fits to
the unemployed, the Karean Employment Insurance System institu-
tionalizes preventive measures against unanployment as wel by
adopting various measures for active labar market policy. The Kareen
Employment Insurance System is desgned not only to help unem-
ployed warke's by giving them unemployment benefits but dso to
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ethance employment dabilization and employability of worke's
through active ladbar maket programs within the framewak of the
Employment Insurance Systen (EIS). Thus Koeas EIS is a
combination of traditiona unemployment benefits and ective lebaor
maket progams. This is why Kaea refers to its system as an
enployment insurance system rathe than an unamployment insurance
sygem.

Kaea's EIS has three mg o prograns: i) Employment Stabili zation
Progam (ESP), ii) Job Skill Development Proggam (JSDP) and iii)
Unemployment Benefits.

ESP seeks to prevent massive layoffs, stimulae reamployment and
epand jdb oppatunities by providing economic incentives to
enployers who have aveted massive unemployment and employed
magina digplaced workes. It also seeks to promote job placement
by providing accurate infaomaion on the ladbor maket and
administering vocational counsding and guidance.

JSDP seeks to foster and dimulate vocational training for new
entrants to the labar market and develgp the jadb skills of enployees
and digplaced worke's. The current warld economy dictates that a
naion's canpaaive advantage in the quality of human resaurces
determines its competitiveness, and countries are trying to reform
ther education and traning sysem. JSDP is a way Karea hopes to
grengthen its competitiveness, improve laba productivity and
guarantee stable employment aend employee eanings.

Unemployment Benefits am to stabilize living conditions and
pramote reemployment of the unanployed by providing unemploy-
ment compensation.

2.3. Preventing Abuse of Unemployment Benefits

Unamployment benefits affect the ldbar market in severd regects
Unemployment benefits can weaken jdb search effarts and encourage
ddiberate unemployment by clamants thaeby lengthening the el
of unemployment and reducing the supply of labor. Thus, in orde to
prevent abuse of unemployment benefits, there are seved built-in
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measures in Karea's EIS.

First, damants far unemployment benefits have to be inaured for
a least twelve manths aut of eighteen months immediatey before the
layoffs. The 12-month inured enployment period and 18-month base
peiod ae drict conditions compared to other countries In mog
cauntries, the required insured employment period is shorter then o
equd to hdf of the base peiod, as dhown in Table 12, whidh is an
eadea condition for daimants to satisfy. Moreove, once a daimant
receives unanployment benefits, hisher new insured employment
paiod and the base paiod ae caunted afte higher most recent
ben€fit period.

Second, daimants for unemployment benefits must regiger a the

Table 1.2. Base Period and Insured Employment Period in
Selected Countries

. . Required Time of Insured
Cauntries 25 (el Employment in the Base Peiod
Austria 12 manths 20 weeks
Canada 12 manths 10 weeks
Denmark 12 manths 3 mmths
Finland 24 mmths 26 weeks
Gemany 3 yeas 360 days
Italy 2 yeas 52 weeks
Japan 1 yea 6 maonths
Korea 18 manths 12 manths
Nethe lands 1 year 26 weeks
Sain 4 years 6 months
Switzerland 2 yeas 6 months
Sweden 12 manths 4 mamths

Source : Yoo and Lee(1996).

public employment office as ajd seeka, and they should be ready
and ableto work end search jab ectivdy. Each damant should report
to the public employment office eva'y two weeks of higher activejab
sach effat, willinghess and aility to wak, and avalability for
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wak. If hedhe fails to satisfy these requiranents, the daimant is
disgualified for unemployment benefits

Third, daimants who voluntarily quitted ther jados withaut good
reeson or wee fired fa ther own gea failts ae indigible for
unemployment ben€fits. In mog countries, unemployment bendfits are
only supended for a catan peiod, nd the daimant can receive
unemployment benefits after the suspension peiod even in these
cases.

Faurth, the first 14 days of unemployment is treated as a waiting
peaiod, and there is no remuneration for this period. The 14-day
peiod is longer than most other countries where the waiting period
is aaund seven days, as shown in Table 1.3.

Fifth, if a daimant refuses thej do placement sevices of the public
enployment office, higher unemployment benefits ae sugpended for

Table 1.3. Waiting Period in Sdected Countries

Waiting Peiod Cauntries
None Belgium, Deqmark, France, Gamany, Netherlands,
Patugal, Sain
2 days Switze land
3 days Babados, Cyprus, Ireland, Norway, Austria, U .K.
5 days Finland, Igad, Sweden
6 days Greece
7 days Australia, Egypt, Italy, Jpan, U.SA.
14 days Canada, Karea New Zeadand
1 mmth Venezuela
60 days Brezil, Ecuadar

Saurce: Yoo and Leg(1996).

two weeks And if a damant refuses the ade of the public
enployment office to participate in ajado skill devedopment program,
higher unemployment benefits ae sugpended far four weeks. These
hdp to enaure that clamants utilize the j ob placanent savices of the
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public employment office and undergo jab skill deveopment for
reanployment.

Sixth, a clamant is entitled to receive unemployment benefits far
only 10 manths fram the first day of unemployment barring any
pemission from the public employment office. This encourages the
cdamant to register a the public employment office right afte
unemployment in arder to receive higher unemployment ben€fits for
the maximum allowed period. The erlie they register, the soong the
government hopes they will be able to find a new jdo with support
from the public employment office

Seventh, unemployment benefits are avarded for arelaivdy shat
paiod, ranging fran 60 to 210 days, depending on the insured
enployment period in the base period and age of the daimant. And
the amount of unemployment benefits is basically 50 percent of the
daimant's average wage far the last three months immediately before
the layoff, which isrelaivedy lower than most European cauntries.

2.4 Incentives for Early Reemployment and Vocational Training

Althaugh Kaea's HS is quite drict to prevent awuse of
unemployment ben€fits, it is also genaous in encouraging activejob
seach and jdb ill development training for reamployment.

In arder to encaurage the job search effarts of daimants, EIS
offes the Early Reemployment Allowance (ERA). ERA is an
incentive benefit to minimize the period of unemployment and
encaurage eedy and dable reemployment. It is given when the
recpient of unemployment benefits finds employment befare
exhauding a hdf of higher unemployment ben€fits. The amount of
the Allowance is 50 pacent of the cdaimant's remaining unemploy-
ment benefits Therefore, the sooner the clameant finds anew j do, the
bigge the dlowance.

In orde to encaurage active jdb search effarts, EIS aeated the
Nationwide Job-Seeking Allowance (NJSA). NJSA assists nationwide
jab sach activities by subsidizing the trangportaion and lodging
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costs far jab inteaviews If the goplicant finds a witable new jdb
through a naionwide jab seach tha requires redocating higher
residence, the moving costs ae subsidized in the fom of the Moving
Allowance (MA) fran the Employment Insurance Fund. Both the
NJSA and MA ae aimed at encauraging ective and extengve jadb
sach dfats, theeby reducing the duraion of unemployment.

There ae severd incentives far job skill develgoment training for
trainees and employea's with EIS. The Jdb Skill Develogpment Program
(JSDP) is abasic tool for encauraging life-long vocationd education
and training for warkers. Even in unanployment bendfits, thee ae
incentives far claimants to receive vocaiond training. Far example,
an employa who provides vocaional education and traning for
enployees, new entrants to the labar marke and displaced worke's
may receive subsidies from the Employment Insurance Fund. An
enployer who plans to instdl vocaiond training faclities and
equipment may receve a low-intaes longterm loan fram the
Employment Insurance Fund. If a wake is lad off, hedhe can
receive free vocational educaion and training. A trainee digible far
unemployment benefits can receive both unemployment benefits end
free training a the same time. In addition, even dter the
unemployment bendfits have been exhausted, the unemployment
benefits can be extended up to 24 months until he/she has completed
the vocational education and training. If the trainee isnot digible far
unemployment benefits he/she receives a training dlowance instead
of unamployment benefits while undegoing traning programs for
reanployment.

When a worke is admitted to o eroled at a technicd o
Pecidized college o a highe educationd institution, he/she may
receive avay low-intaest loan fram the Employment Insurance Fund
to finance tuition and othe fees

3. Basic Structure of the Korean Employment
Insurance System
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The first dause of the Karen Employment Insurance Law
dipulates the principa purpose of fostering economic and social
devdopment by i) preventing unemployment and promoting
employment in conjunction with the development of and improvement
in vocationd knowledge skills and cagabilities; ii) strengthening
devdopment of jdb skills of the labar face and eficient jdb
placement savices; and iii) providing financial assigance to displaced
warke's.

Mare gecificdly, the Employment Insurance Research Cammission
enumerated five raiondes far introducing EIS in Karea (Yoo, 1992;
Yoo and Uh, 1993). First, EIS is implenented to facilitate, enhance
and ease the industrid restructuring process and to improve the
eficency of the economy. Since the lae 1980s, the Karean labor
maket structure has undergone draméic dhanges, leading to a tight
ldbor market and dedine in competitiveness. The aurrent waorld
economic dructure demands prompt and efficient adgptation of
technologicd dhanges through effective utilization of manufacturing
and labor arganizaions. In mog cases, the reaulting indudrial and
enterprise restructuring necessitate management rationdization and
downsizing of firms, aeating alabo surplus and a significant numbe
of layoffs. Hence, EIS is faomulated to counterbd ance these negative
dde effects of industrial redructuring and enployment adusment by
institutiondizing wedfare benefit provisions and necessa’y vocational
training for reemployment.

Second, EIS is designed to andiorate the disequilibrium in the
aupply and demand far lebar. A computer netwark system with easy
access to variaus informaion on enployment gppartunities and means
to connect job seekea's with potential employers may resolve critical
j db mignatches and misinfarmation prablems in Karea.

Third, EIS purparts to populaize vocational training and enhance
firm competitiveness. Extensive invesment in vocationd training
fadlities and resources induces a highe standad of jdb pafamance
and quality of the work farce, drengthening firm competitiveness.
Furthermare, EIS provides incentives such as aubsidies and financid
asd gdance to encourage individual firms to invest in the internal labor
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force, thereby improving labor productivity, enployment stability and
the firms compditive edge in the intemational maket.

Faurth, EIS channels financial assigance to tamparaily unemploy-
ed warkers via unemployment benefits to stabilize living conditions
and fadlitate timdy reemployment. The current severance payment
gydem contans a one-time lump sum cash payment upon temination
of employment. It, howeve, fals to saidy the stated ol ectives of
dabilization and $eedy reemployment. It is often the cae tha
enployers fal to make payments, if at dl, within one yea, thus
making the sysgem ineffective and usdess. Hence, dthough some
have agued the severance payment sysem as a sufficient protective
device far uneamployment, the need for a comprehensve and
sygematic goproach to employment stabilization is compéling.

Fifth, a properly functioning EIS will fadlitate Karea's reunifi-
cation process in the future by providing aid to unemployed warkers
from Noth Koea Although Gemany expeienced subgantial
unemployment after reunification, it withstood social and economic
haddhips by executing, inte dia, an efective enployment insurance
policy that provided vocaional training, creaied public sectar jdbs,
and encauraged ealy retirement. Similarly, it is impeative for the
Kaean govenment to consolidate an effective EIS as it anticipates
reunification with North Korea and absorption of its weak and
unsteble econamy.

Fa these purposes, Kaea's EIS has three badc prograns: the
Employment Stabilization Frogram, Jab Skill Devd ogpment Rrogram
and Unamployment Benefits

The Employment Stabilization Progan (ESP) seeks to prevent
massive layoffs and expedite randers rearientaion and ajusgment
when sudden dhanges in the industrial structure a technology result
in extensive corparae restructuring, and to promote utilization of jdb
seeka's' skills and interedts by providing accurae infamation on the
lebor maket.

The Jab Skill Develogpment Progan (JSDP) seeks to foster and
dimulate lifelong vocational training andj do skill development. JISDP
provides finandal incentives to encaurage individud firms to inves
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in anployee training, theeby improving léba productivity, enploy-
ment gability, marketability of warke's and firm competitiveness.

Unemployment Benefits aim to stabilize living conditions and
pranote early reemployment of displaced worke's by providing
unemployment compensation. For those who ae taking vocational
training far reamployment, who have found new employment in a
relativdy dhat period of time a who ae actively seeking work,
thae ae financal benefits in EIS. This finendal incentive sysem is
to induce redpients of unemployment benefits to participae in
retraning progans and ectivdy seek new employment.

The dructure of Korea's EIS is dhown in Figure 2.1

4. Financial Crisis and the Employment Insurance
System

The financid crisis in Karea has affected the Karean economy and
labor market in many regpects. Afte the finandal criss in Novenbe
1997 and the International Monetary Fund (IMF) bailout package in
Decembea 1997, Kaea experienced a GDP gowth rae of -5.8
pacent in 1998, afte a 5.5 pecent gain in 1997. This drastic down-
turn of the econamy resulted in the highest unemployment rate tha
this country has even expaienced. The unemployment rate, which
was 2.1 percent in Octobe 1997, soaed to 4.5 percent in Jauay
1998, 7.6 pecent in July 1998, and furthe to 8.7 pacent in Feruay
1999. The annual unemployment rate was 2.6 pacent in 1997, but it
was 6.8 percent in 1998. The average numbea of the unempl oyed was
556 thousand in 1997, but it increased to 146 million in 1998. The
average number of the employed also dropped fram 21 million in
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Figure 21. Structure of the Korean Employment Insurance
System
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1997 to 199 million in 1998. Moreove, a large numbea of people
moved into the econamically inactive population as many
unemployed people gave up searching for new job. As areallt, the
numbe of the economicdly inactive populaion increased from 13
million in 1997 to 13.85 million in 1998, while econamically active
populdion decreased fram 21.6 million in 1997 to 214 million in
1998.

The financid crisis devated the need for develogpment of relevant
ldbor market progans and sound social safety nets far the un-
employed. EIS has played a key role in mitigating unemployment and
providing interim support far those who have suffeed unanploy-
ment. In orde to help digplaced warkers and smooth the employment
ajugment process in the econamic redructuring, there have been
sveral dhanges in Karea's EIS dta the financid crigs.

First, EIS coverage extended rapidly after the financid aisis. Until
1997, EIS gplied to entaprises with thirty employees a mare. It
was extended to enterprises with ten employees a mare from Januay
1, 1998, as scheduled. In February 1998, the Tripatite Cammissian,
whicdh is the presidential advisary board composed of representatives
of govenment and paliticd paties, management, and trade unions,
ayeed to expand the coverage of EIS to dl enteprises fram lly 1,
1999. However, the Kaean economy and léba maket Stuaion
became much warse than expected as time passed. Confronted with
araidly inaeasing unemployment rate, Korea expanded the coverage
of EIS to entaprises with five anployees a mare fran March 1,
1998, and to dl entaprises regadless of their size fran Octdoer 1,
1998.

