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Abstract

How can one understand recent welfare reform in Korea? This research
claims that Korea’s welfare reform since the late 1990s is not explained
as a functional response to growing labor market uncertainty or as a
democratic shift to a new welfare state. Alternatively, it discusses the
issue in the wider context of labor market reregulation designed to
embrace more market forces and safeguard likely reform losers. Focus-
ing on regulatory changes in the realm of employment protection and
income maintenance, this research presents two crucial findings: (1)
Together with its wider range of employment security liberalization, cit-
izenship-based income maintenance has constituted the Korean way of
labor market reregulation, i.e., “counterbalanced marketization.” (2)
This reform path is associated with the peculiar policy-making network
structures of Korea, which gives leeway for the government to carry out
bold reform projects. Comparisons with the Japanese and Taiwanese
cases are offered to highlight the characteristic nature of the Korean
welfare/labor market reform. Limitations of Korea’s labor market
reform are also discussed.
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Introduction: Understanding Welfare Reform in Korea

The postwar labor market system of East Asia, including Japan,
Korea, and Taiwan, has fundamentally favored full-time regular
workers over others! in its benefit structures of employment protec-
tion and income maintenance.? During the 1970s and 1980s, this type
of dual labor market system3 could maintain stability particularly due
to its capacity to draw the most qualified workers into expanding
industries and distribute income-generating works externally (You
1998). Since the late 1990s, however, these East Asian countries have
faced significant pressure to modify their labor market systems. This
has resulted from the end of rapid growth, intensified market compe-

1. The definition of “others” includes non-regular paid workers such as temporary,
part-time and dispatched workers, the self-employed, and the workers who are
employed in pre-capitalist production modes, such as underpaid family work.

2. Many commentators have argued that the East Asian countries have substituted
strong employment protection for underdeveloped income maintenance scheme
(Miura 2002; Bonoli 2003). But this “functional equivalence” view has important
limitations in grasping the characteristics of the East Asian income maintenance
programs. This view, first of all, ignored the fact that the retiring workers in large
enterprises and state sectors have been provided lump-sum cash benefits called
toejikgeum, taishokukin, or tuixiujin. Second, income maintenance programs of
East Asia were often complementary to—rather than replaced by—employment
protection. For example, Japan’s employment insurance of 1975 is different from
the unemployment insurance program in Europe in its emphasis on strict qualifica-
tion condition and work-inducing benefits. Korea also followed Japan’s unique
system in 1993.

3. “Dual labor market” in East Asia is different from the European welfare state con-
text in which the left governments have used “public employment” policy against
the caprice of private-sector labor market. Regarding structural difference between
public and private labor market, see Iversen and Wren (1998). Instead, this
research refers to the emerging literature about the similarities and differences in
the East Asian labor market systems. For example, see Oh (2000); Jung and Cheon
(2004); and Song (2000). According to their views, labor market structures in East
Asia have reflected industrial structures of the region which are divided into large
enterprises (mostly public ones in Taiwan) and small- and medium-sized enter-
prises. In particular, Jung and Cheon (2004, 21) showed that the benefits of
employment security, wage levels, and enterprise welfares have been significantly
fragmented within labor markets of the three East Asian countries, although
amounts of those benefits have differed between these countries.
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tition, together with the rise of China (Lall and Albaladejo 2004),
regional integration with successive formation of Free Trade Agree-
ments (Aggarwal and Koo 2005), and widening social inequality (Oda
2005).

Such pressure vas the nost intensive in Korea, which was caught
inthe grip of a serious financial crisis and subsequent economc
restructuring. The restructuring process critically destabilized the
| abor narkets to the extent that the unenpl oynent rate junped cl ose
to nine percent in 1998. Snce then, the narket has swftly noved to
seeking part-tine, dspatched and day |aborers instead of hiring full-
tine regu ar vorkers.

Facing such chall enges, the Korean governnent has initiated

unprecedented wel fare reform Uder the slogan of Productive V -
fare, the Kim Dae-jung governnent (1998-2003) introduced the
Fve Hg Scial Reforns, includng a extension of coverage of the
National Pension Programto the whol e popul ation; b) nerger of
occupationally and regionally separate health funds into a sing e
National Health Insurance program c) establishnent of the Tripartite
Grmmassion to sol ve | ooning | abor probl ens and pronote industrial
peace; d) extension of the Enpl oynent | nsurance Program (B P); and
e) introduction of the MninumLiving Sandard Quarantee (Gfice of
Pesident 2000). The followng admnistration led by President Foh
Mi-hyun (2003- ) proposed a new roadnap of Participatory Vel -
fare, to ease the disparities between the rich and poor and strength-
en active labor narket pdicies for the poor.

