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Globalization and Industrial Relations
In Korea

Lee Byoung-Hoon

Abstract

The impact of globalization on industrial relations can be understood
as the combination of two sets of interrelated factors: the contextual
factors that effect the national economy and industrial relations on a
national level, and the factors of government policies formed in a glob-
alizing context for enhancing the competitiveness of the national econo-
my. Globalization has changed Korean industrial relations in the
1990s, to a certain extent. At the national level, a social dialogue sys-
tem of tripartite policy consultation has been implemented as a means
to deal with the challenges of globalization. Enterprise-level industrial
relations have shifted from wage-focused and labor-offensive relations
to employment-focused and labor-defensive relations, and this has been
accompanied by an increase in labor-management confrontations and
the organizational reconfiguring. Moreover, the recent years of global-
ization have witnessed the growing presence of not only the marginal
workforce but also foreign-invested companies, both of which have cre-
ated new battlegrounds in Korean industrial relations. It is concluded
that Korean industrial relations, confronted with the ever-growing chal-
lenges of globalization, have entered into an era of uncertainty.
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Introduction

“Globalization” is now a buzzword frequently used by academics
and policy-makers to depict the epoch-making transformation of
human life that is occurring in nearly every social dimension: eco-
nomic, political, cultural, and technological. Despite the ongoing
debate! regarding the definition of globalization, its causal mecha-
nism and consequences, it is undeniable that globalization has re-
shaped the way people everywhere live, work and do business.

Against this backdrop, globalization has been the subject matter
of intense contention in Korea among organized labor, business cir-
cles, and the government. Labor unions are adamantly critical of con-
temporary globalization, presuming that it is stirring the “forces of
evil” that victimize workers by imposing neoliberal economic restruc-
turing and the “race to the bottom.” The other parties—the govern-
ment and business groups—view globalization not only in the given
context of inevitable worldwide economic integration, but also as
imperative to economic reforms to enhance national competitiveness
in global markets, which grow ever more competitive. Over the last
decade, while giving rise to ideological debates among concerned
parties, globalization, combined with social democratization and eco-
nomic reforms, has exerted a significant influence on the transforma-
tion of national industrial relations.

This paper aims to explore what impact globalization has had on
Korean industrial relations and how industrial relations were, in turn,
transformed during the 1990s. The next section discusses how the

1 According to Held et a. (199, 2-10), it is possible to distinguish three broad
schod's in conceptualizing g obalization hyperg dbalizers, skeptics, and transfor -
nationalists. For the hyperglobalizers, contenporary globalization is beconing
incressingy sugject to the dscipines of the gaod narketplace. In cotrast, the
skeptics naintain that gobalization is essentialy a nyth that exaggerates vorld-
W de soci oeconomic integration in that national governnents renain powerful . For
the transfornationalists, gobaization is historically unprecedented, so nuch so
that states and societies across the gl obe are experiencing a profound change
toward a nore i nterconnected but highly uncertain vorl d.
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globalizing context and government policy evolved under the “civil
government,” led by President Kim Young-sam, and the “people’s
government,” led by President Kim Dae-jung. Section 3 delineates the
changes in industrial relations in Korea during the era of globalization
(and economic crisis). The concluding section addresses the causal
relationship between globalization and industrial relations in Korea.

The Dual Face of Globalization:
Environmental Pressure and Government Policy

Globalization has a twofold effect on industrial relations in Korea,
both on the structural context of socioeconomic integration and on
the government’s policy agenda.2 On the one hand, globalization,
which is a key contextual factor in influencing industrial relations in
any country (including Korea), has been pushed forward by the new
order of international free trade, increasing the international mobility
of capital (and labor, to a lesser extent). It has led to stronger roles
for international financial institutions, increased significance of global
standards for both business and labor, and breakthroughs in informa-
tion-communication technology (ICT) during the 1990s. On the other
hand, globalization has also manifested itself in the Korean govern-
ment’s policy agenda, a core part of which was to reform the existing
institutional systems of industrial relations and labor markets in
order to enhance the competitiveness of the national economy in the
environment of economic integration in the mid-1990s and cope with
the economic crisis that struck in late 1997. Keeping in mind that
globalization is an interwoven force of environmental pressure and
the government strategies in response to that pressure, and that it
triggered and guided the reshaping of Korean industrial relations, I
examine how the government’s globalization policy and its contextu-

2 Inasimlar vein, Bak (1999) distinguishes the contenporary evol ution of g obal -
ization using tw dinensions the experiential dinension (the integration of the
gl obal econony) and the nornati ve di nensi on (the devel opnental strategies of the
governnent to integrate the national econony into the g obal econony).
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al background have evolved under the Kim Young-sam and Kim Dae-
jung administrations.

The Civil Government’s Globalization Strategy under the WTO System

It was around 1994 that the term “globalization” came to the fore in
Korea. The Uruguay Round, in which 117 countries, including Korea,
took part in negotiations starting in 1986 to expand global free trade,
reached a final agreement in 1994. As a result, the General Agreement
on Tariffs and Trade (GATT) was replaced in January 1995 by the
World Trade Organization (WTO), which has stronger regulatory pow-
ers that enable it to enforce the new norms of free trade in member
countries. Under the WTO system, the Korean government began to
develop its so-called *“globalization strategy” to enhance the competi-
tiveness of the national economy and promote economic liberalization.