Second, in ader to hdp the unemployed from these sndler
covaed enterprises clam unemployment benefits the qudifications
for the benefits were temporarily amended. The fame requiranent
of an insured enployment peiod of 12 months aut of the 18-months
base paiod immediatdy before the layoff was hatened to gx
months aut of a 12-months' base peiod from Mach 1, 1998, to une
30, 2000.

Third, the anount of unemployment benefits was adusted. The
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amount of the Jab-seeking Allowance (JSA) is goproximaely 50
pacent of the average wage of the three maonths immediatdy
preceding the layoff, within the dlowed maximum ad minimum
amount. The minimum amount of JSA began to increase from 50
peacet of the minimum wage to 70 pecent of the minimum wage
from Mach 1, 1998. Also, the amount of the Ealy Reemployment
Allowance was inaeased from one-third of the remaning JSA to
one-hdf of tha from Feoruay 1, 1998.

Faurth, the Soecid Extended Benefits (SEB), which extends the
duration of JSA by 60 days when the unanployment rate is Sx
pecent or higher in three consecutive months, was introduced in
Mad 1998. It was implenented from July 15, 1998.

Fifth, measures far reducing unanployment were strengthened by
amending the Employment Stabilization Program (ESP). The require-
ments and process far ESP weae simplified, and the amount of
assdance to an anploye who aveated unemployment through ESP
was inaeased from 1998.

Sixth, confronting a repid inaease in expenditures for unemploy-
ment benefits and othe prograns, the contribution rate of EIS was
inaeased in Jawuay 1, 1999, fron 09 13 pecet to 14 20
pecent of the payroll, dgpending on the sze of the enterprise.

Unamployment is one of the key fectars in povety. EISis the most
important social safety net for the unemployed in Korea However,
not all of the unemployed are covered by EIS. Thus Karea has tried
to epand the covaage of EIS and develgp supplanentay social
safety nets for the unemployed who have exhauged ther unemploy-
ment benefits o who are not qualified far unemployment benefits
Neverthdess, once the unanployment rate goes up, it is very difficult
to exgpe the unanployment trgp. The socid safety nets far the
unemployed themselves cannot be the answer to unemployment,
rather, they just mitigae the pan of unanployment far a while. The
only enswe to overcaming high unemployment is to develop a srong
naional econamy by cansistently restructuring and strengthening the
potential enggy of a country. If people wary too mud aout the
pans of the econaomic, poaliticd and social restructuring process and
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ek genaaus socid protection for the unamployed, the potential
energy of the naional economy far growth will weaken, and the
cauntry will not be ale to esxcge the high unemployment trgp. On
the other hand, if pegple endure the shart-term pains of restructuring
and high unemployment during the resructuring process, the cauntry
can escgpe the high unamployment trg by recoveing the potential
energy far growth and eventudly enjoy sound econamic deve opment
in the long run.

Kaorea is beng confronted with severe econamic trials and a high
unemployment rate as a reult of fram the financial crisis, which
Kaeahas neve experienced befare. Which path Korea shauld dhoose
is obvious. EIS may help both employes and employees in
restructuring the Korean econamy, transfaming Korea into a modd
cae far the warld in overcoming the financial aisis
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. Coverage

1. Principle of Coverage

Coverage means that the enployment of these warkers is insureble
and that ther eanings are subject to a contribution assessment for
which they and ther employers are lidble

In principle, the Employment Insurance Sysem (EIS) of Korea is
mandatary for dl enteprises. Theefare, dl employees in any enter-
prise ae covaed by ES with some edfic excgtions

Considering the administrative difficulties in  collecting the
insurance premium in very smdl entaprises, the EIS coverage began
in entaprises with 30 employees o mae fa Unemployment
Benefits, and enterprises with 70 anployees o mare far the Employ-
ment Stebilization Program (ESP) and the Job Skill Develgpment
Progam (JSDP). But according to the Enforcement Ordinance of the
Employment Insurance Law, EIS was scheduled for expansion to
enterprises with 10 anployees or mare far Unemployment Benefits,
and entaprises with 50 anployees o mare for ESP and JSDP fram
January 1, 1998.

The unexpected financial crisis in November 1997, howeve,
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changed the Kaean laba market gdtuation drasticdly. After the
Internationd Monetay Fund (IMF) balout package in December
1997, the unemployment rate, which was 2.6 percent in Novembe
1997, began to soar to 5.9 pacent in Februay 1998 and furthe to
7.6 pacat in July 1998. Facing a with rgidly increasing unemploy-
ment rate, Korea expanded the coverage of EIS to enteprises with
five employees o more for Unenployment Benefits on March 1,
1998. Hom Jly 1, 1998, the covaage of ESP and JSDP a0
extended to enterprises with five employees or mare. On Octdbe 1,
1998, dl entarprises were be covered by EIS regadless of their sze
and EIS progran. The process of expanding EIS is summarized in
Table 2.1

Table 2.1. EIS Coverage Expansion

Unemolovment Employment Stabilization

Date pioy Progan and Job Skill

Bendfits

Development Prog am

July 1, 1995 30 enployees or mae 70 employees or more
January 1, 1998 | 10 enployees or mae 50 employees or more
March 1, 1998 5 amployees or mae 50 employees or more
July 1, 1998 5 employees or mae 5 employees or more
October 1, 1998 1 employee or mae 1 employee or more

2. Coverage Exclusions

Basically, all worke's are to be coveaed by EIS. Conddeing the
vaious types of employment and administrative diffiaulties, however,
the following employees ae excluded from EIS coveaage
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21 Workers Employed in Enterprises with Four or Less
Employees in Agriculture, Forestry, Fishery, and Hunting
Indudries

Enterprises with four o less employees in the agiculture, forestry,
fishey and hunting indudries ae exduded fron EIS coverage,
because employment in these enterprises tends to be occasional,
casld, tempoay o pat-time. It is extremely difficult to get carect
infarmation on their employment and wages Theefore, warkers in
enterprises with faur or less employees in agriculture, forestry, fishery
and hunting are exduded from Karea's EIS.

2.2. Workers Employed in Condruction with Extremdy Small
Scale

Construction wark of which the cost is less than the amaunt
Pecified anually by the Miniger of Labor (For 1999, the noted
amount is 340 million won.) and small-scale housing canstruction not
exeauted by a hausng contractar based on the Housing Construction
Pomotion Act, ae excduded fran EIS covaage The size of the
hausing congruction wark not covered by EIS is detemined by the
aiteria of the Basic Condruction Indusry Act.

Most warkers employed in very small construction jdos with
extremely snall scale are usually temparay, pat-time o seasonal
wakeas, and 0 it is vay difficult to get carect infarmation on their
employment and wages. Therefare, worke's anployed in construction
with extremely small scde ae excluded from EIS coveaage

2.3. Workers Employed in Household Services

Wakers employed in hausehold services ae usudly temporary,
pat-time, o seasonal worke's, and usudly there are no recards on
thar amployment and wages in Korea. So warkers employed in
household srvices ae not covered by EIS.
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2.4. Workers Aged 65 or Over

Elderlyjadb seeke's aged 65 ar over ae generally retirees of regula
jabs, and thee ae veay few full-time jobs far this age goup.
Theefare those aged 65 or over and those newly eanployed after age
60 ae excduded from EIS. They are covaed by the Naiona Pension
Rogam.

2.5. Part-time Temporary Workers

EIS mainly foauses on full-time enployees under narmd conditions
of employment. Those whose monthly warking hours ae less than
80, or whose weekly warking haurs are less than 18 ae excduded
from EIS coveage.

Shortterm, temparay worke's whose employment period is hate
than o equal to one month are covered by ESP and JSDP, but they
ae excluded from Unanployment Benefits Most temporay employ-
ment is contracted on a daly bads, and there is no guarantee of
furthe wak gopartunity. Administrative constraints that reault from
ud unsteble waking relaionships account far the exdudon of
diat-tam employment from Unemployment Benefits. The govern-
ment is conddeing a special benefit progran for them.

2.6. Government and Private School Employees

Both nationd and local govanments as well as private school
anployees, as defined by regective laws, are not covered by EIS
snce they are protected by specia pension plans and ajoy a very
dable employment staus However, even anong govenment and
private school employees, those who are not protected by the ecid
penson plans ae coveed by EIS.

2.7. Fishemen Engaged in Coastal Fishery

It is vey diffiault to get corect infaomation on warkers in the
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costal fishery sectar. Ther employment records ae not well
mantaned, and usually they are seasonal and tampoary workers.
Thus, those engaged in maritime activities, except those employed in
pdagic-fidhiing or merchant vessds as determined by the Minige of
Labor, ae excduded from EIS.

2.8. Foreign Workers Without Work Permits

Faeign workes ae covered by EIS in Kaea if they hold work
pemits from the govenment. But, if they ae employed without wark
pemits their employment isillegal and they ae excluded fram EIS.

3. Trend of Insured Employees

With the expansion of EIS coverage, the numbe of employees and
enterprises actually covered is increasng. The actud number of
covaed enterprises registered a public employment offices and
paying therr EIS premiums was 39 thousand on Decembe 31, 1995,
aut of 43 thousand esimated number of enterprises that should be
covaed, 140 thausand on June 30, 1998, aut of 199 thousand
estimated numbea of enterprises, and 558 thousand on May 31, 1999,
aut of 664 thausand estimated numbe of enteprises (see Table 2.2).
The actual numbe of covered employees tha pad ther EIS
premiums and registered a the public employment offices as insured
aenployees was 4.2 million on December 31, 1995, out of 4.28
million estimated number of employees that shauld be coveed, 4.8
million on dune 30, 1998, out of 5.7 million estimated number of
enployees, and 5.8 million on May 31, 1999, aut of 8.34 million
estimated number of employees (see Table 2.2). Therefare, as of May
31, 1999, aaut 16 percent of enteprises and 30 pecent of
employees that hauld be covered by EIS wee not actually registered
a public enployment offices as covered entaprises and insured
enployees.
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Why are many entaprises and employees still not protected by the
safety net even if they ae entitled to EIS coverage by law? First,
dthough it is the employers’ duty to regista a the public employ-
ment office and pay EIS premiums fa ther employees, many
enployers of very small entaprises neglect to do this. Second, it is
extremely difficult for the public employment office to identify vay
gndl enteprises and their employees and coll ect insurance premiums
from than because small businesses goen and close down constantly.

Therefare, how the govenment can effectively identify very small
enterprises and their employees and collect insurance premiums is a
big isue in effectively implementing EIS.

Table 22. Number of Insured Employess and Covered Enterprises

(in thousands)
Dec. 31, 1995 | une 30, 1998 | May 31, 1999
Scope of Coverage 30 employees |5 employees a| 1 enployee o
(enterprise) or more mae more
Estimated Number of
Enterprises to be 43 199 664
Cove ed”

Adua Number of 39 140 558
Covered Enterprises” (90%) (74%) (84%)
Estimated Number of

Employees to be 4,280 5710 8,342

Coveed”’

Actua Number of 4,204 4,797 5,796

Insured Employees? (98%) (84%) (70%)

Notes : 1) Thenumbes are estimated based on survey data of the Nationd
Bureau of Statistics and enteprise data of the National Tax
Office.
2) The number is actually theregistered number of enterprises and
employees at the public employment office.
Source : Ministry of Labor.
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. Employment Stabilization Program

1. Program Outline

1.1. Purpose of the Program

In a ragpidly changing gldbdized economy, each firm has to
continuously agjust to changing ciraumstances. In the agusment
process firms may inevitably need to modify their employment
dgructure. It is needless to say tha a flexible lebor market will
regpond must effectively to labar market conditions in the long run.
Thaefare, improving the flexibility of the |abor market would be the
carect direction for ldbar maket policy. However, improving the
flexibility of the lébor market could warsen unemployment and
income inequality in the shart run, because employment aj usment
ometimes  rexults in massive unemployment, and the marginal
warke's would be the victims in most cases. Therefare, it isimpartant
to hamonize efficiency and equity in the process of employment
agjugment and develgpment of labar maket flexibility, which is the
ma o taget of the Employment Stabilization Progran (ESP).

ESP seeks to prevent massive layoffs, gimulate reamployment of
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displaced warkers pramote amployment of magind worke's, expand
jab gopartunities, and improve jdb matching by connecting jdo
sekas to the right job offaes

For these purposes, ESP provides economic incentives to empl oyers
who have avoided massive unemployment and anployed marginal
displaced workes. In order to prevent massive unemployment, ESP
gives gants to employa's who have prevented layoffs by maintaning
the same levd of employment, reducing wark haurs, traning and
relocaing warkers To improve jdb matching, ESP also providesj db
placement services to labar market paticipants.

Article 15(1) of the Employment Inaurance Law staes “The
Ministry of Labar is to administer employment sabilization policies to
prevent massive layoffs, gimulae reemployment, expand jdo gppart-
unities, ec., in the case of employment instebility aeated by business
cycles tednological and structural changes, and othe economic
factors™

1.2. Priority Enterprises Versus Large Enterprises

Article 16(3) and Artide 21(2) of the Employment Insurance Law
establih the legd bases fa confaring prefeentid treatment to
relaivey small entaprises in implementing ESP and JSDP. Based on
this, when Koaean EIS progans give absidies to qualified
anployers, preferentid treatment to relatively amadl-sized entaprises
is confered in the fom of lage anaunts of finencial aid. These
relaivdy andl-sized entaprises are called “priority entaprises,” and
non-priarity enterprises are cdled “large enterprises”™ undea EIS.
Deteemination of priority entaprises in each industry depends on the
following criteia:

— Mining industry : less than 300 anployeses,

— Manufacturing industry : less than 500 employees

— Caondruction industry : less than 300 employess,

- Trangortation, Storage and Communication indudries : less
than 300 employees;
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— Other indudries : less than 100 empl oyees.
1.3. Program Structure

The ESP is composd of four sub-prograns: Employment
Adustment Assgance Regiond Employment Stimulation Grants,
Employment Facilitation Assstance, and Labar Maket Information
and Job Placement Savices (see Figure 3.1).

Employment Ad ustment Asdstance assists employe's who stabilize
anployment i) by taking the prope measures far employment
mantenance such as a temporay shutdown, reduced warking hours
enployment mantenance training, digatching employees, leave of
ebsence, and employee relocation, o ii) by hiring digplaced warkers

The Regional Employment Stimuldion Grant was aeaed to
epand employment gopartunities in the designated regions whee
enployment conditions wa'e very serious by subsidizing employea's
who aeaed employment in those regions.

Employment Fadilitation Assistance asdsts employers who pramote
enployment of marginal warke's, such as the elderly and famde
household heads. Employment Fecilitation Assistance is composed of
Grants to Framote Employment of the Eldely, Grants to Promote
Employment of Wamen, and the Grants far Fadilities far Employment
Pramotion.