A fundanental question arises fromthese conditions: Hw can
one understand intensive welfare reformin Korea during the past
decade? Qne strand of argunent cones fromthe neoliberal advisors
inthe International Mnetary Fund (IMP and the US adninistration
who recogni ze social welfare prograns as a functional requi renent of
the liberaization proect to respond to increasing | abor narket uncer -
tainty. For exanple, the |MF argued that the Korean gover nnent
needed to strengthen several social policies including enpl oynent
insurance together wth the efforts to facilitate the redep oynent of
labor and inprove labor narket flexibility (1M 1997). Mchel
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Gandlessus (1999), the forner |MF nanaging director, clained that
unenpl oynent i nsurance nust be strengthened to reduce poverty
and secure essential broad-based support for [restructuring] policy
inplenentation. The US Treasury lhdersecretary David Lipton
nade a sinilar request in 1997 when he net Fresident-el ect K mDae-
jug ( Ghosun |1 bo, Decenber 23, 1997).

Howvever, the neoliberal advisors do not enbrace wel fare reform
that exceeds the mininal function to address economic uncertainty.
They instead argue that it nust be the narket, not pudlic paicy, thet
plays the roe of lowering social inequality. Gandessus (1997) argued
at a Bangkok conference that East Asian countries, including Korea,
have to encourage [labor narket] nobility, keep labor costs in
line wth labor productivity, and establish sinpler, naore transpar -
ent regulatory systens that are equitably enforced not only to
enhance econonic conpetitiveness in the short termbut a so to pro-
note incone equality in the long term During an official visit to
Korea in Qtober 2004, for the sane reason, |Mr staff advised the
Foh adninistration that raising the pay and working conditions of
nonrregul ar workers to bridge the divided labor narkets is tenpt -
ing, but anost certainly wong (1 MF 2004).

Another strand of argunent is the devel opnental welfare state
(DM thesis (Kwon, 2002, 2005a, 2005b; Holliday 2005). This
energing velfarist literature has enphasi zed that denocratic paitics
alowlabor narket deregulation to go together wth significant social
policy devel opnent. There are three key argunents in the D/$ the-
sis: Hrstly, the past authoritarian regne in Korea subord nated the
vel fare concept and policies to devel opnent ideol ogy and the goal s
of hunan rights and social equality were not considered a paicy pri -
ority. Secondy, recent unprecedented welfare reformin Korea is pos-
sible under the condition of denocratization. The politics of denoc-
racy facilitate creation of advocacy coalitions, wich results in a
greater expansion of welfare towards previously narginal i zed groups
inthe labor narket. FAnally, therefore, Korea s we fare reform nust
be understood as a denocratic shift to a new inclusive velfare state
beyond a si npl e response to economc uncertainty.
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Knon Hick-ju, the | eading D/% schol ar, showed that the poli -
tics of denocratization resulted in the departure of Korea fromother
Asian authoritarian regines, which stick to selective and narginal
vel fare provision. Miny scholars in Korea and abroad have shared a
sinlar vision and highlighted the newwe farist experinent in Korea
Ki m Yeon- M/ung (2001) described the Korean experinent as an
energence of the Western-style wel fare state. Ranesh (2003, 88) saw
an enryonic welfare state in Korea, wvhich wll, according to pre-
sent trends, continue to expand, even if no new programmes are
established [add tiomd | y].

Nonethel ess, this research chall enges both argunents. It reects
the neoliberal assertion that the Korean governnent has had no
choice but to accept a contingent, mininal anount of social pro-
gans wile letting the narket contribute to incone distribution and
socid equaity. It istoo sinplistic to argue that the Korean govern-
nent has only functionally responded to narketpl ace pressures to
nake the labor narket less costly and nore flexible. Oh the other
hand, the research also rejects the D/% thesis, which presupposes
that state activismis nuch naore visible in the socid pdicy arena
than in the real mof enpl oynent adj ustnent. Another probl emof the
D/ thesis is its assunption that denocratic governnents are only a
reective etity that traslates socid gievaxe ino vefare pdicies.
Instead, this research proposes that the reforming governnents in
BEast Asia, including Korea, have reformcapacity and expertise in
both arenas of enploynent adjustnent and incone nai nt enance
(Bras et d. 1985 Sefter 1994). Fraly, this research claing that
Korea has adopted a distinctive strategy nat only for welfare reform
but also for enpl oynent security adjustnent. Korea has conti ned
enpl oynent adj ust nent and i ncone nai ntenance policies in renark-
ably different vays fromather East Asian countries.