President Kim Young-sam announced his “Grand Idea of Global-
ization” in November 1994, immediately following his participation
in the Second APEC (Asia Pacific Economic Cooperation) summit
held in Sydney. In accordance with a presidential directive, the Glob-
alization Committee, cochaired by the prime minister, was formed in
January 1995. This committee formulated national development
strategies in the era of globalization and undertook 43 projects, cov-
ering the six major areas of government administration, diplomacy
and unification, economy, social dimension, education and culture,
and politics (Globalization Committee 1998).

Moreover, President Kim was active in trying to gain member-
ship to the Organisation for Economic Cooperation and Development
(OECD) for Korea as part of his plan to elevate the country to the
elite status of advanced economies. Korea’s successful entrance to
the OECD in mid-1996 was the result of steps taken by the govern-
ment to further expand economic liberalization for foreign capital in
such areas as mergers and acquisitions, portfolio investment, real
property investment and direct investment (ISPIC 1999). Owing to
the government’s promotion of inbound and outbound capital mobili-
ty, both overseas investment by domestic companies and foreign
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investment in Korea increased sharply between 1994 and 1996, as
illustrated in Figure 1 and Table 1.3
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Source: The Bank of Korea, Yearly Satistics of Qrerseas |nvestnent (2001).

Fgure 1. Trends in Qrerseas | nvest nent

Table 1. Trends in Forei gn | nvest nert

198689 1990-93 1994-96 1997 1998 1999 2000
Drect |nvest nent 80 82 16.4 284 541 B3 8.3
S ock | nvest nent — 24.2 46.0 5.3 3B6 1207 1207

Source: Kmand Jeon (2001), p. 28.
Note: Fgures for the periods between 1986 and 1996 dencte a yearly average.

3 Between the late 1980s and early 1990s, nany snal|l firns noved their production
facilities to countries wth cheaper labor (e.g. Southeast Asian countries and
Ging) due to sharp increases in the cost of donestic |abor that resulted fromthe
strengthened | abor novenent, beginning in 1987 (see Fgure 1). Yet, the md
1990s wtnessed active overseas investnent by large firns, such as Hundai, Sam
sung, LG and Daewoo, to build nanufacturing plants in both advanced and devel -
oping countries. A thetine, nest of those large firns announced their own gl obal
busi ness strategies to expand their narket shares in the vorl d econony.
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In 1996, the government not only promised institutional reforms to
meet international labor standards as a condition for joining the
OECD, but also intended to promote labor market flexibility, which
was required for the improvement of national economic competitive-
ness. Thus, it initiated extensive reforms of the existing labor laws by
resorting to the process of tripartite consultation. In April 1996, Presi-
dent Kim Young-sam made public his “Grand Idea for New Industrial
Relations,” which addressed the government’s intention to reshape
industrial relations according to the new era of globalization and the
information society. Accordingly, the Presidential Commission on
Industrial Relations Reform (PCIRR) was formed in May 1996. How-
ever, the government and the ruling party disregarded the recom-
mendation report on labor law reforms proposed by the PCIRR and
legislated their own bills unilaterally. The government’s unilateral
revision of the labor laws, which placed more emphasis on labor
market flexibility and less on labor rights for union activities, trig-
gered nationwide general strikes and antigovernment protests from
the end of 1996 to early 1997. Under the increasing pressure by
unions and the international community, the government finally rea-
mended those labor laws in agreement with the opposition parties in
March 1997. The newly revised labor laws reflected a sort of compro-
mise between the differing interests of employers and labor unions.
For employers, the revised Labor Standards Act (LSA) introduced lay-
off procedures along with the flexible and selective working hour sys-
tem, thereby promoting the flexible use and adjustment of the labor
force. However, the layoff provision was suspended until 1999, due
to strong opposition by the labor unions. At the same time, the new
Labor Union Act elevated labor unions’ rights to the level of interna-
tional labor standards by doing away with existing antiunion provi-
sions, which prohibited multiple union organizations, third party
involvement, and political activity by unions.

In addition, the Kim Young-sam administration attempted to pri-
vatize the public sector* and reconfigure the financial sector as a core

4 |In Decentoer 1993, the governnent unveiled its plan to privatize 58 public corpo-
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part of its economic reform programs beginning in 1994. Confronted
with resistance from labor unions and widespread criticism from the
opposition parties and public opinion, though, the government’s
efforts to reform the public and the financial sectors failed to take
root as planned.

The People’s Government’s Neoliberal Restructuring Policy
during the Economic Crisis

The outbreak of the foreign exchange crisis in November 1997 is to a
large extent attributable to the globalization strategy pursued by the
government and business groups.> The government, obsessed with its
ambitious plan to advance the national economy in the era of global-
ization, adhered to a flawed foreign exchange policy for a strong Kore-
an won and mismanaged the external liabilities and balance of pay-
ment. These errors in government policy-making resulted in the sharp
increase of both the national payment deficit and external liability
between 1994 and 1996, as shown in Table 2. Business groups, which
overexpanded production capacity both at home and overseas in order
to advance as global competitors, also contributed to the crippling of
the national economy with their excessive debt. As vast amounts of
foreign capital flowed out of the country under the worsening econom-
ic conditions, Korea was plunged into a serious crisis in late 1997.
Ironically, the economic crisis has deepened the impact of global-
ization on the Korean economy. In coping with the foreign exchange
crisis, the government entered into a stand-by agreement with the
International Monetary Fund (IMF) for a bailout program that provid-
ed emergency loans amounting to US$19.5 billion. The stand-by

rations and integrate business units of ten public firns between 1994 and 1998
(Lee and Haang 2000) .