The purposes of the Labar Market Informaion (LMI) and Job
Placenent Services prograns ae: i) to improve jdb placement and
diaten the ell of unemployment by providing jdb seekers with
quick, active and tailored savices far new jabs and ii) to improve
eficdency in the laba market by supplying gopropriate, prompt and
acaurate information to all participants of the labar market.

2. Employment Adjustment Assistance

Business activity can be defined as the process of adgptation and
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Figure 31. Structure of the Employment Stabilization Program

Employment

Adjustment
Assistance

Regional
Employment

Stimulation
Grant

Employm ent

Facilitation
Assistance

Aid for Employm ent
Maintenance

Grants to Prom ote
Employment of
Displaced Workers

Grants to Prom ote
Employment of the
Elderly

Temporay Shutdown
Reduced Working Hours
Employment M aintenance Training
Dispatching of Employees
Leave of Absence
Employee Relocation

— Grant to Promote Employment
of Many Elderly Workers

Grants to Promote

— Employment of

Women

Grant to Promote new Employ-
ment of the Elderly

—Grant to Promote Reemploy-
ment of the Elderly

—Grant for a Leave of Absence for
Child Reaing

Grant to Promote Reemploym ent
of Women

Labor Market
Information &

Job Placement
Services

for Employm ent
Prom otion

L—Grant for Employm ent of Female
Household Head

Centers

Loan for Establishing Daycae
Centers

Grants for Facilities |:Aid to Management of Daycare



. Employment Stabilization Program 29

development in response to changing environments, both internd and
external. Econamic changes, in paticular, cause firms to continually
dter their levd of employment to equilibrate it with the levd of
production. This creates the prablen of employment adustment.
Article 16 i) of the Employment Insurance Law states, “The Ministry
of Laba may assist the employer who has stabilized anployment
by taking proper measures far employment maintenance such as a
tanpaay swutdown, reduced waking hours —employment
mantenance training, digpatching of employees, leave of asence and
relocaion of employees in higher efarts to aJug to the changing
ecanomic environment and indudrial structure.” Article 16 ii) of the
Employment Insurance Law pramotes unemployment prevention by
decreeing assidance to the anploya who has contributed to the
dabilization of the labar market by hiring digplaced warkers in the
process of employment ajudment. Reflecting these gods and
purposes, the Enforcement Ordinance regading the Employment
Insurance Law dipulates employea's who have gabilized employment
through a temparary shutdown, reduced working hours, employment
mantenance traning, digpaching employees, leave of dsence, and
employee rdocation as conaete means of employment ad ustment are
digible for Employment Mantenance Asdstance

Employment Adustment Assistance is camposed of Aids for
Employment Maintenance and the Grants to Promote Employment of
Displaced Warkers

2.1. Aid for Employment Maintenance

Aid for Employment Maintenance encourages employes to
maintan employment and avoid laying off anployees in the process
of employment ad ustment.

An employer is qudified far Aid far Employment Maintenance
when hdshe stisfies dl of the following conditions:

(D) In the process of anployment ag ustment, layoffs ae ineviteble.
(2) An employer has guaranteed continued employment by taking
prape measures for employment mantenance.
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An employer hasregarted the employment maintenance plan to
the public employment office, and the measures for employ-
ment maintenance have been carried out accarding to the plan.
Befare end during the measures far employment maintenance
ae implemented, there shauld be no reduction of employees.

2.1.1. I nevitability o Laydfs

If the eterprise mees the following conditions layoffs ae
conddeed ineviteble.

(D

e

3

(4)

©)

(6)

As of the firda day of teking measures far employment
maintenance, the inventary of the enteprise has inaeased by
more than 50 pacent compaed with the average stock of the
previaus yea.

Production far the month of the first day of taking measures far
employment maintenance has been reduced by more than 10
percent campared to the previous month, campaed to the
avaage production of the last three months, a compared to the
avaage manthly production of the previous year.

Sales in the month of the first day of teking measures for
employment mantenance have fdlen by mare than 10 percent
compared to the amount of sales in the previous month, the
aveage amount of sales in the lag three months, or the average
amount of monthly sales in the previous year.

The inventory far themonth of the first day of taking measures
far employment mantenance and the manthly inventary in the
previaus two quaters ae continucusly inareasing or the amaunt
of sales for the month of the first day of taking measures for
employment mantenance and the manthly inventory in the
previous two quaters are continuously decreasng.

The size of the enteprise has been reduced because ctions
have been @olished, arganizatiions in the enterprise have been
reduced, pats of production lines have ceased, etc.
Lebar-saving fadlities such as autamation have been installed,
a a labor-saving way of waking o production method has
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been introduced.

(7) The public enployment office recognizes that areduction in the
workfarce is ineviteble considering the crcumstances of the
concerned industry and locd econamy.

(8) When amployees teke over the business, more than 60 percent
of the famea empl oyees have been reocated to the concaned
business, and mae than 50 percent of the docks of the
concaned business have been ftransfared to the famer
employees.

2.1.2. Proper Measures for Employment M aintenance

An employer is qudified far Aid far Employment Maintenance
when the employer has stabilized employment by taking proper
meaaures far employment maintenance uch as a tempaay
utdown, reduced warking hours, employment maintenance training,
dispaching anployees, leave of asaice and employee relocation.

1) Tenporary Shutdown

Article 45 of the Laba Standards Act of Karea requires the
anployer repongble far a business closure to compensae the
employees for an anaunt that exceeds 70 percent of the employee's
average wagerate of the three months preceding the business closure.
Although the compensation provides a measure of ecanamic security
for lad-off workes and ther families and may prevent massive
unemployment, it may also reqult in employment instability when the
enployer resorts to layoffs, as goposed to shutdowmns to avoid the
undue expense of shutdown compensaion. Theefore the Employ-
ment Insurance Law guaantees financid assistance to anployeas
encumbaed with paying shutdown compensation rewulting from
indudrial restructuring, business fluctuation, and othe econamic
reasons with the end goal of ameliarating management difficulties
and preventing massve layoffs.

In oda to receive Aid fa Employment Maintenance faor a
tempaay dwutdown, the employe must satisfy the following
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conditions:

(1) The shutdown must be due to economic reasons and carried out
during a dedgnated peiod. Non-economic reasons, sudh as
labar disoutes, grikes and fires, as well as a violdion of the
time requiranent, predude the gant.

(2) The shutdown raio must exceed one-fifteenth, and shutdown
compensation to warkers mus have been paid. The shutdown
rdio is the total number of shutdown days of the insured in a
month divided by the total numbe of required working days of
the insured in a month.

(3) The shutdown must be caried out in accardance with the
agreements made with the labor union organized by a ma arity
of the employees

2) Reduced Working Hours

An employer who has avoided layoffs in the face of reduced
productivity or downsizing of the firm by reducing the warking hours
may receive Aid for Employment Mantenance under the following
conditions

(1) The daly working haurs have been reduced by 10 pecent o
more, o the weekly warking hours have been reduced by 8
haurs or mare

(2) The period of reduction in warking haurs should be one month
a longe.

(3 The actual working haurs after the reduction shauld be harte
than the legd minimum working hours accarding to the Labar
Standards Act and the Indudrial Safety and Hedth Act, which
is 44 hours (42 hours for aged 18 and under) pe week.

(4 The employa must consult and negotiate with the lebar union
a the employee rgresentative on the reduction of the warking
haurs.

3) Enployment Maintenance Training

In orde to receive Aid for Employment Mantenance far employ-
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ment mantenance traning, the employer mug saisfy dl of the
following conditions.
() The employer mug tran the wakes with the purpose of
enhancing their employablity.
(2) The trainees in the anployment maintenance traning prograns
shauld not be engaged in wark during the traning peiod.
(3 The employment maintenance training programs should be
thirty haurs o mare in total, and four hours a more per
traning day.
(4) The employer must consult and negotiate with the labor union
a the employee represmtaive on employment maintenance
training.

4) Digatching d Enployees

An employer who has mantaned worke's by digatching them to
another location when rearganization has became necessay due to
reduced productivity o downsizing of the firm qudify far Aid for
Employment Maintenance.

In ordeg to recedve Aid fo Employment Maintenance faor
dispaching employees, the employer mug satisfy all of the following
conditions

(1) The employer has maintaned anployment for ther warke's by
digpatching them to highe dfiliated companies o othe
wor kplaces while maintaining an employment relaionship with
the digpatched warker.

(2) Each digpatched employee must be allowed to come back to the
aigind wakplace upon reease or the end of the digpatching
period.

(3) The employa must conault and negatiate with the lebar union
a the employee representative on digpatching employees.

5) Leave d Absence

An employe who has provided continued employment to insured
wakes through a paid o unpad leave of dsence even when
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enployment reduction is inevitable qudifies far Aid for Employment
Maintenance.
In arder to receive Aid far Employment Maintenance far the leave
of absence, the employer mug satisfy dl of the following conditions
(1) The leave of asence hauld be an effort to avoid reducing the
workfarce when such a measure is deemed necessay. The
employe does not have to pay any dlowance to an employee
during higher leave of asence.
(2) The employer mug get a written agreement from the employee
on the leave of absence
(3) The leave of asance rauld be one month o longe.

6) Rdocation d Enployees

The relocation of employees involves transferring employees who
face layoffs to new businesses. This has the beneficial effects of
preventing unemployment as wdl as trandaming the indudrial
dructure.

Aid fa Employment Mantenance is avaded to an employe who
satisfies dl of the following conditions.

() An employe shauld guaantee continued employment of the
randered wakers by rdocating them in the process of
business rearientation to a properly equipped facility.

(2) The numbe of transferred warkers must comprise at leas 60
percent of the insured amployees at the time of submitting a
reorgani zation proposal.

(3) The relocaion of employees has to be completed within 18
months since the employer reparts the proposd to relocate the
employees to the public enployment office

(4 The employa must consult and negotiate with the lebar union
a the eanployee representative on the rd ocation of employees



. Employment Stabilization Program 35

2.1.3. The Amount and Duration d the Aid for Employment
M aintenance

The amount of Aid far Employment Maintenance depends on the
measures an employer has teken to guaantee continued employment
for the employees in the process of employment ad ustment.

The maximum duration of the Aid is 180 days in totd, except in
the case of employee reocaion, including each period of measures
for employment mantenance. When an anploye has taken seveaal
measures for enployment maintenance on the same day, it is counted
a one day.

1) Tenporary Shutdown

When an enploye mantans employment through a temparary
dhutdown, priarity entaprises may receive Aid far Employment
Maintenance totaling two-thirds of the shutdown compensation which
the employer has paid during the shutdown period, while large
enterprises receive 50 pacent of the shutdown compensaion, far up
to 180 days.

2) Reduced Working Hours

When an employer maintains anployment by reducing warking
haurs, the anount of Aid far Employment Maintenance is one-tenth
of the average wage priar to the reduction of warking hours for
priarity enterprises, while lage enterprises receive one-fifteenth of the
average wage. The maximum duration of the Aid is 180 days

3) Enployment Maintenance Training

When an employe maintans employment thraugh employment
maintenance training, priority enterprises may receive total training
costs and two-thirds of wages the enploye has paid for the trainees
during the training peiod far up to 180 days Large enterprises
receive total training costs and 50 percent of wages, for up to 180
days
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4) Enployee Digpatch

When an employe maintans employment through dispatching
hisher employees, priority entaprisess may receve Aid for
Employment Maintenance totaling two-thirds of wages the employe
has pad fa the digpached employees, while lage enterprises receve
50 percent of wages, for up to 180 days.

5) Leave d Absence

If the leave of asmce is pad, priority entaprises may receive
two-thirds of the dlowances the employer has paid far the enployees
during the leave of absence, while lage entaprisesreceive 50 percent
of the allowances, for up to 180 days.

If the leave of a@sence was unpaid and the employer supplied
scdia inurance contributions and other fringe bendfits far the
enployees on a leave of asence, anployes in priarity enterprises
may receive 140,000 won) pa peson pe month during the leave of
ebsence for up to 180 days. Employers in large enterprises may
receive 110,000 won pe pason pa month far up to 180 days in such
a cese

If an employer trans employees who ae on an unpad leave of
ebsence, he/she may receve totd training cods, and the trainees may
receive 70 percent of the minimum wage and 30,000 won for
trangportation cods as a training allowance during the training period,
for up to 180 days.

6) Rdocation d Enployees

When an employa maintains employment through employee
relocation, priarity entaprises may receive Aid for Employment
Mantenance totaling two-thirds of the payroll of transfared
employees that an employer has pad during the period of relocation,
for up to oneyear. Large entaprises receive 50 pacent of the payroll

D “Won” is the unit of Kaean currency. As of the end of 1998, 1 US
dollar=1,208 won.
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for up to one year from the day the amployees are reocated.

2.2. Grant to Promote Employment of Displaced Workers
2.2.1. Qualf ications for the Grant

The Grant to Promote Employment of Digplaced Worke's is to
encaurage employers to hire the unamployed during employment
audgment. This Grant is awaded when gpecial anployment
dabilization measures are necessxy considering the aurrent and future
ldbor maket conditions dter the Minister of Labar designates the
peaiod for the Grant. The Minister of Laba has desgnated the peiod
for the Grant each year since the second half of 1997.

In orde toreceive the Grant, an employer has to satisfy one of the
following conditions. If an enployer has lad-off employees during
the last three months before he she clams the Grant, however, heshe
is not qudified for the Grant even if he/she satisfies ane of the
following conditions.

(1) An employer who has hired a leag five displaced warkers o
a leesd five percent of the monthly aveaage number of
employees in a given quater through the public employment
office. The newly hired employees shauld have been insured by
EIS before being laid-off in eanployment ad ustment. *A layoff
due to employment aj usgment™ means losing one'sj ob because
of firm downgzing, shutdown or trangtion caused by changes
in econamic conditions and industrid structure.

(2) An employer who has lad off employees due to anployment
ad ustment and reparted the reasons of the layoff and higher
reemployment referd plan to the public employment office,
and hdps the lad-off employees find new employment in the
refaral plan. In this case, an employer who has hired digplaced
worke's as insured employees within thirty days of their layoff
through their fomer employa can receive the Grant fa any
number of the newly hired displaced warkers
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2.2.2. Amount and Duration d the Grant

Fa priority enterprises, the Grant amaunts to onehdf of the
payrall that the qualified employer has pad. It is one-third of the
payral for lage entaprises

If an employe has hired digplaced warke's unemployed fa more
than a year, a a worke who is 55 years old or over and unemployed
for mare than six months, the Grant anounts to two-thirds of the
payrall for priarity entaprises, and onehdf of the payroll for large
enterprises.

The awad peaiod is limited to six months.