Therefore, this research discusses welfare reformin the wder
context of labor narket reregulation, which ains to entbrace nore
narket forces and safeguard likely reformlosers as well. Focusi ng on
the devel opnent of labor laws and |abor narket policies in the
realns of enpl oynent |iberalization and incone nai ntenance, it first
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establishes a general franework wth which to conpare diverging
paths of labor narket reregulation in East Asia. It then presents two
inportant findings regarding Korea in a conparati ve perspective: (1)
Korea has opted for the citizenshi p-based i ncone@ nai ntenance enti -
tlenent to incorporate nost citizens into the cross-occupational
schenes of incone protection, and this constitutes one conponent of
the Korean way of labor narket reregulation, counterbal anced nar -
ketization. Another conponent is its universal type of enpl oynent
liberdization. (2) The refoompath is associated wth the nture of
pol i cy-naki ng network structures, which gives |eevay for the Korean
governnent to carry out bold reformprgjects. Qnparisons wth the
Japanese and Tai vanese cases Wil be offered to highlignt the distinc-
tion of the Korean wel fare/l abor narket reform

Operationalizing Labor Market Reregulation

As noted, the characteristics of welfare reform in an East Asian coun-
try must be grasped in the larger context of how the country reorga-
nizes its traditional dual labor market system. The key goals facing
most East Asian policymakers are not to what extent they would
increase welfare benefits merely but how they could “reregulate the
bundle of complex regulatory arrangements not only to embrace cer-
tain types of market forces but also to prevent the likely social dislo-
cation”# Specifically, they intend to liberalize their traditional
employment protection in order to move toward more cost-effective
and flexible production mechanisms and compensate for market risks
in order to make the reform process politically viable (GanEmann
2000; Etchemendy 2005). Meanwhile, the existing dual benefit struc-
tures of employment security and income maintenance provide the
reforming governments with more policy leverage than the neoliberal
and DWS literatures imagine. Given the structures in which full-time

4. Interview with a politician from the Uri Party, Korea’s current ruling party, on
December 26, 2005.
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regular workers have enjoyed the lion’s share of job protection and
income maintenance, the East Asian governments may have discre-
tionary capacity to decide how they would reorganize and redirect
the original benefit structures across the nternal-external divide of the
labor market.

Two Dimensions of Labor Market Reregulation

The state capacity to deal with two policy areas leads to the two
dimensions of labor market reregulation. The first are “types” of
employment liberalization, which decide the range of liberalization
effects. Governments may take a direct diversification approach by
creating relaxed regulatory guidelines for using fixed-term contract
and dispatched workers. Governments may codify the previously cus-
tomary boundaries between protected regular workers and underpro-
tected workers. This indirectly legitimizes marginal job protection for
non-regular workers and increasingly diversified forms of employ-
ment in the workplace. In both cases, governments can be assessed
to opt for a selective type of liberalization in the sense that they keep
employment protection for regular workers but activate external
labor markets by providing businesses with more leeway in using
non-regular employment for flexible production.

Aternatively, governnents nay pursue a nore universa type of
liberalization by using the pdicy options of d scharges and di smssal s
in addition to the previously described two options. The option of
discharges dlows the authorities to pronote swft industria restruc-
turing and busi ness transfers by defining labor forces as a disposab e
property like other fixed capital. The dsmissd option refers to the
pdicies that facilitate baoth indvidud ad cdlective dsposd o the
vor kf or ce based on busi ness necessity.