5 The econonic crisis can be a so explained by structural problens wthin the Kore-
an econony, such as the governnent-domnated finance system the inefficient
busi ness operations of the corporate conglonerate (jaebed ) system and the cor -
rupt relationships between politicians and businesses. Labor unions and radica
acadenics contend that the economic crisis was due to the conspiracy of interna-
tiona hedge funds.
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Table 2. Indices of the Korean National Econony

1993 1994 1995 1996 1997 1998 1999 2000
@P growth (% 55 83 89 68 50 67 109 88
QG\P per capita 8,381 8998 10,823 11,380 10,307 6,723 8551 9 628
Bal ance of paynent 09 387 851 2301 -817 4056 24.48 11.04
Bdterrd liadlity 439 97.4 1275 1635 159.2 1487 137.1 136.3
Forei gn currency 183 224 2.4 0.4 88 485 741 %2
reserve
Exchange rate 803 804 771 805 951 1,399 1,189 1,131
(vn/ US$)
Surce Genter for Economic Information, KO (http://epic. kdi.re. kr/hon@/ engli sh/
i ndex. htnh) .

Nte The figres for edternd liddlity ad fore gn curency reserve are as of year-end
The figre for 2000 is prelimnary.

agreement included various economic restructuring programs to be
carried out by the Korean government.®

Under the burden of the economic crisis and in accordance with
the economic reform guidelines imposed by international finance
institutions (i.e., the IMF and the World Bank), President Kim Dae-
jung, who was elected in December 1997, led extensive restructuring
policies targeting four sectors—corporate, financial, public, and labor
—beginning in early 1998. His economic restructuring policies basi-
cally aimed to transform the existing state-dominated economy into a
market-driven system by following the neoliberal model of Anglo-
Saxon countries (i.e., the U.S. and the UK).

In addition to its various reforms in the private, financial, and
public sectors,” the Kim Dae-jung administration made a partial
change in labor laws, in accordance with the IMF agreement, specifi-

6 The stand-by agreenent between the IMF and the Korean governnent i ncl uded
refoomof corporate governance, restructuring and liberalization of the financial
narket, dissoution of inport regu ations, enhancenent of labor narket flexibility,
and expansion of the socia safety net.

7 Representative reforns in the three sectors include the enhancenent of corporate
governance transparency, business swaps, finance industry restructuring while
i ncreasi ng the soundness of assets, and privatization.
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cally designed to promote labor market flexibility. After gaining the
labor unions’ endorsement as part of the Social Pact of the Tripartite
Commission, the government amended the LSA to put the layoff pro-
vision into effect and enacted the Dispatched Workers Protection Act
in February 1998. At the same time, it guaranteed that civil servants’
works councils and teachers’ unions could be established in 1999.

In the context of the economic crisis, President Kim Dae-jung for-
mulated liberalization policies to promote foreign investment in Korea.
He emphasized that foreign investment not only frees a country from
the burden of repaying the principal and interest on loans, but it is also
good for the foreign currency reserve, creation of jobs, and introduc-
tion of advanced management know-how. Accordingly, the govern-
ment abolished most of the existing regulations on foreign investment
and enacted the Foreign Investment Promotion Act in August 1998,
which aims to provide a supportive and convenient environment for
foreign investors. As a result, foreign investment has grown sharply
since 1998, as illustrated in Table 1. As of the end of 2000, shares
owned by foreign investors amounted to 56.5 trillion won, which is
30.1 percent of the Korean stock market’s total share value (Korea
Institute of Finance 2001). During this period, the country witnessed a
massive influx of foreign direct investment (FDI) through the acquisi-
tion of domestic companies and the establishment of new businesses.8
The government also abolished most of the remaining import regula-
tions in accordance with its agreement with the IMF. As shown in
Table 3, the government’s policy to guarantee the free inflow of foreign
capital and commodities has further increased national economic liber-
alization, to the extent that the national economy has become com-
pletely open to foreign capital and commodities.

8 Mjor industria sectors experiencing nassive inflowof foreign investnent during
this period are the financia sector (UB%6.42 hillion), e ectronics sectar (LS6.8 hil -
lion), nachirery sector (U8R 8 hillion), and retail sdes (L8R4 hillion) (Korea
Institute of Hnance, 2001). Representative cases of FO are the acquisitions by
New Bridge (Cheil Bank), Phillips (LGLDdivision), Renault (Sansung Auto) and
\ol vo (Sansung Heavy Industry), and the investnent by Vel nart and Garrefour
tobulddstribuion chairs.
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Table 3 Indcators of Econonic Liberalization

(Lit: %
1980 1993 2000
Inport liberdization rael 69.1 8B 6 99,9
Aerae taiff rae 5.5 89 7.9
Forei gn i nvest nent
Liberdization rae? 6098 8.1 .6

Source: Mnistry of GConmerce, Industry, and Energy (2001).
MNte 1 Inport liberalization rate denotes the percentage of goods wthout inport
restrictias.
2 Foreign investnent liberalization rate denotes the percentage of busi ness
areas vhere foreign investnent is al oved.
3 Fgreas o 194

Transformation of Korean Industrial Relations
Establishment of a Social Dialogue System

In pursuit of a globalization strategy (Kim Young-sam administration)
and neoliberal restructuring policies (Kim Dae-jung administration),
the government has attempted to implement a model of social dialogue
for labor relations at the national level.® As noted above, the govern-
ment resorted to tripartite consultations as a means of promoting con-
certed efforts (i.e., labor law reform by the PCIRR and economic
restructuring via the Tripartite Commission) for the three parties to
deal with the various challenges of globalization.