3. Regional Employment Stimulation Grant

3.1. Purpose of the Regional Employment Stimulation Grant

Changes in the industrid structure reaulting in deteioraing ldbar
maket conditions in ceatain indudries ar regions may cause srious
dial unrest and instebility. For instance, if dedining industries such
as shoes textile o cod mining indudries are concentrated in certain
regions, the lebor market conditions in those regions could deteriarae
when those industries lose campeitiveness. Although it is the role of
indudrial policies to resolve these structural problems in the long-run,
the Regiond Employment Stimulation Grant may expand employment
opportunities in those regions in the shat+run by subddizing
enployers who have created employment by ogpening, expanding o
moving businesses into those regions. The Regional Employment
Stimulation Grant is desgned to expand employment gopartunities in
the designaed aeas whae employment conditions have saicudy
waor sened.
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3.3.2. Qualfications for the Regional Enployment Stimulation Grant

The Grant is awaded to an employer that mees dl of the

following qudifications.

(1) Transfer, opening o expansion of the business must take place
within a designaed paiod and in the desgnaed regions by the
Minister of Labar. Howeve, as of July 1999, no region had
been designated for the Regiond Employment Stimulation
Grants. Hance, as of 1999, the Regional Employment Stimu-
laion Grant has not been instituted.

(2) The enploye mug write up aregional employment proposal
explaining the rander, gpening, or expansion of his business
submit it to the Ministry of Labor, and execute the plan in
accordance with the prgposal.

(3) The busness mug begin its ogperaions within 18 months of the
day on which the prgposd was submitted.

(4) Newly hired employees must have resided in the designated
regions for a least six months a the time of the business
goening.

(5) The busness mug contribute to the development of the
economy in the designaed regions.

(6) Exeaution of the proposal and the payrall of the newly employ-
ed worke's must be documented.

3.3.3. Amount and Duration d the Grant

The Grant amounts to one-hdf of the payroll of the newly
enployed wakes fa priaity enteprises and one-third for large
eterprises. The employer can receive only 30 percent of the grant for
newly employed wakes that exceed 200 peple if the number
exceeds 200 people in a given designated period. The grant is limited
to one year fram the time of the business gpening or to a designated
epirdion date.
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4. Employment Facilitation Assistance

The Employment Fecilitation Assistance is to promote employment
of magind wakers uch as the ddely and female hauseéhold heads
as well as to encaurage employers to establish employment pramotion
fadlities far femde employees. The Employment Facilitaion
Assigance is camposed of the Grants to Fromote Employment of the
Eldaly, Grants to Promote Employment of Women and Grants far
Fecilities for Employment Promotion.

4.1. Grants to Promote Employment of the Elderly

Grants to Promote Employment of the Elde’ly ae to ad those who
epaience diffiaulties in dotaining employment under the prevailing
lebor maket conditions.

Grants to PFromote Employment of the Elderly are classified into
the following three categories:

(1)) Grant to Promote Employment of Many Eldely Worke's

(2) Grant to Promote New Employment of the Elderly

(3) Grant to Promote Reemployment of the Eldely

4.1.1. Grant to Promote Enployment d Many Elderly Workers

The Grant to Pramote Employment of Many Eldely Wakers is
awaded to an employa whose lbar force has more than six percent
of warkers aged 55 o over. Far the number of worke's aged 55 or
over beyond the 6 pecent minimum and bdow the 15 pecent
maximum faor priarity entaprises a 10 percent for lage enterprises,
the employer may receive the given amount per older worke per
quarte, st each yea by the Ministry of Leébar. The amount pe ol der
woke per quarta is 90,000 won in 1999.
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4.1.2. Grant to Promote New Employment o the Elderly

The Grant to Promote New Employment of the Eldely is avaded
to an employe who hired a least five new worke's aged 55 o over,
a five percent new worke's aged 55 o over of the totd numbe of
anployeses, in a given quate.

For priority enteprises the anaunt of the Grant is one-faurth of
the payroll for the first six months which the employer has paid for
the newly hired ddely wakers For lage entaprises, the amount of
the Grant is ane-fifth of the payrall for the first six months However,
if the total number of elderly employees exceed 100 in one year, then
anly 30 percent of the dderly warkes hired afte the first 100 people
will be counted toward the avad.

4.1.3. Grant to Promote Reemployment o the Elderly

The Grant to Promote Reemployment of the Eldely is awarded to
an employer who has re-employed worke's between 45 and 55 years
old within two years of ther jab dismissd far economic reasons.

The Grant is determined by the numbea of re-employed worke's
multiplied by an amount set each year by the Minide of Laba based
on the industry and the sze of the firm. As of 1999, the Grant per
re-employed qualified employee was 16 million won far priority
eterprises and 12 million waon for large enterprises in the manufac-
turing indusry, and 12 million won for priarity enteprises and 800
thausand won for lage enterprises in non-manufacturing industries.
This gant is awarded once far each qudified re-employed worker .

4.2. Grants to Promote Employment of Women
42.1. Grantfor a Leave d Absencefor Child Rearing
Childbirth necessitates a matenity leave far childbearing, recupe -

dion and dild reaing. The Employment Law for Gender Equdity,
legislated in 1987, guarantees a leave of ésence far child reaing in
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firms tha employ mare than five warkeas. Theefore, the enployer
must dlow a leave of a&sence far child rearing when requested by
anployees whose child is below one year old. The employer cannot
hold this request against them, and the totd period of the leave of
ebsence far child-bearing and rearing may not exceed one year, as
Pecified in the Lébor Standard Law, Artide 72. This peaiod of
absence is induded in the period of continuous service.

The Grant far a Leave of Absance for Child Rearing, indituted to
pronote the pooulaizaion of paental leaves, is awaded to
enployers who have ganted such a leave for mare than 30 days in
accardance with the Lebar Standard Law, Article 71. It also ecifies
those days overlgpping with paid matenity leave, lasing 60 days,
will be discounted. Afterwards the worker must be re-employed for
a least 30 days.

Each yea the Miniger of Labar aanounces the amaunt of the Grant
pe person. As of 1999, the anaunt of the Grant pe person is set at
140,000 won for priority enterprises and 110,000 won far lage
enterprises.

4.2.2. Grant to Promote Reemployment  Women

The Grant to Promote Reamployment of Women is indituted to
pranote reemployment of femde wakers who have left the
warkfarce due to pregnancy, diildbirth o childcare. It is given to
enployers who satisfy one of the following requirements.

(1) The oollective agreement o rules of employment of the
entaprise ecifies that the employer can reamploy femde
worke's who quit for reasons of pregnancy, childbirth or
childcae

(2) The employer has re-anployed female warkers who quit for
reasons of pregnancy, dildbirth ar childcare within five yeas.

The amount of the Grant is determined by the number of qudified
re-anployed female warkers multiplied by an amount set each yea
by the Minigry of Lebar based on the size of the firm. As of 1999,
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the anount of the Grant pe peaso is s a two million won per
pason for priaity entaprises and ane million won for lage
aterprises in the manufacturing indudry, and 16 million won per
pason for priaity enteprises and 12 million won fo lage
enterprises in non-manufacturing industries. The Grant is awarded
once far each qualified worke'.

4.2.3. Grant for Enployment ¢ Female Household Heads

The Grant is instituted to fosta employment of women who are the
head of the household. Employa's who hire fende hausehold heads
registered a the public employment office as jab seekers with
dependants are qudified far the Grant.

The Grant amounts to one-hdf of the payroll of the newly
enployed far six months for pricarity enteprises and one-third of the
payrall for lage entaprises

4.3. Grants for Facilities for Employment Promotion

When an employer o a gaup of employers establidh daycae
centes for the children of ther employees, the Employment
Insurance Fund offers suppart far managing the daycae centea's
and/ar loans for their egeablisment. The Grants for Facilities for
Employment Promation are intended to reduce daycare expenses and
pramote the econamic ectivities of female warke's.

43.1. Aid to Management d Daycare Centers

Aid to Management of Daycae Centa's is awaded to an enploye
a employas managing a daycae center far the children of their
enployees. The Aid aubsidizes the salay of the teachas in the
daycare centas. As of 1999, 600,000 won is granted towad ateacher
pa month for pricrity enterprises and 550,000 won per teache per
month for lage entaprises without a time limit.
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4.3.2. Loan for Establishing Daycare Centers

An employe o a group of employers edablishing new daycae
centas far their anployees' childen o expanding aurrent daycare
centas may receve aloan from the Employment Insurance Fund at
a low interest rae far up to 300 million waon.

5. Labor Market Information and Job Placement
Services

The glabalization and development of infarmation technology have
changed the patens of employment, warking haurs and needed
knowledge and skills for jdbs. In ordeg to minimize jdb mismatch
prdblems and structurd unemployment in rapidly changing economic
conditions we should deveop an individually tailored jdb placement
srvice systan, flexible lébor market sysem and dficint labor
maket information (LMI) sygem.

In ordg to shaten the job seach period and improve jdb
placement, active and individudly tailored advice to jab seekea's and
unemployment benefit clamants shauld be develgped. Korea's EIS
pursues the develogpment of efficient modern services in hdping jdo
seeka's find gppropriae jdos as soon as possible.

LMI offers informaion on the ldbar maket which can hdp jdb
sekas and enployes. It includes information on the pad, current
and future trend of labar farce demand and supply, wages, warking
haurs, enployment structure, j do seekers and job ogpenings, laws and
requlations on the labor maket, ocaupdions, industries, vocational
education and training, jdb guidance and placement and lebor market
progams and policies The process o systan that collects andyzes,
and distributes this infarmation is cdled the LMI sygem.

The LMI system improves the efficency of the ldbar maket by
aupplying appropriate, prampt and accurate infomation to the
beneficiaies of LMI. By usng carect and prompt information in the
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LMI system, job seeka's can find better jdbs in a hata period of
time, and anployes can find better g&ff. Therefare, wel-developed
LMl sydem could reduce unemployment based on the maket
principle. The LMI systan provides schools, traning ingitutes,
dudents and tranees with carect infamation on the demand in the
lebor market. The LMI system is the basic infrastructure in ddiveing
lbor market policies end prograns to the public. Thus, the LMI
sygem can improve the efficiency of labor maket mechaniams by
ethancing jdo placement processes and reducing amployment
prablems. In this sense, one of the most urgent tasks in labar market
policies might be to develgp an efficdent LMI system as soon as
possible.

Considering the impartance of LMI, EIS has a progan fa
devdoping the LMI system within the Employment Stebilization
Progam. Each year, EIS inveds money in devdoping the LMI
sysem, following several basic principles.

First, the LMI sysem shauld be devdoped so tha everyone can
access LMI a any time, anywhee and free of chage by intanet,
tedephone or by visiting the public employment offices. This means
that the centrd government has to play a key role in develgping the
LMI system. It tekes a lot of money, time and hichly qualified
expeats to desgn and implement the LMI sysem. Daafram different
aganizations mug be collected, analyzed and modified so that
everyone can eadly undergand and use it. In orde to devdop an
eficdent LMl sygem, it is necessay to strategicdly plan an
integrated systam. The beginning stages of deveoping the LMI
gydem ae epedaly impatant because a failure in the first step
wauld render the whole systen inefficient.

Second, the LMI systan dhauld be augomer-oriented. Once jdb
seekea's or jdb goene's access LMI, they shauld be able to get all the
infarmation they need in one stgp. All of the information custome's
want to know on the labor market should be collected, rearanged and
aupplied in the LMI systan. To do this, the sysem shauld regulaly
researdh what the customea needs

Third, all of the infamdion in the LMI system <hauld be
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dandardized so tha the infomation in the systan can be easily
integrated and updated. Therefare, the aiteria far standardizing LMI
is vary impotant. In this sense, devdopment of the National
Ocaupdional Clasdficaion is essntial to develgping an efficient LMI
sysem.

Faurth, the LMI system shauld be nationwide so that everybody in
the cauntry can easily access it. With the develooment of trans-
partation end communication technology, the geogrgphicd distance is
no longer a barier to finding a jab.

Fifth, LMI shauld be specialized in arder to guarantee the quality
of savices. Gaheaing, analyzing and reproducing prompt and
acaurate labor maket information require pecidized knowledge on
the labar market, occupation, statistics, economics and vocaional
education and training. Those who ae involved in LMI shauld be
equipped with sufficient knowledge in related fields and peiodically
receive traning.

Sixth, dl stakeholders - govenment, business, education and
training provides, trade unions and community groups - should
cooperate to faomulate end implanent the LMI system. It is needless
to say that the role of the government is the most important in the
devdopment of LMI, but the goveenment cannot do evaything
withaut active suppat from othe stakeholde's. Deregulation of
private employment agencies is aso necessary to improve the qudity
of srvices through the ensuing campeition between public and
private agencies

6. Performance of the Employment Stabilization
Program

The Employment Stabilization Progran (ESP) is usudly widely
utilized during a peiod of econamic downturn and employment
agugment for business restructuring. Before the finendal aisis in
November 1997, the total expenditure for ESP was only 8.5 billion
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waon in 1996 and 12.2 billion won in 1997, mainly due to the steble
economy and labar market conditions. However, ESP began to be
widdy utilized fran 1998 by employeas as a measure for reducing

Teble 3.1 Pafamance o the Brployment Sabilization Program (1998)

(in cases peasons million won)

Cases Employees Amount
Totd 14,756 780,579 96,481
(100.0) (100.0) (100.0)
1. Employment Adjustment 4,345 659,858 80,295
Assistance (29.4) (84.5) (83.2)
1) Aid for Employment 4,220 654,375 74,223
Maintenance (28.6) (83.8) (76.9)
2 cé:;:ro;z‘;c:n:fne 125 5,483 6,072
Digplaced Workers ©08) ©.7) (63)
2. Reginal Employment i i i
Stimulation Grant
3. Employment Facilitation 10,411 120,721 16, 186
Assistance (70.6) (15.5) (16.8)
) ﬁfzytrz;o:foiﬁe 9,583 113,395 12,116
Elderly (65.0) (14.5) (12.6)
2) Grants to Pramote 575 4,541 2,425
Employment of Women (3.9 (0.6) (2.5)
3) Grants for Facilities for 253 2,785 1,645
Employment Promotion (1L7) (0.49) (17)

Note : Numbers in parentheses indicate the composition pe&centage in
each column.

Source : Employment Reseach Center, Enployment Insurance Review,
Kaea Labor Ingtitute, Spring 1999.
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massive unemployment in the process of structurd ajusment and for
pramoting employment of marginal warke's.

As shown in Table 3.1, 660 thousand employees benefited fram the
Employment Adustment Assstance in 1998. Without this assistance,
many warkers would have been laid-off and become unemployed. It
was estimated tha the ne employment effect of Employment
Ad ustment Assistance was 22 percent of the total beneficiaries (Kim,
e al., 1999). According to thisreseach, it is estimated that ebout 145
thousand employees could keegp ther jadbs as aresult of Employment
Ad ustment Assistance.