Three indices help capture different types of enpl oynent |iberal -
ization: @ enploynent protection against disnissals, which nostly
involves full-tine regular workers enpl oyed by |arge enterprises
(LEs) or public conpanies in the East Asian context; b) reguatory
conmit nent to enpl oynent succession in the case of business trans-
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fers; ad c) dfficdty inusing nonregdar |aor. The effects of these
indices upon the liberaization types are straigtforvard. Easing the
constraints on non-regul ar enpl oynent conti ned wth the continu-
ing, o strengthened, protection of regu ar workers agai nst di snissa s
and business transfers can be seen as a sdective fomaof liberdiza-
tion. If both enpl oynent protection for regular workers and the con-
straints on non-regu ar enpl oynent are eased, thisis universa |iber-
dizaion

The second dinension of labor narket reregulation is the enti -
tlenent resources for incone nai ntenance benefits. Gvernnents
nay concentrate their admnistrative skills on upgrading current
i ncon@ nai ntenance prograns, including retiremnent paynents, pub-
lic pensions, and enpl oynent insurance, by tightening the |inkages
between the prograns benefits and each worker s individua contri -
butions. Gwvernnents can focus directly on reinforcing the existing
rights to i ncone nai ntenance benefits agai nst risky |abor narket con-
dtions. This includes protecting defined benefits and strengtheni ng
job retraining prograns. In bath strategies, narket positions are the
entitlenent resources to i ncone nai ntenance benefits.

Mearvhi | e, the reforming governnents nay sel ect citizenship as
the new basis of incone nai ntenance benefits. > Some gover nnent s
nay redirect existing inconesupporting resources to integrate nore
narginali zed groups in the external labor narket. This is often
acconpani ed by a risk-pooling strategy that pools the premuns and
risks tolevd therae of wefare benefits across dfferent occupeti ons.
In addition, governnents nay devi se new neasures devoted to nar -
gnalized workers. For exanpl e, such active labor narket policies as

5. The citizenship-based model of income maintenance refers to the income-support-
ing programs whose eligibility and level of basic benefits are not strongly connect-
ed to labor market status, job title, size of firms, or duration of the working life.
Differing from a truly universal-egalitarian type of citizenship-based welfare
scheme, as in Sweden (Esping-Andersen 1990), East Asian countries, if any, tend
to adopt a hybrid type of citizenship-based income maintenance programs that
feature universal eligibility and risk-pooling but to a certain extent differentiate
benefit levels according to initial contributions.
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learn-fare for young and fenal e workers and tax incentives for the
poor hel p those narginalized groups enter or stay in the labor nar -
ket

The entitlenent resources of incone na ntenance are observed
through three indices: a) coverage of incone nai ntenance prograns,
i ncl udi ng enpl oynent insurance and private/public pensions; b)
selection (inprovenent) of occupationally separated vs. nationaly
uni fied incone nai ntenance schenes; and c) relative governnent
efforts tovard active or passive labor narket pdicies. © QGwverage of
i ncong nai ntenance prograns is an inportant index to neasure not
only different entitl enent resources between the narket position and
Citizenship but also prinary conpensation targets. The last two
i ndi ces show vihether the incone-supporting resources are directly
(e.g, schene types) or indirectly (e.g., governnent tax expendture)
redistributed toward previously narginal i zed groups.

A Typology of Labor Market Reregulation

As Table 1 shows, the two dinensions hel p construct a typol ogy of
labor narket reregulation in East Asia. The typol ogy proposes four
different ways of coniining these two dinensions and thus al possi -
ble vays for East Asian govermnents to refornul ate their traditiona
dual labor narket system Frstly, the East Asian governnents nay
pursue rehabilitation o restoration of their dual labor narkets
wthout wholesale restructuring. To attain this goal, governnents
provide stable and specific legal foundati ons upon wvhi ch core work-
ers can depend for their enpl oynent duration, while obtaining the
flexibility and cost-reductive effects nostly fromexterna |abor nar -
kets. Meanwhile, governnents al so assure occupational incone
nai ntenance schenes for privileged full-tine workers that are com

6. Active policies refer to public training of “problem groups” or “marginalized popu-
lations” and negative income tax for the working poor, while passive ones include
vocational retraining for skill upgrading and wage subsidies for employment, etc.
For example, see Casey and Bruche (1985) and Pierre and Scarpetta (2004).
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parable with existing prograns. However, they inprove these
schenes into nore narket-conforming ones by enphasi zing individ-
ual narket contributions as the proper condition of incone nainte-
nance berefits.