The establishment of the PCIRR in May 1996 can be viewed as the
first genuine attempt at tripartism. The PCIRR, which was formed as a
presidential advisory body and composed of representatives from labor
unions, employers’ associations, the academic world, and public inter-
est groups, provided a formal and open forum of social dialogue
among various stakeholders with regard to the reform of labor laws. In
particular, the PCIRR included representatives of the Korean Confeder-

9 For the details of historicd evdution of socid diaoguein Korea, see Lee (1999).

—p—

o

Globalization and Industrial Relations in Korea 271

ation of Trade Unions (KCTU), the second national center of democrat-
ic labor unions, which was formed in November 1995, but not legally
recognized at the time. The government, which did not directly partic-
ipate in the PCIRR, was also substantially involved in the process of
discussion and negotiation between the two core participants groups—
labor unions and employers.

After a number of public hearings and workshops of its subcom-
mittees, and following lengthy discussions in plenary sessions, the
PCIRR prepared a recommendation report of labor law reforms that
was submitted to President Kim Young-sam.19 The PCIRR may be
remembered as a significant experiment in tripartism to achieve
national-level policy consultations among the three parties, although it
drew little attention from organized labor and the public press after the
intensified labor-state confrontations of early 1997, brought about
when the government disregarded the PCIRR’s recommendations and
unilaterally revised labor laws.

The financial crisis that broke out in November 1997 offered a
new reason for further pursuing the agenda of social dialogue and
encouraging tripartite policy consultations. President Kim Dae-jung
established the Tripartite Commission in January 1998 in order to pro-
mote the joint efforts of three parties—the government, labor unions,
and employers—to cope with this unprecedented crisis. Like the
PCIRR, the Tripartite Commission is a presidential advisory organ. At
the same time, the Tripartite Commission is different from the PCIRR
in two aspects. First, in contrast to the PCIRR, which had no direct rep-
resentation from the government, the Tripartite Commission includes
as regular members representatives from the government (and major
political parties), in addition to representatives from labor unions,
employers, and public interest groups. The new composition of the Tri-
partite Commission enables labor unions to directly address their
demands to government officials and engage in discussion with them.

10 In the PFORRs reconmendation report, 107 out of 148 l|abor |aw issues were
agreed upon, while 41 issues, including miltiple labor unions, redundancy dis-
mssal, teachers right to organize, and repl acenent of striking vorkers, renai ned
cotested issues anong di fferent interest groups.
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Second, unlike the PCIRR, which focused on labor law issues, the Tri-
partite Commission covers a more extensive agenda, including eco-
nomic reforms, social welfare policies, and labor issues. As a matter of
fact, the historic “Social Pact,” which the First Tripartite Commission
drafted on 9 February 1998, after 25 days of intensive negotiations
between the three parties, embraces 90 agreed items in ten policy
areas, as summarized in Table 4. It should be noted that the purpose of
most of the items in the social pact was basically either to endorse the
terms of the stand-by agreement imposed by the IMF and World Bank
(i.e. corporate transparency, labor market flexibility, and social securi-
ty for the unemployed), or to reflect basic labor rights issues of con-
cern to international labor institutions, such as the International Labor
Organization (ILO) and the Trade Union Advisory Committee (TUAC)
of the OECD.

The Second Tripartite Commission began operation in early June
1998. Its main mission was to formulate detailed action programs and
legislative proposals for fulfilling the social pact made by the First
Commission and to guarantee prepolicy consultations concerning the
direction and principles of economic restructuring for the banking and
financial sector and the public sector, which is the core part of the
IMF-guided reform programs. Since 2000, the Tripartite Commission
has acted as an intermediating forum for the three parties to negotiate
newly emerging labor issues, like the reduction of working hours, pro-
tection of nonstandard workers and unionization of civil servants.
With the exception of legislation allowing teachers’ unions, though,
there have been few notable results.

As Vogel and Lindauer (1989) suggest, social dialogue, exemplified
by the PCIRR and the Tripartite Commission, has been a key instru-
ment of new governance for national industrial relations since the mid-
1990s, even though these organs have not been able to fully operate as
intended due to recurrent labor-state confrontations and the withdraw-
al of the KCTU.1! The social dialogue system has been implemented

1L In My 1999, the Tripartite Gonmission Act vas legislated, pronoting the Gom
missi on to the status of a pernanent body for social dia ogue.
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Table 4 key Qriteats of the Sxcia Ract

() Ponotion of nanagenent transparency and corporate restructuring
(9 Sabilization of consuner prices

(3 BEwl oynent stabilization and unenpl oynent policy
—inprovenents on the enpl oynent insurance system and expansion of its
cover age
—Support for unenpl oyed workers
—H&nl argenent of job pl acenent service
—Expansi on of vocational training
—Job creation

(9 Extension and consdlidation of social security system
—Integration of health i nsurance systemand expansion of its coverage
—Fnactnent of Vérker s Vdge Qains Act