Most of the Employment AJuadment Assistance was Aid for
Employment Maintenance, which comprised 97.1 percent of dl cases,
99.2 peacent of the pertinent employees, and 924 percent of the
amount of the Aid fa Employment Adustment. Through Aid for
Employment Fadlitaion, 10,411 employers received 16 billion won
as grants for pramoting employment out of 121 thausand pertinent
employees.
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. Job ill Development Program

1 Program Outline

1.1. Purpose of the Program

Glabalization has broken down the econamic wadls among
cauntries and thus nationd boundaies not only in the movanent of
physica resaurces but also in the movenent of human resources. The
devdopment of technology and information requires knowledge-based
wakes. If warkers lag behind new infomation and technology, they
lose their compditiveness and employability while their enterprises
lose campditiveness in the world market. In ader to mantan
competitiveness, both employas and employees have to invest in
building up their human caitd.

The trend of glabdization and develgoment of infomation
technology will be accelgated in the 21st century. In the ga of
gldbdization and informaion, campetitiveness of a nation and its
quality of life would largely depend on human resources amed with
information, knowledge and technology. The amployability and
employment security of awarker would mainly depend on higher jdo
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Kills, which can only be develgped through lifelong education and
training. Theefore one of the care straegies for the gowth of a
nation and entaprise would be to devdgp an educdion and traning
gydem to produce creative and future-ariented human resources
thraugh life-long learning and training. As areallt, the warld's dl
cauntries and enterprises ae fiacely campeting with each othe in a
barderless wald make for the more competitive lebor farce.
Worke's ae ds faced with unlimited competition not only with
other warkers in their countries but also warkers in othe countries.

Repid danges in know-how and technology would creae
dgnificant voids in dananded <kills which wauld reault in massve
dructural unemployment. It will become increasngly important in the
21st century to build up a flexible and efficient lifelong education
and ftraining systan and to implement efficient and effective
unemployment policies and programs.

In arder to enhance the qudity of the leba force, Karea's EIS has
a saies of prograns for supparting vocationd education and training
in the Job Skill Devdopment Progran (JSDP). JSDP is an incentive
gydem to encovaage employers’ and employees' active paticipation
in lifelong vocational training and educdion through finencial support
to vocational education and training. In addition, it is desighed to
provide oppartunities for vocdiond education and training to new
entrants to the labor maket and the unemployed to improve the
occupationd skills of the labar farce.

1.2. Reform in the Korean Vocational Training Sysem

In orda to improve the quality of human resaurces, Kaea
refarmed its vocational traning system in 1999. From 1976 to 1998,
Karea mantained the training levy sysem based on the Basic Law
on Vocdional Traning. Under the training levy system, enterprises
with 150 employees or more had two choices: ethe (1) to inves a
certain pecentage of tota wages in training ther employees and/or
new entrants to the labar market, ar (2) to pay atraning levy to the
government instead of traning. This sygem was quite effective in



. Job Skill Develogpment Program 51

pasuading employers to inves in vocational training during the
autharitarian regime in the 1970s. The training levy system forced
anployers to follow the government's quiddines, whidh hadly
satisfied the training needs of individual firms. If employers did not
follow any of the government's training guidelines, they had to pay
the levy to the govenment even if they traned employees o new
entrants to the labar market. Since the training needs of firms wae
not reflected on time in the government's guiddines on vocationd
training, mog employers did not follow the govenment's training
quiddines and preferred paying the levy to training worke's. When
Karea introduced EIS in 1995, the Employment Insurance Reseach
Commission recommended that the compulsory levy system be
changed to an incentive system of voluntay traning within the
framework of JSDP. However, the Kareen govanment kept the
training levy system for firms with 1,000 employees or mare, and
gplied JSDP to firms with less than 1,000 enployees.

The expaiences fran 1995 to 1998 showed tha the incentive
sygem through JSDP was mare efective in inducing enploye's to
paticipate in vocational training than the compulsory training levy
sydem. So in 1997, Karea enacted the Vocdional Training Rramo-
tion Law, which wauld replace the Basic Law on Vocational Training
from January 1, 1999. The badc idea of the Vocationd Training
Pramotion Law is the same as JSDP. Korea changed her  vocationd
training system fram a compulsory levy sydem to an incentive
sydem of voluntay traning by switching the Basic Law on
Vocational Training to the Vocational Training Pramotion Law on
January 1, 1999.

When employers tran their warkers they can receve grants from
the Employment Insurance Fund for up to 100 percent of training
costs. Employe's can choose their own training courses and methods
using gants from the Employment Insurance Fund. So far, the new
gydem has been much mare efective in encauraging employers to
paticipate in training their workers, but continuous evaluaion of the
new system will be necessry.
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1.3. Program Structure

JSDP is composed of three mgor sub-prograns: Assistance to Em-
ployes, Assstance to Employees, and Assigance for Training the
Unemployed.

Assistance to Employers encourages employers to tran their
wakeas by subsdizing training costs. An employer is digible far the
Assigance when hdshe trains employees and/a new entrants to the
ldbor market. Assgance to Employers is composed of the Subsidies
for Training Costs and Loan for Training Fecilities

Figure 4.1. Structure of the Job Skill Devdopment Program
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Assistance to Employees is direct support to employees parti-
cpating in training progans Assigance to Employees is canposed
of Vocationd Training Qubsdy faor Insured Employees and Loan for
Tuition.

Assistance far Traning the Unemployed provides free training
goportunities and training dlowances far digplaced warkers and new
entrants to the labar maket. Assstance far Training the Unemployed
is camposed of Aid for Retraining Digplaced Worke's and Aid for
Yauth Traning.

2. Assistance to Employers

2.1. Subsidies for Training Costs

Qbdgdies for Traning Costs are the most important policy measure
encauraging employers to particpae in training their anployees
Qubsidies far Traning Cogs are composed of four sub-prograns: The
Grant far Employee Training, Grant far Training New Entrants to the
Lébor Market, Grant for Training Leave of Absences, and Grant far
Training & Fareign Traning Institutions.

2.1.1. Grant for Enployee Training

Vocationd training is classified into institutional training, on-the-
jab traning and tdecommunication training. The Grant far Employee
Training diffes depending on the type of training.

1) Irstitutional Training

Vocationd traning in Karea is dasdfied into standad traning and
non-standard training depending on whethe or not training ingitutes
follow the training standads of the Ministry of Labor. A training
progam following the training standards of the Ministry of Labar is
dandard training, and a training program that does not follow the
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fraining standards is conddeed non-standad traning. Tranas ae
free to choose their training methods, but gandard training receives
amore favarable aubsidy.

Institutiond training receives totd training cods if the training
programs meet the training standards. Non-standard training programs
receive 60 90 pecent of training costs for priority enterprises and
40 70 peacent of training costs far lage entaprises depending on
the kind of training program.

2) On-thejob Training

When anploye's give ther employees an-thej db training, they are
ganted totd training costs. But the grant cannot exceed 50 pecent
of total institutiond training cods.

3) Telecommunication Training

When employes train their employees through a fam of
tdecommunicaions such as mail, internet, broadcading, etc., they are
ganted 90 percent of training costs far priority enterprises and 70
pecent for lage enteprises.

2.12. Grant for Training New Entrants to the Labor M arket

1) Irstitutional Training

When employe's tran new entrants to the labar maket a training
institutes, they ae ganted total training costs if the training prograns
ae standard traning. If the training programs are non-standard, the
gant is 50 80 percent of traning costs.

2) On-thejob Training
When employers give new entrants to the leba maket on-thej ob

training, they are ganted totd training costs, but the grant cannot
exceed 50 percent of institutional training cods.



. Job Skill Develogpment Program 55

2.1.3. Grant for Training Leave d Absences

When employers give a paid leave of dsence for training to
enployees who have been employed far over one year, they may
receive totd training costs and 50 percent of the payroll far priarity
aterprises and one-third for large enterprises.

Traning courses eligible for paid-leave must exceed 30 days and
120 haurs.

2.1.4. Grant for Training at Foreign Training | nstitutions

When anployes tran ther employees a fareign training institutes
for more than three months, they are granted total traning cods,
except lodging costs and daly expenses.

215. Limit o Aidfor Training Costs

The maximum anaunt of aubsidy far training costs that an emplo-
ya can receive from the Employment Insurance Fund is 180 percent
of the totd yealy amount of contribution far JSDP for priority enter-
prisess and 120 pecent far large entaprises If an employer
implements gandard training, however, the ceiling of the training
aibsidy expands by ancthe 100 percent of the total amaunt of
contribution of the year far JSDP.

2.2. Loan for Training Facilities

An employer o an association of employas that administas
vocaiond training fadlities and equipment o plans to instal vocatio-
nd training facilities and equipment may receive 90 pecet of the
totd invesment expenditure far vocational training fadlities, equip-
ment and other installaiions in a Loan for Traning Fadlities. The
ceiling of the loan is ane billion won for a single anploye and two
billion won far an associaion of employers Prefaence is given to
priarity entaprises The rate of interest for priarity employes o an
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asodation of those employe's is one pecent pa yea, and 25
pacet for large enterprises. The loan mug be repad in five years
with a five-yeer grace peaiod, totding ten years

3. Assistance to Employees

3.1. Vocational Training Subsidy for Insured Employees

An insured employee who is going to be laid off a aged 50 or
ove may receve the Vocaional Traning Subsidy for Insured
Employees if he/dhe undergoes vocationd training for re-employment
o datsup abusiness at highe own expenses

The aid anaunts to 100 percent of the tuition fee with a ceiling of
ane million won per peason.

3.2. Loan for Tuition

Insured employees admitted to o enrolled a a technicd or ajunior
college o a highe institution of education may teke out a low
intaest loan to finance wition and otha fees each samester to
improve their vocational knowledge and skills. Friarity is given firg
to those who receive an award at various skill campetitions; second,
to the disbled; third, to those whose mgas ae <ience o
technology; faurth, to employees of smdl and medium-szed
companies; fifth, to those insured far a longer period of time and
gxth, to the ddely.

Tuition ad has an annual interest rate of one percent. The lending
program for two-year technical ar juniar colleges isrepayment in two
years with a two-yea gace period, and repayment in four years with
atwoyea gace paiod far four-year colleges ar universities
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4. Assistance for Training for the Unemployed

4.1. Aid for Retraining Displaced Workers

In orde to assst in the reemployment of digplaced worke's, the
Employment Inaurance Fund provides free refraining programs
Insured employees who have become unemployed can obtan free
vocationd training far reemployment. If digible for unemployment
bendfits, the person recaves unemployment benefits during the
training period. If the daimant is not digible far unemployment
benefits, hedhe receves a traning dlowance during the training
paiod. The maximum amount of training dlowance per trainee is
350,000 won pa month, but this varies depending an the numbe of
dgpendants and field of traning. Those who evoll in another
vocdiond ftraining progan d&ter finishing a vocational training
progam can recave one-hdf of the traning allowance far the second
training progran. However, thee isno training allowance from the
third training program. Those undergoing a training prgram who were
not covered by EIS before unemployment can receive a similar
amount of training dlowance fram the generd account, not fram the
Employment Insurance Fund.

Any educational and training institute such as univesities and
public and private training institutes can paticipate in the retraning
for digplaced warke's. If a vocationd educaion and traning institute
conducts retraining for displaced warkers on canmission, the institute
receives total training costs within the designated amount of traning
fee pa tranee. This amount of training fee pa tranee vaies
depending on the qudity of the training programs of the institute, set
by the Minigry of Labor every yea afta evduating the quality of the
training programs of each traning inditute

Because the training capacity is limited, priarity has been given to
the following individuds in the retraining digplaced warke's program.

(1) Those whose vocational training is mandated by the public

employment office
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(2) Those unda 30 years old, eligible for unemployment benefits
and who have passed one-hdf of highea digible days of
unemployment ben€fits

(3) The dissbled

(4) Those laid off from the industries and regions stipulated in
Article 16 of the Executive Order of the Employment Insurance
Law dedgnated as high unemployment areas

(5) Those for whom it has been over 3 months, since registaing
a the public enployment office as ajob seeke

(6) An individual laid-off due to managerial reasons

(7) Othe individuals deemed necessay to receive reraining for
displaced warkers

4.2. Aid for Youth Training

In order to equip unskilled youth with skills end knowledge for
enployment, the Employment Insurance Fund provides amog free
vocaiond training to unskilled yauth.

Traning institutes requit tranees aged 15 years o olde under
contracts for youth training with the Minister of Lébar. If the traning
institute conducts training for the yauth as contracted, then the
Ministee of Léba provides traning costs to the training institute
evey month. Trainees can aoll in progams far free o a minimd
cost if deaned necessay by the institute.

5. Performance of the Job Skill Development Program

Participation in the Jdb Skill Develgpment Program is increasing
year by yea. In 1997, 200 thousand insured employees deveoped
their job skills in 9 thausand firms thraugh the Jab Skill Develgpment
Progam. The numbe of firms and employees tha participated in the
Job Skill Develgpment Program increased twice in 1998 compared to
1997. In 1998, 413 thausand amployees develgoed ther job skills
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with the suppat of the Job Skill Deveopment Rrogram, and 18
thousand firmsreceived 50 billion won as subsidies for training costs,
a shown in Table4.1. About 12 thousand insured worke's studied &
technicd colleges o universties using the Loan for Tuition. And 163
thausand unamployed people from the covered enterprises received
free vocational training and education for new employment. Among
the totd expenditure for the Job Skill Develgoment Progam, 74.1
percent was used as Assistance far Traning for the Unemployed, and
193 pecent was used far the Subsidies for Traning Costs to
enployers.

Table 4.1. Performance o the Job Skill Development Program (1998

(in cases peasons million won)

Firms Trainees Amount
18,080 588,006 258,043

Toa (100) | (1000 | (100.0)

. 18,080 412,543 49,898

1. Assistance to Employe's (100.0) (702) (19.3)
- - 18,080 412,543 49,898

1) Subsidies fa Training Costs (100.0) (702) (19.3)

2) Loan far Training Facilities - - -

2. Assistance to Employees - 175,463 208,145

(29.8) (80.7)
1) Vocationd Training Subsidy i 2 1
for Insured Employees (0.0
2) Loan far Tuition - 1(22330 1?69;9
3. Assistance for Training the 163,111 191,195
Unemployed i (27.7) (74.2)
Note : Numbers in paentheses indicate the composition percentage for

each column.
Saurce : Employment Research Center, Enployment |rmsurance Review,
Kaea Labor Ingtitute, Spring 1999.
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. Unemployment Benefits

1. Outline of Unemployment Benefits

Unemployment Ben€fits ae intended to dleviate the hardships of
the unemployed and facilitate to hdp their job seach activities in the
form of cash bendits to the insured unemployed during a certan
paiod of unenployment.