Secondly, governnents can adopt pro-conpetitive |abor nar -
ket reform They can extensively rel ax the regul ati ons upon enpl oy-
nent protection and diversification to ensure nore | abor narket flexi -
bility ad cost reduction. This strategy dffers fromthe retabilitative
strategy in that it retrests fromthe traditiond o coventiona com
mtnent to enpl oynent security. Governnents seeking pro-conpeti -
tive refoomaso try to curtail existing occupational incone nainte-
nance benefits while enphasizing workers swft adjustnent to the
changi ng narket situation through effective job training. 7

Thirdy, governnents can select the preventive path of |abor
narket reform As in the case of rehabilitative strategy, governnents
can nininnze the effects of job instability inthe interna |abor narket
by luring enpl oyers to seek nore diversified forns of enpl oynent in
the external narket. However, this strategy a so thoroughly nini -
nzes the inpacts of narket-driven socia risks through new wel fare
regul ations that expand i ncone conpensation schenes towards pre-
viously narginal i zed sectors and groups.

Fnally, governnents nay transcend | abor narket dualismby fol -
lowng the counterbalancing strategy. The nethod of counterbal -
anced narketization not only elimnates traditional advantages of

7. For example, Singapore’s labor market reform fits this path. In the late 1990s, the
city-state revised its 1968 Employment Act to liberalize employment security fur-
ther. While redirecting the state budget towards infrastructure and human capital
development, it devised various austerity measures to reduce labor costs: 15%
wage cuts on average, suspension of the National Wages Council wage adjust-
ment, and cutback of employers’ Central Provident Fund (CPF) benefits. Although
unemployment issues keep haunting Singapore, this country remains reluctant to
provide unemployment insurance. Instead, the National Trades Union Congress
(NTUC) initiated productivity campaigns and job retraining as it had done previ-
ously. Note that this research does not discuss labor market reform in Singapore
because its anti-welfarist stance and authoritarian political nature is different from
the democratic regimes in Japan, Korea, and Taiwan.
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Table 1. A Typo ogy of Labor Mrket Reregulation in East Asia

Entitlement resources of income maintenance

Citizenship

Market position

| Liberalization Type of Employment Protection

Selective

Universal

Rehabilitation

— Applying flexibilization
measures to labor market
entrants and outsiders and
protecting employment secu-
rity for full-time workers

— Reinforcing the linkages
between individual market
positions or contributions
and income maintenance
benefits

Pro-Competitiveness

— Designing extensive rules to
facilitate more flexible and
diversified forms of employ-
ment across the internal-exter-
nal divide

— Emphasizing workfare logic as
an alternative to the welfare
concept

Preventive Reform

— Reinforcing the privileges of
full-time workers in their
employment maintenance

— Incorporating previously
marginalized citizens into
income compensation
schemes

Counterbalancing

— Lifting the regulation on
employment protection and
pursuing external labor market
activation

— Creating risk-sharing, cross-
occupational programs of
income maintenance

ful-tine reguar workers by easing the dismssal requirenents but
aso activate nore dversification of external labor narkets. In con-

junction wth universal neasures of liberaization, the authorities
i ncorporate vari ous econom c groups into cross-occupational
schenes of incone protection. A the sane tine, they redirect state
susides to labor narket outsiders not oy to protect their lives but
asotoencorage their labor narket participation.

The fdlowng points need to be clarified to prevent any nmisinter-
pretation of the typdogy. Frst, the typd ogy does not consider such
prograns as health care and socia services (e g, childcare and schod
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It deals wth the two redns of reform i.e, enpl oynent

labor narket reregdation. Sgnficat exceptiona cases to this typdo-

protection and incone nai ntenance, whose pol ari zed benefit struc-
tures have represented |abor narket dualism Second, the typol ogy
gy nay exist.

does not yidd exhaustive legislative devel opnerts in the process of

educat i on).

Hovever, the intention is nat to cover al aspects of
labor narket reregulation but to provide an ana ytic franework wth

vhi ch to conpare cross-nati onal variati on nore succi nctly.

The Korean Labor Market /
Welfare Reform from a Comparative Perspective
Korea has taken the strategy of counterbalanced marketization. It has

lifted restrictions on both the replacement of regular workers and the
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use of non-regular forms of employment, but it has also offset grow-

ing market risks through extensive redirection of income mainte-
nance resources possibly to all citizens. Japan’s labor market reregu-

lation is sharply different from that of Korea. It has embarked on the

path of “rehabilitation,” which has provided a clearer legal segrega-
tion between protected core workers and underprotected non-core
workers, while simultaneously tightening the link between the mar-
ket status of individual workers and their income maintenance bene-
fits. Japan has tried to enhance the productive and protective func-
tions of its dual labor markets without a wholesale restructuring. In a

It has however watered

sense, Taiwan has taken a similar path of labor market reregulation
down reform effects by shielding public-sector employees from labor

as Korea in its fairly wide range of liberalization and relatively uni-

versal approach to income maintenance.

market reform preemptively (Table 2).