(5 Vege stabilization and the pronotion of | abor-nanagenent cooperation
—Securing the effecti veness of cd | ective agreenents

(6 BEnhancenent of basic labor rights
—legdization of teachers unions
—Trade tnos rigt topditicd activities
—Establ i shnent of works council for governnent officia s fromJanuary 1999
—Recognition of unenpl oyed workers right to join trade unions organi zed
beyond enterpri se | evel
(7 BEnhancenent of |abor narket flexibility

—Introducti on of a worker dispatch schene
—Deregul ation of dismissals for nanageria reasons

as a result of the government’s strategic choice to handle the policy
issues of a globalizing context (and the economic crisis). It has also
become an institutionalized vehicle for both labor unions and
employers to advance their interests in connection with global stan-
dards (i.e., the enhancement of labor rights for the former, and the
promotion of labor flexibility for the latter). In particular, labor
unions have tried to gain the assistance of or invoke pressure from
international society in order to achieve their goals in the social dia-
logue process by taking part in official conferences of the ILO and the
OECD, and using the relevant resources of those international institu-
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tions. At the same time, it should be noted that the growing force of
marketization, prompted by globalization, has hindered the social
dialogue process, since the necessity of market restructuring, empha-
sized by the government and employers, has created intense conflict
with organized labor.

Changes in Enterprise-level Labor Relations and Union Structure

The years of globalization (1995 ) have seen substantial changes in
labor-management relations at the enterprise level. Above all, the chief
causes of contention between labor unions and management have shift-
ed from economic issues such as wages and corporate welfare plans
toward employment security or flexibility. This is evident in an exami-
nation of the reasons for labor disputes, as demonstrated in Table 5.
Labor disputes arose largely from wage negotiations until 1994. From
1995 on, however, contract language, a key part of which was related
to union members’ employment security, has been the main reason for
labor-management confrontation at the firm level. This is because man-
agement at many firms, concerned over growing competition in the
global market, attempts to increase external labor flexibility by such tac-
tics as outsourcing, spin-offs, organizational restructuring and early
retirement plans, while labor unions try to gain labor contracts to pre-
vent these tactics from threatening member job security.

The years of the economic crisis witnessed a sharp worsening of
labor-management relations at the firm level, which was largely attrib-
uted to management-led downsizing and business restructuring.2
In fact, as shown in Table 5, the number of labor disputes, which had
fallen below 100 during the three years prior to the crisis (1995-
1997), increased from 129 in 1998 to 250 in 2000. Several severe
labor disputes at large firms took place as labor unions opposed the

12 AKU survey shows that, during the economic crisis, nany enpl oyers carried out
organi zational restructuring including spinoffs (74 percent), outsourcing (57.6
percent), and del ayering (49.2 percent)), while undertaking downsizing actions
and expandi ng the use of the nonstandard workf orce.
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government’s economic restructuring policies for the public and
banking sectors, as well as the management-led employment adjust-
ment plans (e.g. Hyundai Motor in 1998 and Daewoo Motor in 2001).

Table 5 Trends of Labor DOsputes by Reasons

Over due Wages Gt ract

Totd D smssal 1 Qhers?
Vage | ncreases Language

1990 322 10 (31) 167 (5.9 18(56 4(152 7B (242
1991 234 5 (21) 132 (56.4) 7(30 56 (B9 34 (145
1992 235 27 (115 134 (57.0) 417 (209 21 (89
1993 144 1 (7.9 66 (45.8) 107 52(361) 14 (97
1994 121 6 (50 51 (42.1) 3(25 R2(A7 19157
1995 8 0 (00 3 (37.5 1(L) 49 (%) 5 (57
1996 85 1 (12 19 (22.4) 000 62(729 3 (39
1997 ® 3 (39 18 (23.1) 0(00 5L(65.4) 6 (7.7
1998 129 23 (17.9 28 (2L7) 3(23 57 (42 10 (7.9
1999 198 2(1L1) 40 (20.2) 0(00 89(#49 47(B)
2000 250 7 (29 47 (18.9) 2(08 167(66.8) 27 (10.9
2001 235 6 (26 50 (25.1) 0(00 149 (634 21 (89

Source: Korea Labor Institute (2002).
Nte 1 Dsnissa due to nanagenent s disciplinary action or union activities.
2 Including various ressons for layoffs, nerger & acquisition, spinoffs & out -
Sour ci ng.

Taking advantage of weakened union leverage during the economic
crisis, management pushed for unprecedented concessions, freezing
wages and reducing bonuses and welfare programs. As a result, the
nationwide wage increase in 1998 was —2.7 percent on average.
Moreover, management was able to reform the existing person-
nel schemes according to their own agenda; they had been blocked
by labor unions until 1997. As a matter of fact, according to a KLI
survey conducted in 2000, the vast majority of Korean companies
(376 cases) have made noticeable changes in such personnel
schemes as the wage system, performance evaluations, job promo-
tions, and career management from 1998 on, as illustrated in Table 6
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(Bak and No 2001). Concerning wage systems, the same survey
reports that 45.2 percent of respondent companies have implemented
a merit pay plan (called “annual salary”), particularly for white-collar
employees.13

Tabl e 6. Changes in Rersonnel Schenes

\Vége Per f or nrance Job Greer Qgani zati onal

System  Appraisa Promoti on  Managerent Sruwctue
Reform

92. 8% 87. 7% 87. 8% 73. 7% 96. 8%
Ritel

Source: Bak and No (2001), p. 11
Nte: Rformrate denotes the percentage of conpanies that have changed their per -
sonnel  schenes.