Unemployment Benefits ae comprised of the Jdb-seeking
Allowance (JSA) and Employment Promotion Bendfits (EPB). The
former is the core of the unemployment safety net, desgned to
gabilize the living conditions of the unanployed and their families
during unemployment, theeby faclitating active and undosructed
jdb-seeking activities The latter purparts to foster and stimulate
reamployment of the insured individuals receiving JSA by providing
condgructive and efective jdb-seach assistance. Hence EPB is
complementay to JSA, and eligbility is restricted to those who
qualify for JSA. The amaunt of the EPB, except far the Ealy
Reanployment Ben€fit, is raha minimal since it is areimbursement
of actual expenses inaurred in secified j db-seeking activities. EPB
congsts of the Early Reemployment Allowance, Vocationd Traning
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Pranotion  Allowance, Nationwide Job-seeking Allowance and
Moving Allowance.

Unemployment benefits may weaken the will and effarts of the
damants in finding employment, lengthen the duraion of
unemployment, and reduce the supply of labor by encauraging
unemployment. Hence, to minimize the possible adverse dde effects,
the following redrictions goply:

(2 Higibility is established only after beng inaured fa 12 months

out of an 18 - maonth base period immediatdy befare the layoff.

(2) The unemployed mug regider far wark at the public employ-
ment office, remain ready and able to work, and seek new
employment to the best of their abilities.

(3) The first 14 days of unemployment are considered a waiting
period, and there is no benefits payment for this period.

(4) Those who voluntaily leave their jobs without good cause o
who lose ther jobs due to negligence do not qudify for the
benefits

(5) Payment of benefits is supended if the daimant refuses thej ob
placanent services and/ar vocational training recommended by
the public employment office.

(6) In principle, unemployment benefits ae awaded for a rdati-
vely short peiod, ranging from 60 to 210 days.

(7) A daimant is entitled to receve unemployment benefits only
within ten months of the first day of being unemployed if there
is no gpecd permission fram the public enployment office.

Since unamployment benefits ae instituted to secure the living
conditions of the unemployed, the benefits ae tax-free and cannot be
transfered, confiscated o mortgaged.
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2. Job-seeking Allowance (JSA)

2.1. Qualifications for JSA

In orde to recave JSA, the clamant mug satisfy the prescribed
qualifying and eligibility requirements. Qudifying requirements refe
to the clamant's prior wak expeaience. Same of the digibility
conditions concan the drcumstances of the daimant'sj do termina-
tion, while others constitute requirements to be met during the period
JSA is being pad. Clamants may be disqualified from JSA for
failing to meet any of the prescribed conditions The qualifying
requirements and digibility conditions ae intended to canfine JSA to
qualified insured warke's, who have been requla mambeas of the
lebor force and are involuntaily unanployed, as wel as to prevent
duse of the unemployment benefit systan.

The autline of the qudifying requirements and eligibility conditions
for JSA ae as follows.

(1) The daimant's inaured employment period shauld be at least 12
manths aut of the 18 - manth base period preceding the day of
job separdion.

(2) The daimant must register at the public enployment office as
ajado seeker right ate hishe jdb sepaation, and request JISA
within the ten - month feasible period.

(3 The clamant is aut of work but remans willing to and ale to
wak, and is actively seeking new employment to the best of
highe aility.

(4) The reasons far jdb termination shauld not be of a naure tha
wauld digqudify the clamant fram receving unemployment
benefits such as voluntay unemployment without good cause,
discharge far misconduct, etc.
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2.1.1. Insured Employment Period and Base Period

Unamployment benefits are not far all of the unemployed, but for
those who weae recently inaured employees far at least a certan
peaiod of time Theaefae in every cauntry, entitlement to unemploy-
ment benefits is based on the fulfillment of conditions rdating to the
damant's qudifying period of insured employment andor the
amount of earnings within a specified coveed period. In any case,
ud insured employment a eanings must have been fulfilled within
a prescribed base period o refgence peiod. Meeting such
requirements demonstreaes that the claimant has recently been apat
of the labar farce far a least an insured employment period within
a base period.

In Kareg, the clamant's insured employment period should be at
least twelve months aut of the 18- month base period preceding the
day of jab sparaion. Howeve, dter the finendal aisis in Novanbe
1997, the minimun insured employment period was tempaaily
amended from twelve months to six months, and the base period from
edhteen months to twelve months during the peiod from Mardh 1,
1998, to dune 30, 2000. This temporary relaxation of requirementsis
to hep the unanployed fram those enterprises maore recently covered
by the Employment Insurance Systan (EIS) to clam unemployment
benefits. Fom March 1, 1998, to June 30, 2000, the unemployed can
cdam unemployment bendfits if they satify an insured anployment
paiod of at least six months cut of the twelve-month base peiod
preceding the day of jdb separation.

The base period can be extended up to three yeas when the
cdaimant has not received sdaies and wages far mare than o equal
to 30 continuous days during the last 18 manths priar to jdb
Separation due to i) disease o inury, ii) workplace cloaure, iii) a
leave of absence due to pregnancy, dhildbirth o childcare, iv) service
droad at the enploye's adea, v) labar disoutes, vi) a leave of
ebsence faor taking care of a gpouse or dependants because of an
inury o disease, vii) a leave of absence far military savice, viii)
being digpatched to a workplace not covered by EIS, ix) a leave of
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ebsence fa manageial reasons, and x) unfar dignissal.

Those not covaed by EIS ae disgualified for unemployment
bendfits. Thaefore, employers the sdf-employed, and employees
who ae not covered by EIS cannot daim unenployment benefits

2.1.2. Registration As Job Seeker and the Feasible Period o JSA

An unamployed peson daming unemployment benefits must
register a the public enployment office as ajdo seeke right after
higher job seaaion and mug be recognized as a qualified unem-
ployed pason for unemployment ben€fits. If an unemployed person
does not register as ajdb seeker and does not clam unemployment
benefits, he/she cannot receive the benefits even if he/she is qualified
for unemployment benefits.

The daim for unemployment benefits shauld be requested within
ten months of the clamant'sjdb segaraion. The peaiod of ten manths
for daiming JSA is called a feasible peaiod far unemployment
benefits. The feasble period for unamnployment ben€fits is the period
within which a qualified unemployed person can claim and receive
higher unemployment benefits The feasible period far JSA is ten
months from the day of damant's unemployment. Theefore, if a
person daims higher JSA ater 9x manths from the day of the layoff,
for example, hdshe can receve highe unemployment benefits for
only four months even if hishe total duraion of benefits is longer
then four months. This is because the remaining feasble period for
higher benefits is four months when he/she claims the benefits.

EIS 9ecifies this feasible period fa unemployment bendfits to
encaurage the qualified unemployed peson to register a the public
enployment office as ajd seeker as oon as possible ater highe
jab sepaation, as wdl as to promote early reemployment through
assged jdb placement services from the public enployment office.

The feasible paiod can be extended up to three yeas (1) if the
cdaimant is not ale to wark fa mare than 30 days because of i)
pregnancy, ii) childbirth, iii) dildcare iv) illness ar inury of the
inaured individuad o highe ouse o immediate family manbers



. Unamployment Benefits 65

and (2) if the clamant has notified to the public employment office
of such a circumgance Maeove, the feasible peiod may be
extended far the numbe of days the clamant receives vocational
training mandated by the public employment office.

2.1.3. Willing and Able to Work

A clamant far the benefits shauld be willing, e&le and available to
wark. A clamant cannot be regaded as uch unless hdshe is readily
prepaed to acoept any offa of employment. A clamant mus dedare
tha hd she is willing, able, and avalable to wark when registering
with the public employment office as an unemployed pason andjob
seeke, every otha week.

The public employment offices make decisions on whehea a
cdaimant can be regarded as willing, ale, and avalable to wark. The
following are typical cases in which the clamant is regaded as not
being willing, &le and avalable to wark.

& When a daimant has quit higher jdb because of pregnancy,
childbirth, childcae, an ddely o disbled family membe,
household affairs, etc., and still fits one of these descriptions.

£ When a daimant does not want to became aregular warker, but
desires a pat-time, daly o temporay jdb, sdf - employment,
subsidiary ocaupaion, etc., which is deemed ingoprapriate o
unreasonable, a far whidch the clamant lacks expeience, without
good cause.

£ When a clamant rgects aiteble jdb offers and indsts on an
ovely specific ocaupation, employment term, and warking
conditions.

& When a clamant insists on ecific occupations and warking
conditions that are unavaléle consdeing local labor market
conditions.

¢ When a daimant cannot work due to senility, disease, injury,
childbirth o other mental o physcd conditions.

& When a clamant receives tanpaary disability benefits from the
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warkers' compensaion system.

¢ When a clamant cannot wark due to houséhold afairs, school
studies o other conditions.

¢ When a clamant does not gpear on the desgnated date for jadb
placement services or jodb quidance services a the public
employment offices without good cause

¢ When a damant has enteed an extended feasble peaiod for
unemployment benefits due to pregnancy, childbirth, childcare,
ifury a disease

2.1.4. Actively Seeking Work

A person daming unemployment benefits mugs show that he/she is
actively seeking wark. Claimants are expected, every other week, to
give a report of their reasoneble active job sarch effarts. What are
consdeaed reasnable efforts far seeking wark will vary considering
the previous ocaupation, skills and knowledge of the clamant. Rublic
employment offices will help daimants in ther active jab search
efats by providing job-gpening informaion, jdo quidance and
caunsding savices A clamant is considered to be inactively seeking
wak if hdshe has neve responded to jdb offers and neve accepted
jdb placement or jdb counsding services of the public anployment
office.

2.1.5. Restrictions on JSA

A clamant shauld not be redricted fram unanployment ben€fits
because of reasons sudh as voluntay unemployment withaut good
cause, dischage for serious misconduct, refusd of a witeble job
offe, training ader o jdb placement svices, and receipt of other
types of income.
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1) Dischargefor Serious Misconduct

A daimant who log hishe jdb owing to sericus misconduct on the
jdb is digqualified from uneamployment benefits The reason for
discharge should be related to the daimant's wark situation rather
than persond life, and the actions should have been willful and
ddibeate rathe then accidental o unintentional.

The following ae typicd cases in which the damant is
disgualified fram unemployment benefits due to j db loss reaulting
from misconduct.

¢ The daimant was in violaion of the Criminad Law or work -
related laws, o hdshe was discharged due to imprisonment ar as
more sevae punishment for illegal labar disputes.

¢ The damant was dischaged owing to willful dedruction of
campany facilities or equipment.
& A cdamaent was disthaged for apraoriating, pocketing or
embezzling public money for hisher own use, a malfeasance
¢ A peasonnd management or accounting head was discharged
owing to financid damages suffeaed by the company because of
fdse documents.

& A damant was discharged because hdshe infamed rivas of
canpany saets causing it to sustan consdaable danages.

¢ A damant was distchaged because hdshe accepted a bribe and
deliberately accepted defective goods, causng a failure in the
campany's production.

¢ A damant was dischaged for stealing o misgppraopriating
campany materials ar products.

2) Voluntary Leave Without Good Cause

A clamant who voluntarily leaves hishe jdb without good cause
is disgudified from unemployment ben€fits. *Good cause™ implies the
resson far quitting was rdated to hedth conditions, working
conditions  employment tams the manageial situation of the
company o othe similar circumstances.
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The following are typicd cases in which the clamant has good
cause for voluntarily leaving a position and do not constitute reason
for disqualification fran unemployment benefits.

¢ Actual wages and haurs of wark had deteriarated by 20 percent
o greater, withaut good cause, a because warking conditi ons had
considerably worsened without good cause.

& Hddhe auffaged disarimination from colleagues o management for
reasons of rdigion, gender, gopeaance, eic.

¢ Sexual harassnent from higher boss o colleagues

£ Hddhe received less than 70 pecent of wages ar sdaries for two
consecutive months o longer.

¢ Higha wakplace had been temporarily dosed for five days o
longa in amaonth, o patially closed far 40 hours o longer per
month during the lag three conseautive months.

¢ Vvdid feas of bankruptcy, business dosire, o massive layoffs

¢ The warkplace moved to another locetion, and the daily commute
to work became extrandy difficult degpite measures by the
employe to ease the commute. A round trip commuting time of
four haurs o longe is considered extrandy diffiault.

& Hddhe has to live away fram a spouse or dependants after highe
warkplace moved.

¢ A clamant volunteered to leave hishe jdb at the anploye's
request for such voluntegs.

& Hédhe could not adgpt to new technology o new machinery a
the workplace.

% |t becane too diffiault to pafam highe job for physcd reasons,
such as a lack of physical strength, disability, disease, ifury o
dedine in eyesght o hearing ability.

& To look ater higher young diildren o sick dependents, o
because heshe moved to a place condituting an extensive
canmute to the warkplace.

¢ An anploye asked him/hea to produce o sdl illegal goods and
savices.

& Hidher leave of ébsence withaut any payment due to managerid
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reasons lasted for two months or more

3) Réuwsal d a Suitable Job Cifer or Job Placement Services

If a claimant has without good cause refused to gply far suiteble
employment o refused j ob placement savices offered by the public
anployment office, hdshe is to be sugpended from receiving
unemployment benefits for two weeks. In this case, the daimant's
totd duration of unemployment benefits is not affected.

Good cause for refusng employment is closdy relaed to thejdb's
alitebility because the ciraumstances that make particula anployment
unsuiteble for a clamant automatically give himhe good cause far
refusing it.

The following are typicd examples of when employment offered is
regarded as unauitable far a daimant. Hence there is good cause to
refuse the job offa, and the damant may continue to receive
unemployment benefits.

¢ When the offered employment is not gopropricte with regect to
the cdaimant's ills, knowledge, age, hedth, etc.

¢ When a daimant has to move higher resdence to accept the
offered employment, and he/he is not ale to do <.

& When the proposed wage or sday of the offered employment is
much less favarable than what the daimant might reasonably have
expected to dbtain. When the wage or salay of the offered
employment is i) inferiar by 20 pacent o greater campaed to
similar employment in the same region, occupation, and skill level,
a i) inferiar to the unemployment benefits the clamant would
receive, the daimant is consdeaed to have good cause to refuse
the offaed employment.

¢ When the working conditions in the offaed anployment violae
ldbar rdated laws sudh as the Labar Standard Act.

& When the employer in the offered employment has unpaid wages
and has not cleered overdue wages.

& When the production a sales of the goods and services of the
offered employment is illegd or not in good public interest.
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& When a clamant has prospective employment that will be
substantial o equivdent to the employment offaed and lost by
accepting the offe.

4) Réusal d Quitable Training Order

If a clamant has without good cause refused or faled to avail
himself of a reasoneble gppartunity to receive vocational training
siggeded by the public enployment office, unanployment ben€fits
ae ugpended for four weeks. In this case, the clamant's total
duration of unemployment benefits is not afected.