In general, globalization and, more significantly, the economic crisis,
which placed labor unions into a defensive position, allowed employ-
ers to introduce performance-based personnel systems and more
closely link workers’ wages and employment to market trends.

At the same time, labor unions in Korea have undergone notice-
able organizational changes in the context of globalization. The
unionization of teachers, which was allowed as part of the 1998
social pact, contributed to a resurgence in union membership, which
had continuously declined until 1998, mainly due to the de-industri-
alization of the national economy and massive downsizing, as illus-
trated in Figure 4.14 In 2001, civil servants began demanding their

13 The survey, conducted by the Korea Enpl oyers Federation, reports that 15.3 per -
cent of conpanies wth nore than 50 enpl oyees introduced the nerit pay schene
in 1998, while ancther survey by the Mnistry of Labor shows that 12.7 percent of
conpanies wWth nore than 100 enpl oyees inpl enented the sane plan in 1999.
Snmlarly, the governnent has introduced perfornance-based pay for civil servants
and enpl oyees of the public sector from2000 on.

14 As of early 2002, around 120,000 teachers had joined the National Teachers
Lhion, affiliated wth the KCTU while another 30,000 teachers bel onged to the
Korea Teachers Lhion, affiliated wth the Federation of Korean Trade Lhi ons.

—p—

o

Globalization and Industrial Relations in Korea 277

right to organize as guaranteed in most countries, and formed their
labor unions in early 2002, although these have not yet been legally
recognized by the government. The unionization of both teachers and
civil servants has, to a certain extent, been aided by both international
labor institutions and foreign unions, which continuously urged them
to demand their labor rights from the Korean government.

2,000 20

1,500 15

1,000 10
500 5
0

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

I Lhi on Mniber shi p ( Thousands) —e— Lhion Density (%

Fgure 2. Trends in Uhion Menoership and Lhi on Density

Other organizational restructuring has occurred as well. Many indus-
trial federations (mainly affiliated with the KCTU) merged and, more
significantly, industrial federations such as the Medical & Health
Industrial Union (1998), the Banking Workers Industrial Union
(2000) and the Metal Workers Industrial Union (2001) adopted the
industrial union model for their organizational structures. The main
reason for those organizational changes, claim union leaders, is that
the decentralized structure of the enterprise model prevented labor
unions from effectively responding to the challenges of globalization
and economic restructuring, and therefore needed to be transformed
into a larger and more concentrated model. Along with the adoption
of the industrial union model, the newly-born industrial unions
demanded an industry-wide centralized bargaining structure, which
is an interesting contrast to the recent trends of bargaining decentral-
ization in the Western countries. However, the unions’ demands
have not yet been met due to the negative response from employers,
who prefer the decentralized structure of the existing enterprise bar-
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gaining system. As such, globalization has made an indirect impact
on the restructuring of unions and, consequently, the disputed de-
articulation of union structure and bargaining schemes.

It is also noteworthy that many labor unions have changed their
affiliation from the Federation of Korean Trade Unions (FKTU) to the
KCTU over recent years, since they preferred the latter’s more active
opposition to restructuring policies led by the government and
employers. As a result, membership of the KCTU, which was estab-
lished in 1995 and legally recognized in 1999, continued to grow
from 418,000 (862 unions) in 1995 to 565,000 (1,256 unions) in 1999,
while that of the FKTU declined to 888,500 (4,501 unions) during the
same period. Accordingly, the experience of economic restructuring
under the context of globalization has produced a substantial shift in
membership distribution between the two national centers, which in
turn mirrors the surge of militancy among the rank and file.

Increasing Importance of Labor Issues of Marginal Workers

Globalization has contributed to a noticeable change in the labor
market situation in Korea. In particular, new employment strategies,
which are supported by the environment of globalization and govern-
ment policies, have led to a proliferation of the marginal workforce,
including foreign and nonstandard workers and the unemployed, in
the labor market. The growing presence of these marginal worker
groups, in turn, has created new labor issues in the contested arena
of industrial relations during the 1990s.

Under the tight labor market conditions before the economic cri-
sis of late 1997, the nation continued to have a very low unemploy-
ment rate of below 3 percent, and the influx of foreign workers,
which can be viewed as an indicator of the globalizing labor market
mechanism, increased rapidly from the early 1990s to 1996, as illus-
trated in Figure 3. The increase of foreign workers can be explained
by the theory of supply and demand. On the side of demand, domes-
tic workers’ aversion to “3D” (difficult, dangerous and dirty) manu-
facturing jobs led to a severe labor shortage in small manufacturing
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firms and caused an influx of foreign workers.1> On the supply side,
those foreign workers from countries with much cheaper labor immi-
grated in search of the “Korean dream” of earning relatively higher
wages.

The problem is, however, that foreign workers, particularly those
without a legal working visa, were excluded from the protection of
Korean labor laws and suffered from inferior working conditions in
the small manufacturing firms. As a result, many civil activist groups
were formed and, deeply concerned with the precarious status of for-
eign workers, undertook various activities to draw social attention to
the inhumane employment situation of these workers and demanded
government action to improve their legal situation with regard to
working conditions. Even foreign workers organized their own collec-
tive demonstrations with the aid of these civil groups. Confronted
with mounting pressure from civil activist groups and the social
attention given to foreign workers, the government began providing
partial legal protection, such as basic labor standards and occupation-
al safety regulations, from the mid-1990s. The government also
changed the foreigner industrial training program, introduced in
1991, to the training-employment program in 1998 as a means of
more effectively managing foreign workers’ employment.