All vocational training prograns ardered by the public anployment
office ae intended to enhance the skill level of the clamant and
pramote normal reamployment as soon as possble Refusd of such
a franing ode without good cause may cas daubt on higher
willingness to wak and availability far work. There is a dose
relaionship beween good cause far refusng traning and the
alitebility of the suggeded traning program, howeve, because the
draumstances which make paticular training unaiiteble far a
cdaimant automaticdly give himhe good cause for refusing it.

The following are some legitimate reasons far refusing a training
ader.

¢ When the suggested training progran is not gppropriae for the
clamant consideing highea talents skill levd, etc.

& When it is very difficult for the clamant to move resdence in
arder to receive the suggested vocaiond training because thee is
no lodging facilities in the training institute, it is difficult to rent
a hause near the traning institute, or because hdshe has to live
sgpaaely fran family members who require hisher care.

5) Receipt d Other Types d Income

The clamant must repat dl earnings to the public employment
office while he/she receives unemployment benefits. Such eanings
indude compensaion from assisting othe's' work o any sort of side
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jado or pat-timejob that canot be considered regula employment.
Pat-timejdosnot considered regula enployment means warking less
than 18 hours pe week a 80 haurs per manth.

Depending on the anount of these eanings, the amount of higher
JSA can bereduced. If the sum of the daimant's daily eamings from
hisher wak during the unemployment benefit period plus the daily
amount of JSA is geae than 80 pacent of the avaage wage rae
of the last three months immediaely preceding highe layoff, the
cdaimant's daily JSA is reduced by that amount exceeded. If the um
of the daily earnings from hisher wark during the unemployment
bendfit peiod and daily anount of JSA is not geater than 80 percent
of the average wage rate of the lagz three months immediatdy
preceding the layoff, the clamant's daily JSA is not reduced.

Mareover, if a daimant has received 100 million won o more as
a severance payment o leaving alowance from higher fame
anployer, higher unanployment benefits are postponed far three
months.

If a clamant receives pension by the Nationd Pension Act, hishe
daly amaunt of the penson is deducted fram higher daly JSA.

2.2. Waiting Period

The firsd two weeks of unemployment ae considaed a waiting
peiod, and JSA is not pad even to qudified clamants.

Therationale far imposing a waiting peiod is as follows (Yoo and
Lee, 1996). Fird, shart-tam unemployment will not gavdy afect
ane's living conditions even without unemployment benefits. Second,
thee is anead to investigate the statements of the cdlaimants in orde
to detemine whether the clamant is eligble far unemployment
benefits o not. Third, there is a need to reduce the frequency of
quitting by instituting a waiting period. Fourth, the initid stege of
unemployment is often used to rest and identify employment
goportunities and thus does not warant protection under EIS.



72 The Employment Insrrance Sysen in Kaea

2.3. Amount of JSA

Under Korea's EIS, the amount of JSA is based on the individud
cdaimant's previous wage rae rathe than a flat anount payable to all
daimants. The amount of JSA is 50 pecent of the daimant's
average wagerate during the last three months immediately preceding
the layoff.

The daly amount of JSA is aubject to a ceiling and a bottam. If
the daily JSA cdculated by the clamant'sprevious ave age wagerate
during the last three months immediatdy preceding the layoff is
geata than 30,000 won, the cgp an the dally JSA is set at 30,000
waon. If the dally JSA cdculated by the daimant's previcus average
wage rate during the last three months immediately preceding the
layoff is less than 70 pacent of the minimum daly wage rate at the
time of the layoff, 70 percent of the minimum daly wage rae
becomes the bottom of the daily JSA.

The ceiling of the daily JSA was 35,000 won until June 30, 1999.
As the avarage wage of Karean worke's deaeased in 1998 and in
1999 due to the financid aisis of Karea however, the ceiling of the
daly JSA was reduced to 30,000 won from July 1, 1999.

JSA is pad to digible daimants evay two weeks far the numbe
of unanployed days Hence, even when a daimant registe's at the
public enployment office immediatdy following highe layoff, the
first payment is made only a the end of four weeks fram the
registered day, taking into accaunt the two - week waiting period and
two-week benefit intervd.

2.4. JSA Duration

The duraion of unemployment benefits in some countries is
unifaom fo dl digible clamants regardless of ther duraion of
coveed employment befare the layoff. On the otha hand, in othe
cauntries, the duration of unemployment benefits varies dgpending an
the duraion of the individual daimant’'s covered employment or age
of the claimant.
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Therationale far unifom duration is that the risk shauld be shaed
by dl covaed warkers in social insurance. Theraionde for diffaent
durations of unemployment benefits dgpending on the extent of the
previous covered employment or age of clamants is that a dgnificant
numbe of qudified clamants with limited pags employment is not
regulaly atadhed to the labar maket and may not genuindy want to
wak dl the time Also, it is mare diffiault to find new employment
& clamants become oldea, while young clamants wauld be
encouraged to engage in ective job search activities (Blaugen and
Qraig, 1977).

In Kaea's EIS, the duration of JSA vaies dgpending on the
insured employment period and the age of the damant, ranging
between a minimum of 60 days and a maximum of 210 days as
down in Table 5.1.

Since Karea's EIS was implemented on luly 1, 1995, the insured
anployment peiod of each covered employee cannot exceed five
years until June 30, 2000. Thus the actual duration of JSA is 60 150
days until June 30, 2000, depending on the insured anployment
paiod and the age of the daimant.

Table 5.1. Duration of JSA

Insured Employment Period

Less than .3 s | 85 weE 510 10 yeas
1 year yexs | a mae

Less than 30 | 60 days | 60 days | 90 days | 120 days| 150 days

Age 30-50 60 days | 90 days | 120 days | 150 days| 180 days

50 o older and

dissbled 90 days | 120 days | 150 days | 180 days| 210 days

2.5. Extended Ben€fits

JSA is pad to eligible daimants up to 60 to 210 days &ter the
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two-week wating period within the ten-month feasible period.
However, when a clamant receives vocaional training by the orde
of the public employment office (Training Extended Ben€fits), when
the public employment office recognizes that it is extremely difficult
for a daimant to be reemployed in a hart peiod of time (Individud
Extended Benefits), or when the unemployment rate is very high
(Specid Extended Benefits), the duration of JSA can be extended.

25.1. Training Extended Bendits

When a clamant receives vocaional training by the arder of the
public employment office, the duration of JSA can be extended up to
60 days far the training waiting peaiod and two years far the training
peiod. If a clamant undegoes vocationd training on his own,
howeve, he cannot receive the Traning Extended Benefits because
he did not receive atraning orde fram the public enployment office.

The daily anaunt of the Training Extended Benefits is the sane as
the JSA, while othe extended ben€fits ae 70 percent of JSA.

The purpose of the Training Extended Benefits is to asdd in
reamployment in steble occupaions throaugh vocational training that is
not a burden to the liveihood of the unemployed.

2.5.2. Individual Extended Bendits

When the public employment office recognizes tha it is extremely
diffiault far a claimant to be re-employed in a shat paiod of time,
and the daimant has diffiaulties in maintaining highe livelihood, the
duration of JSA can be extended up to 60 days.

The daly anount of Individua Extended Benefits is 70 percent of
JSA. If the daily anaunt of the Individud Extended Benefits is less
than 70 pecent of the daily minimum wage rate, howeve, the daily
amount of the Individuad Extended Benefits will be 70 pacent of the
daly minimum wage rate.

In order to receive the Individual Extended Benefits, the damant
must satisfy all of the following conditions
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(1) Hdshe taminaed employment in one of the ocaupations o
regions designated by the Minister of Lébor for its saious
lebor market conditions

(2) A clamant remans unanployed until the last day of JSA even
though he/she received jab placement savices from the public
employment office three times o mare,

(3 A claimant has a dependant o dependants aged 18 yeas or
yaunge, o aged 65 o ove.

(4 A damant's dally wage rae befare unemployment was not
mare than 35,000 wan.

(5) A clamant who could not téke o is not teking vocationd
training.

25.3. Yecia Extended Bendits

The Secid Extended Benefits progran is applied to dl digible
cdaimants only when the Minister of Laba dedares the program to
be active because lébor conditions nationwide have warsaned. A
peiod fa Fecial Extended Benefits is announced if at least one of
the following conditions is satisfied during the last three months.

(1) Theratio of JSA recipients to insured employees is greaer than

3.0 pecent.

(2 The raio of JSA damants for the first time to insured

employees is geata than 1.0 peacent.

(3 The unemployment rate is geater than 6.0 pacent.

Once the Ministee of Laba announces a peiod fa Sedal
Extended Bendfits, the duration of JSA for all clamants is extended
for 60 days during the ecified peiod.

The daily amount of the Secial Extended Benefits is 70 pacent of
JSA. If the daily anaunt of the Special Extended Benefits is less than
70 pecent of the daily minimum wage rate, however, the daly
amount of the Special Extended Benefits will be 70 pacent of the
dally minimum wage rate.

The Special Extended Bendfits progran was introduced in 1998
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when the finandal aisis hit the Karean labar maket. The period for
the Special Extended Bendfits was set for duly 15, 1998, to Jauay
14, 1999, for the first time, and it was extended to December 31,
1999.

2.6. Sickness Benefits

In arder to qudify far JSA, a clamant mud be able to and willing
to wak. Thaefae if a daimant canot wak because of infjury,
sckness o childbirth, the clamant is not eligible for JSA because
hdshe is not ale to work. The livdihood of the unemployed would
be threaened if the daimant could not receive JSA due to inury,
sckness or dhildbirth. Thus EIS has a Sickness Bendfits progan to
cova those unable to receive JSA.

In arder toreceve Sickness Benefits, the clamant must satisfy both
of the following conditions.

(D A clamant isnot ale to work for seven days o longe due
to injury, sickness o childbirth after regigering at the public
employment office as an unemployed person.

(2) A clamant has not been suspended from JSA for rg ecting j ob
placement savices, jdb guidance savices or a vocational
traning orde by the public employment office.

The daly anaunt of Sickness Bendfits is equivalent to JSA. Since
the Sickness Bendfits program is a subgitute far JSA, it is limited to
the numbe of days fa which JSA is not pad.

3. Employment Promotion Benefits

Unemployment benefits have the primary purpose of assiging those
involuntarily laid-off. If clamants do not actively seach for wark,
they ae unlikdy to attan early reemployment and econamic stability.
Thus, in ader to minimize abuse of unemployment benefits and
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pramote jadb search effats, Karea's EIS has Employment Rromotion
Benefits They are camposed of the Ealy Reemployment Allowance,
Vocational Training Promotion Allowance, Nationwide Job-seeking
Allowance and Moving Allowance.

3.1 Early Reemployment Allowvance

The Ealy Reamployment Allowance (ERA) is an incentive pay
dructure, aeaed to minimize a individud's duraion of
unemployment and encaurage eedy reemployment a a steble wark
place. It is awaded when the recipient of JSA dbtains dable
reemployment befare hdshe reaches the hdf - way point of the tota
ben€fit period.

In orde to receive ERA, clamantsmust sdtisfy all of the following
requirements.

(1) Cdculated as of the day befare a daimant stats at the new
workplace, the number of highe remaning days of JSA mug
exceed one half of highea total benefit period. The ramaning
days of JSA refer to the days of the total benefit peaiod
subtracted by the numbe of days a claimant has received JSA
and Sickness Bendfits.

(2) The new employment must be deemed steble and guaranteed
far more than one yea.

(3) The new employment mug not be with the previaus employer
a anye closdy relaed to the previous enployer.

(4 The new employment must not have been offeed priar to a
cdaimant's resignation a the previous warkplace.

(5 The clamant must not have received ERA in two yeas priar
to the fird day of new employment.

The amaunt of ERA is one half of the daimant's remaning JSA.
If the recipient of ERA is laid-off within the feasble peiod, he/she
may receive JSA far the numbe of days remaining after subtracting
the peiod of JSA hdshe has recaeved and the converted partion of
ERA from the total benefits peiod. The conveted partion of ERA is
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calaulaed by the paid amaunt of ERA divided by the JSA rate.

There is a subsidy for job placement agents who have contributed
to datening the unemployment period of claments of JSA by
fadlitating early reemployment through ective vocational counsding
and jadb placanent services

3.2. Vocational Training Promotion Allowance

The Vocational Traning Fromotion Allowance (VTPA) isa supple
ment to JSA, indituted to fadlitate vocational training of qudifying
unemployed warkers as reconmended by the public employment
office.

The training must takeplace within the unemployment ben€fits
paiod. The days of dsence and JSA sugpensan ae subtracted from
the duration of VTPA. The Minister of Lébor detemines the level of
VTPA based an the expenses that the traning necessitaes ud as
trangportation and meal cods. For the 1999 fiscd year, VTPA is st
a 5,000 won per day.

3.3. Nationwide Job-seeking Allovance

The Naionwide Jdb-seeking Allowance (NJSA) is dedgned to
a9 g extensive jab search effarts of qudifying individuals by sub-
ddizing rangpartation and lodging cods. The search must be initiated
a the recommendation of the public employment office, and
daimants must satisfy all of the following eligibility requirenents

(1) The jdb-seeking activities must commence a the recommend-

aion of the public employment office.

(2) The waiting period far JSA must have expired priar to the

nationwide jdb sead.

(3) The progpective enployer ethe has no intention of financing

the charges incurred, ar pays an amaunt less than the total cod.

(4) The distance between the induredj ob-seeke 's residence and the

progpective employe's busness locaion must exceed 50 kilo-
mete's.
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The allowance comprises dharges for trangartaion via ralroad,
automadbile and <hip, as well as lodging chages. If the progective
anployer finances the cost, the inured jab seeker must repart any
auch eanings and receives an dlowance equivalent to the amount not
covaed by the progpective employer.

3.4. Moving Allowance

The Moving Allowance subddizes the moving cods incurred
during reocation for new employment o vocational traning. To
receive the Moving Allowance, i) the peaiod of employment mug
exceed one yea, ii) the waiting period must have expired priar to
reanployment ar vocational training, and iii) the public employment
office gproved the necessity to move

The anaunt of dlowance is equivdent to moving subsidies for
government officids. The qualifying gpplicant must repat any
subsidy or rembursement fram the prospective employer, and in such
cases hdshe recaves an allowance equivalent to the difference.

4. Unemployment Benefits Payment

Until 1997, the number of recipients and amount of unemployment
benefits were relaively small because of the low unemployment rate.
The rate of unemployment was 2.6 pecent in 1997, but it soared to
6.8 pacent in 1998 with the financial crisis in November 1997 and
the drastic restructuring of the Korean econamy in 1998. Due to the
high unemployment in 1998, the totd expenditure far unemployment
benefits was sharply inaeased in 1998: from 49 billion won in the
second half of 1997 to 271 billion wan in the firg half of 1998, and
522 billion won in the second half of 1998 (see Table 5.2.). JSA
comprised aaut 98 pecent of the expenditure for unanployment
benefits. Together with soaring unemployment, implementation of
Secia Expended Benefits fram duly 15, 1998, contributed to a hap
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inaease in expenditure far unemployment benefits in the second haf
of 1998.

The numbea of redpients of unemployment benefits dso haply
inaeased in 1998. The totd numbea of recipients of unemployment
benefits inaeased fram 30,273 in the secand half of 1997 to 197,299
in the first haf of 1998 end 236,900 in the second hdf of 1998 (see
Teéble 5.2). The monthly avaage number of recipients of
unemployment benefits was inaeased from 12,553 in the second haf
of 1997 to 73,818 in the first half of 1998, and 152,976 in the second
hdf of 1998. So the proportion of monthly recipients of unemploy-
ment ben€fits out of the total unemployed inaeased fram 2.4 percent
in the second half of 1997 to 5.5 percent in the first haf of 1998,
and 9.6 percent in the second hadf of 1998.

Even in the second half of 1998, only about ten pecent of the
unemployed receved unemployment benefits & any point in time,

Table 5.2. Payment of Unemployment Benefits

(in million won, persons, %)

1997 1998

First | Second | First | Second
Half Half Half Half

1 Amount of Benefits 30,036 | 48,696 | 270,867 [ 522,080
1) Jdb-seeking Allowance 28,676 | 47,267 [264,478|512,361
2) Employment Pramotian Allowancel 1,260 | 1317 | 6,071 | 9,043
3) Sickness Benefits 100 112 318 676

2. Number of Recipients
1) Total Numbe of Recipients 20,039 | 30,273 | 197,299 236,900
2) Monthly Average of Recipients | 7,961 | 12,553 | 73,818 | 152,976

3) Propartion of Manthly Recipients
Qut of the Total Covered 0.2 0.3 17 3.2
Employees

4) Ropation of Manthly Recipients
Qut of the Unemployed

Source : Minisry of Labor.

13 24 55 9.6
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which was a rdatively low rae compared to othe countries The
mga reans for uch a small prgoortion of the unemployed
receiving unenployment bendfits ae :
(1) Korea's EIS does not gant unemployment benefits to those
who quit their jdb voluntarily without good reason.
(2) Mare than hdf of those covered employees who left ther jdbs
quit volunterily.
(3) The duration of unemployment benefits isrelaivedy sart in the
Karea's EIS.
(4) There are still many employees not covered by EIS in Karea

In most cauntries, even those who quit ther jobs withaut good
resson ae entitled to unanployment benefits dter a ceatain
restriction peiod has passed. In Kaea's EIS, however, those who
quit their j dos voluntaily without good cause ae not entitled to
unemployment benefits. As shown in Table 5.3, 57.5 pacent of those
who left their j dos during the period of July 1 to December 31, 1998,
in Korea quit voluntarily. So more than half of those employees in
covaed etaprisess who quit are not entitted to unanployment
benefits because of the reason far job sparation. The proportion of

Table 53. Reasons for Job Separation of Covered Employees
(Julyl, 1998 December 31, 1998

(in thousands %)

Reasons for Job Separation Nuprzggeof Composition

Total 753 100.0
Voluntary Leaves 433 575
Retiranent, Temination of Employment

Contract 25 33
Layoff 178 237
Business Closing, Bankruptcy a7 6.2
Others 70 9.3

Source : Employment Research Center, Enployment Insurance Review,
Korea Labor Institute Spring 1999.
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those who quit due to layoffs, busness closure and bankruptcy,
retirement, and termination of an employment contract, which ae
typicd cases qualifying for unemployment benefits, is only 33.2
pacent.

As mentioned &ove, the duraion of JSA is from 60 days to 210
days depending on the insured employment peiod and the age of an
goplicant. Since Korea's EIS was implanented from July 1, 1995,
howeve, the insured employment peiod of each claimant cannot
exceed five years until une 30, 2000. Thus the actual maximum
duration of JSA is 60 150 days until June 30, 2000, dgoending an
the insured employment period and the age of the daimant. When
conddeaing the 60 days Secid Extended Benefits implemented
from July 15, 1998, to Decembe 31, 1999, the actual maximum
duration of JSA is 120 210 days during tha period. Teble 5.4.
dows the average duration of JSA is only 98 days in 1998, which
is rdatively short compaed to mog othe countries. The avaage
duration of JSA from July 1, 1997, to June 30, 1998, was 74.6 days
(Employment Reseach Centa, Employment Insurance Review, Fall
1998, p.73, Korea Lebar Institute). Although the average duraion of
JSA is increasing with the introduction of the Special Extended
Benefits and high unemployment rate since 1998, the actual benefits
peiod is rdatively shat in Korea and partly contributes to the low
proportion of recipients of unemployment benefits.

Althaugh dl enteprises are covered by EIS fran Octdbea 1, 1998,
thae ae still many of employees who are exduded from EIS. As of
December 1998, the total number of employees in Korea was 12.2
million, and the numbe of insured employees was 5.3 million, which
is 43.2 percent of totd employees. Mare than half of an employees
ae dill exduded fram EIS, and most of them are temparay worke's,
pat - time anployees, government and private school enployees The
low propartion of covered employees is dso contributing to the low
proportion of recipients of unemployment benefits in Karea

Fo those who finished receving ther JSA in 1998, the average
anount of JSA pe recipient was 2.3 million won far 98.1 days,
which caresponds to 24 thousand won pe day (see Table 5.4.).
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Table 5.4. Average Amount and Duration of JSA (1999

(in thousand won, days)

Average . Avea
Amount ?)?. JSA :;Zigteo??;x Duratic?nge of
pe Recipient JSA
Average 2,278 24 98.1
Below 30 1410 21 73.9
Age of 30 39 2,563 27 99.7
Recipients 40 49 2,450 26 100.0
50 or Over 2,826 23 126.0

Saurce : Employment Research Center, Analysis & Enployment | nsurance,
Korea Labor Ingtitute, Soring 1999.
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. Financing

1. Financing Principle

Insured warkers get unemployment benefits when they are lad-off,
but employers ae usually reponsible when their warkers become
unemployed. So the inaurance costs faor Unemployment Benefits ae
financed by equd contributions from both covered employees and
anployers.

Employers get direct benefits from the Employment Stebilization
Progan and Jab Skill Develogpment Program. Theaefare, enployas
ae reposible for financing the cogs of both the Employment
Stabilization Progan and Job Skill Devdopment Program, and pay
the entire cost of both progams

The government is responsible far kegping a sound employment
stuaion and deveoping EIS. So the government finences the
administrative costs of EIS.



. Financing 85

2. Contribution Rate

Each program in Karea's EIS has its own rate of contribution. The
aum of contribution rates in each progran cannot exceed 3.0 percent
of the totd payroll. The contribution rate of each progam is
determined within the limit of contributions considering the financial
stuaion of the Employment Insurance Fund and the progpects of
economic and lébor maket situations.

When Karea introduced EIS on duly 1, 1995, the contribution rate
for the Unamployment Benefits was 0.6 percent (0.3 pacent from
anployees and 0.3 percent fran employas) of the total payroll, that
for the Employment Stabilization Progam was 0.2 pacent, and the
Job Skill Devdlopment Program has a differentiated rate based on the
gze of the firm between 0.1 percent and 0.5 pacent.

However, the financial aisis of Karea in Novemba 1997 resulted

Table 6.1. Contribution Rate of Each Program

(in pecent aut of totd payroll)

duly 1, 1995 - January 1, 1999 -
Decembe 31, 1998 P esent
anployees|employers| enployees| employers
Unemployment Benefits 0.3 0.3 0.5 0.5
Employment Stebilization i 02 i 03
Program
less then 150 i 01 i 01
employees
150 a more
Job skl |, Gmployees - 0.3 - 03
(priority firms)
Development 150-999
Progam employees - 05 - 05
(lage firms)
1,000 a more| i 05 i 0.7
employees
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in a high unemployment rate and shap inaease in expenditures far
unemployment benefits and active labar maket programs. So Karea
inaeased the contribution rate of each program from January 1, 1999.
As of 1999, the cantribution rate far the Unemployment Ben€fits is
10 pecent (0.5 pecent fran employees and 05 percent from
enployers), that for the Employment Stebilization Rogan is 0.3
peacent. The contribution rate far the Job Skill Development Program
is between 0.1 pecent and 0.7 pacent of the total payroll dgpending
on the size of the firm, as shown in Table 6.1

3. Employment Insurance Fund

In order to manage a sound HS, al of the contributions for EIS
ae depogted into the Employment Insurance Fund (EIF), which is a
gecid accaunt in the Bank of Karea EIF ismanaged by the Minister
of Labar. EIF has a spaae accaunt far each progran of EIS: an
account far the Employment Stabilization Program, an account for the
Job Skill Develgoment Program, and an account for Unemployment
Benefits

Compaed to other contingencies of the social insurance progams,
unemployment is subject to much geae uncetainty. Economic
draumstances can change quickly, severely and often unpredictably in
many respects, theeby producing sharp fluctuaions in the leve of
unemployment and, in turn, in the financd dtuaion of EIF.
Thaefare EIF should have a sufficient resave fund in arder to pay
unemployment benefits and implenent active labar market programs
in the event of a sriaus econamic downturn and high unemployment
rate.

A mga difficulty in managing areserve fund is to maintan it a
an optimum level - not so high as to require unnecessxily high
contribution rates, yet not S0 low as to risk depletion of the fund and
default on benefit liabilities.

In 1998, the totd revenue of EIF was 1369 frillion won, and the
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totd expenditure was 1191 trillion won, requlting in a surplus of 179
billion won (see Table 6.2.) even during ve'y high unemployment.
The account far Unemployment Benefits, however, showed a deficit
of two billion won.

As of Jauay 1, 1999, the total amount of the EIF reserve was
goproximaely two trillion won. Howeve, sevad factas led to an
inocease in contribution rates. Firs, the unemployment rae was
expected to be the highest in the fird quater of 1999, and ard atively
high unemployment rate may continue for a cauple of years even
with Korea's successully overcaming the financid aisis. Second, the
Kaean government planned to implement more ective lébor maket
policies usng the employment insurance mechaniam fran 1999,
Third, those who were newly coveed by EIS from Octdber 1, 1998,
becane eligible far unemployment benefits from April 1, 1999.
Faurth, the unemployment spell was rapidly inaeasing in 1998, and
the maximum duration of JSA will be extended by 30 days stating
on July 1, 2000. (see Téble 5.1). Considering these factors, the
Karean govenment decided to increase the contribution rates of EIS
from Jenuary 1, 1999, even though the finandal situation of EIF was
quite sound.

Table 6.2. Revenue and Expenditure of the Employment
Insurance Fund (1998

(in million waon)

E dit
Revenue(A) | P Ay @)
(B)

Total 1,369,465 1,190,709 178,756
Employment Stabilization 271975 111,031 160,944
Program
Job Skill Development 290,553 270,768 19,785
Program
Unemployment Benefits 806,937 808,910 1,973

Saurce : Employment Research Center, Analysis d Enployment Insurance,
Korea Labor Institute, Soring 1999.
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. Administration

1. Administrative Agencies

The programs of Karea's EIS ae closely rdated with the employ-
ment policies of the government. Hence, the Minista of Labor is in
chage of carying oaut the proggams in EIS. The Bureau of
Employment Policy in the Minisry of Labar is in charge of EIS
gneal palicy and supevision of implementaion of the Employment
Insurance prograns.

When Karea introduced EIS in July of 1999, 46 locd labar offices
were in chage of carying out the Employment Insurance prog ams.
With the expansion of coverage and rgpid increae in the
unemployment rate after the financid crisisin November 1997, Karea
began to set up Employment Stabilization Cente's from 1998 and
Manpowea Banks from 1996 indead of expanding the locd labor
offices. The Employment Stabilization Centers are special branches of
the locd l&bor offices far implementing the Employment Insurance
progams. The Manpowa Banks ae in chage of jdb placanent
srvices only. Both the Employment Stabilization Centers and the
Manpowea Banks are unique in the sense tha they ae basicdly
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goerated by non-govenment personnel on a contrect bags, and therr
saies are detamined by individud perfamance even though they
ae government organi zations.

Since the pafamance of Employment Stabilization Cente's has
been much better then that of the local labar offices in the implanen-
tation of Employment Insurance programs, the Korean government is
spaating savices for EIS fran the local lebar offices and
gecidizing in Employment Stabilization Centa's as the care public
enployment offices. As of June 30, 1999, thae were 124 public
employment offices: 104 Employment Stabilization Centers and 20
Manpowe Banks. Anothe 16 Employment Stebilization Centers have
been scheduled to gpen by the end of 1999.

Infaomation on the labor market, insured employees, coveed
enployers, and recipients of unemployment benefits ae collected and
distributed by the Central Employment Infamation Office in the
Ministry of Lébar.

The local labar offices ae also in charge of collecting EIS
premiums, part of which is entrusted to the locd offices of the Korea
Welfae Corparaion far Employees. This arganizaion gperaes the
Worke's' Compensation Progran in Korea.

In orde to collect contributions from small enterprises effectively,
Karea introduced the Employment Insurance Management Associa
tion (EIMA), which has the legd authority to collect premiums for
the Employment Insurance programs from enteprises with less than
100 employees, instead of the Minister of Labar. An assodation of
enployers a anployees and a coopeative body on labar, tax and
accounting may became an EIMA by dbtaining gproval from the
Minister of Labar. EIMA receives gants from the Ministe of Labar
based an its perfamance

2. Appeal Process

Anybody who disagrees with the decisions of the public employ-
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bent offices on unemployment benefits and other rdated issues may
gpeal to the public enployment office within 90 days of the
anauncement of the decision. The public employment office that
receives the goped shauld snd it to ajudge in the regiond leba
office within five days of the goped. In each regional labar office,
thee is ajudge to exanine the decisions of the public employment
offices on Employment Inauranne. Thejudge reviews the gppeal and
makes a decision within 30 days after receiving the gpeal, and
notifies to both the denurrant and the public employment office
which made the arigind decision. The public employment office must
follow the decision of thejudge.

If the demurrant still disagrees with the decision of thejudge in the
regiond laba office hdshe may re-gpeal to the Employment
Insurance Appeal Cammittee within 90 days of the decision of the
judge in the regional labar office. The Cammittee should review the
caxe and make a decison within 50 days of the second gopesl. If the
demurrant disagrees with the decision of the Cammittee, he'she may
file a suit with the court.

The numba of gopeds and second gopeals is inaeadng evay yea :
there wae 65 cases in 1996, 176 cases in 1997, and 829 cases in
1998.
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