In 2000, the government attempted to introduce the “work-per-
mit” program in order to guarantee foreign workers legal employ-
ment status. This attempt, though, was foiled by strong resistance
from the employers of small firms, who are concerned about the
increasing costs of foreign labor. As a result, the regulation of foreign
labor remains a point of contention between civil activist groups (and
the foreign workers they represent) and employers of small firms.

The sharp growth of the nonstandard workforce, including tem-
porary workers, part-timers, temporary agency (or dispatched) work-

15 According to Kang (1996), the overal shortage rate of production labor in the
nanuf acturing sector ranged from5.5 percent to 9.6 percent between 1990 and
1996. In particular, the labor shortage of snall nanufacturing firns was even
nore severe, a arate of 8 .6-16.4 percentages.



11(Lee Byoung-Hoon 2003.4.15 50 PM I ©| 3| 280

280 KOREA JOURNAL / SPRING 2003
300, 000
250, 000
200,000 /\\.//'/4
150, 000 o /./;\-/./k
P —
50, 000 — ol
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

|+l\b.dForeigﬁWkkers —=— No. of Illegal Foreign Virkers

Source: Ninistry of Justice (2001).
Note: Dota for 19913990 is as of year-end, and that of 2000 as of April.

Fgure 3. Trends in Foreign Vdrkforce in Korea
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ers, and independent contractors, has been another “hot potato” of
industrial relations. As shown in Figure 4, the size of the nonstan-
dard workforce as a percentage of the total working population has
continued to soar since the mid-1990s, and drastically increased espe-
cially during the period of economic crisis. The government’s official
reports reveal that the percentage of nonstandard workers increased
from 45.9 percent in 1997 to 52.4 percent in 2000 and, therefore,
exceeded that of regular workers. Employers’ increased use of the

o
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cheaper and more flexible nonstandard workforce is due largely to
their growing concern over the high labor costs and inflexible work-
ing practices of regular workers, which hurt their competitiveness in
global markets.

According to recent research, nonstandard workers experience,
in general, worse working conditions than standard workers. In fact,
the 2000 Working Population Survey of the Labor Statistics Office
demonstrates that the wages of nonstandard workers reach only
about 54 percentage of the wages of regular workers, and that over
70 percentage of the nonstandard workforce is excluded from social
security programs (e.g., national pension, medical insurance and
unemployment insurance) and legal labor standards (e.g., paid
leaves, extra working time allowances, severance pay and bonuses)
(Kim 2001). Concerned about the rapid proliferation of the nonstan-
dard workforce and their poor employment conditions, the national
centers of labor unions (the FKTU and the KCTU) pressured the gov-
ernment to reform the existing labor laws to protect these marginal
workers and regulate employers’ excessive use of nonstandard labor,
and also launched their own organizing campaigns to unionize the
unprotected workers. As a consequence, the special committee to dis-
cuss labor law reforms and government policies to protect and regu-
late the employment terms of nonstandard workers was established
under the Tripartite Commission in July 2001. Some groups of those
nonstandard workers succeeded in unionizing themselves, which
provoked intense conflicts with management and, sometimes, regular
workers. Moreover, during recent years the national union centers
and civil activist groups, which were formed to represent the inter-
ests of the nonstandard workers, have engaged in joint demonstra-
tions to demand that the government act to improve the inferior
employment conditions of those marginal workers. As such, the rapid
proliferation of nonstandard labor, which has been prompted by
management’s strategic move to increase labor flexibility in the glob-
alizing context, has generated important points of contention
between the three parties (along with civil activist groups).

The economic crisis, occurring on the road to globalization,
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focused society’s attention on the unemployed, as the unemployment
rate soared to over 6 percent in 1998-1999. The sharp rise in the
unemployment rate was attributed to the bankruptcy of numerous
companies and the massive downsizing undertaken by employers
during the economic crisis.1® Given social attention to the soaring
unemployment, the government and labor unions agreed upon spe-
cial policy steps to protect the unemployed as part of the social pact
of early 1998. The government allocated a special budget totaling five
trillion won in 1998 to assisting the unemployed in seeking employ-
ment. It also expanded the coverage of employment insurancel’” and
eased the requirements for qualifying for an unemployment allowance.
Furthermore, the Tripartite Commission reached an agreement to
provide the unemployed with the right to organize as another means
to protect themselves; the government changed its position, however,
and this measure was not implemented. As the unemployment rate
has declined to 3-4 percent along with the economic recovery that
began in 2000, less attention has been given to the issue of the unem-
ployed. Nonetheless, the unemployment of the youth (15-24 years
old), which remains as high as over 10 percent, continues to be an
issue in government labor market policymaking.

In sum, the liberation and market-driven restructuring of labor
markets, pursued by the government and employers in the context of
globalization, has led to the growing presence of a marginal work-
force, such as foreign workers, nonstandard workers, and the unem-
ployed, which has resulted in increasing labor market segmentization.

16 The nonthly average of bankrupt conpani es nore than doubl ed from430 in 1996
toaround 1,000 in the fourth quarter of 1997 and the first quarter of 1998 Accord-
ing to a KU survey of 400 conpanies listed on the stock narket, 52.2 percent and
28.2 percent took downsizing actions in 1998 and 1999, respectively (Bak and No
2001). The sane survey reports that the rate of enpl oynent reduction in 1998
reached 16. 2 percent.

The coverage of enpl oynent i nsurance expanded to include snall firns wth nore
than five enpl oyees in Mrch 1998 and later to al firns, includng those wth | ess
than five enployees, in April 1999. Mreover, the governnent began to apply
enpl oynent insurance to tenporary enpl oyees fromJuly 1999 and plans to
expand its coverage to daily workers begi nning in 2003.

17.
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The Growing Influence of Foreign Companies

The government’s economic liberalization policy has resulted in a
gradual increase of foreign direct investment (FDI) since the mid-
1990s and a sharp increase from 1998 (as shown in Table 1). As a
consequence, foreign companies have emerged as a significant force
in Korean labor relations. According to the Korea Metal Worker’s
Federation (2000), for instance, 60 out of 230 companies organized
by the federation’s affiliated unions were acquired by foreign compa-
nies between 1998 and 1999, and 11 of those foreign companies
experienced severe labor disputes arising from the new manage-
ment’s suppression of union activities, restructuring, and unfair labor
practices. Similarly, some FDI firms in the service sector, like Car-
refour and FedEx, experienced very troubled labor-management rela-
tions caused by the different perspectives of foreign management and
local unions. At the same time, some foreign-invested companies,
including Volvo and Fuji-Xerox, become models of labor-manage-
ment partnership, and were imitated by domestic companies. As of
early 2002, 35 percent of foreign companies had been unionized, and
8.5 percent (20 cases) of labor disputes in 2001 took place in FDI
firms (Noh and Kim 2002).

Moreover, associations of foreign-invested companies, such as
the American Chamber of Commerce (AMCHAM), the European
Union Chamber of Commerce (EUCCK), and the Japan Club, have
exerted substantial influence over the government’s labor relations
policymaking. These associations, representing the interests of for-
eign-invested companies, are indirectly involved in the process of
labor law reforms, and propose their own policy recommendations to
the government every year. In the process of the First Tripartite Com-
mission negotiations, for example, AMCHAM played the role of refer-
ence group, from which the government tried to gain informal advice
concerning foreign companies’ interests (Lee and Yoo 2001). These
associations of FDI companies have since made policy recommenda-
tions urging the government, through both official statements and
informal contacts, to revise several provisions of labor laws concern-
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ing wages and bonuses, layoff procedures, paid vacation, and unfair
labor practices.

As a direct result of globalization, FDI firms and their collective
interests have not only attracted close attention from labor unions
and the government, but also exerted a growing influence on Korean
industrial relations.
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Conclusion: The Causality of Globalization and
Industrial Relations

Globalization alone cannot account for all the changes that have taken
place in Korean industrial relations over the last decade. Yet it has
definitely been one of the most influential forces in transforming the
country’s industrial relations. As summarized in Figure 5, the impact
of globalization on industrial relations can be understood as the com-
bination of two sets interrelated factors: the contextual factors that
effect the national economy and industrial relations on a national
level, and the factors of government policies formed in a globalizing
context for enhancing the competitiveness of the national economy.
Some factors, like the increasing influx of foreign capital and labor,
labor reforms and economic restructuring policy, have a direct and
immediate effect on the reshaping of industrial relations, while other
factors, such as the new order of international free trade (the estab-
lishment of the WTO system), global standards set by international
institutions and the government’s economic liberalization policy, indi-
rectly affect the interaction of industrial relations actors.
Globalization, as a product of the ever-changing international
environment and government policies formed in response to those
changes, has played a leading role in changes in Korean industrial
relations. At the national level, a social dialogue system of tripartite
policy consultation has been implemented as a means to deal with
the challenges of globalization, but this social dialogue system is not
yet completely stable. Enterprise-level industrial relations have shift-
ed from wage-focused and labor-offensive relations to employment-
focused and labor-defensive relations, and this has been accompa-
nied by an increase in labor-management confrontations and the
organizational reconfiguring of union structures and membership.
Moreover, the recent years of globalization have witnessed the grow-
ing presence of not only the marginal workforce (e.g., foreign work-
ers, nonstandard employees and the unemployed, particularly during
the economic crisis), but also foreign-invested companies, both of
which have created new battlegrounds in Korean industrial relations.



11(Lee Byoung-Hoon 2003.4.15 50 PM I 9| 3| 286

286 KOREA JOURNAL / SPRING 2003

As Giles (2000) indicates, globalization has turned Korean industrial
relations into a more complicated game, involving domestic actors
and institutions as well as overseas actors and institutions. The
recent evolution of industrial relations in Korea has also shown a
somewhat contradictory combination of a social dialogue approach
and a neoliberal (or market-dominated) restructuring drive. It can be
only concluded that Korean industrial relations, confronted with the
ever-growing challenges of globalization, have entered into an era of
uncertainty, in that Korean industrial relations tend to embrace a
more complex and conflicting interplay of domestic and overseas
players in the relentless march of globalization.
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On the next issue

The summer issue of Korea JournaL 2003 will feature
two special issues: “Regionalism in Korea” and “Critical
Discussion on the Presidential Election of 2002.” Under
these special themes, we will bring together approxi-
mately eleven articles by prominent scholars.
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