190 KOREA JOURNAL / SPRING 2007

Counterbalanced Marketization: Korean-Style Labor Market Reform

Korea’s combination of universal employment liberalization and citi-
zenship-based income maintenance, as in Table 2, has two crucial
implications: above all, this indicates that Korea has followed neither
the neoliberal form of labor market flexibilization, whose risks are
only functionally addressed by contingent social programs, nor aimed
to construct a new welfare state while letting the market decide the
level of labor market flexibility. Additionally, Korea’s unique style of
counterbalanced marketization means that this country intended to
depart from its previous Japanese model of a dual labor market by
boldly blurring the divided benefit structures of employment protec-
tion and income maintenance.

The Korean authorities, like the Japanese ones (see bel ow, have
systenatical ly activated the external labor narket. The K mDae-jung
adnini stration revised the Labor Sandards Act (LSA in 1998 to ease
the barriers on fixed-termcontracts. In the sane year, Kmal so creat -
ed the D spatched Verkers Protection Act (DA that stipulated the

positive list of 26 occupations a |l owing worker di spatches. The Foh

administration then introduced the negative list that specified
exceptional occupations to wvhich workers could not be di spatched
and stipulated equal treatnent of dispatched workers in terns of
working and wel fare conditions. Roh also introduced a termto-
perm schene by which enpl oyers nust pernanently enpl oy work-
ers after two years of enpl oynent .

As shown in Table 2, however, what constituted a nore univer -
sd liberdization in Korea than in Japan is its radcad retreat from
enpl oynent protection, which was nostly given to regular vorkers
inthe past. The Kmadmnistration inserted a new clause into the
LSA to validate colective dismssals for nanagerial reasons in
1998. Roh aso has the firmintention of breaking wth traditiona
enpl oynent protection. Facing the wave of strikes in the sunmer of
2003, whi ch denanded the governnent restore the previous |evel of
enpl oynent security, he decisively argued that regul ar workers nust
give up their longstanding privileges, which posed obstacles to
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enhanci ng general enployability and job-sharing. In effect, the Gom
mttee for Reguatory Rform (R is studying the further easing of
layoffs requirenents, including the allowance of layoffs even when
there are no urgent nanageria reasons.

In Juy 2001, inthe sane vein, the Suprene Gurt ruled that the
protection of vorkers lifeis nat the sde ged o the LSA but the
prinary goal of this act is pronotion of national econony and comt
petitiveness. It also declared that enpl oynent protection nust not
be thick but harnonious wth production and nanagenent. Addi -
tionally, the court also weakened the legal foundation for enpl oy-
nent succession in the case of business transfers. In the 1980s the
Qprene Qurt established a case law that forced enpl oynent suc-
cession in cases of business transfer. The court changed its position
through the 2001 Sarmh S eel case to validate a nore disposabl e
transfer of business organi zations, including labor. According to the
newcase law if transferee and transferor conclude a sel ective prop-
erty transaction contract, the forner has no obligation to enpl oy-
nent successi on.

The Korean authorities have boldly reorganized its dua |abor
narket systemnot only through universal enpl oynent protection
reduction but a so through the construction of a citizenshi p-based
conpensati on system The basic idea of Korea s incone nai nt enance
refomis reflected in its Workers Besic Vi fare Act estadlished in
2002. The act stipuates that, regarding the inprovenent of workers
velfare, preferentia treatnent shall be given to snall- and ned um
sized enterprise (SMB workers and | owi ncone workers.

This idea has taken concrete formin several policy neasures
designed to incorporate narginalized groups into current incone
nai nt enance prograns. The Kimadmnistration created a unified
national pension systemin 1999 to cater to previously nargina i zed
popul ations. The systempronoted solidarity across different occupa-
tions by using the average incone of all insured workers to cacu ate
benefit anounts. The governnent al so extended the BP to all SME
vorkers in 1998. Its coverage was extended to workers aged 60 and
o der, part-tine workers, foreign workers, and day laborers later.
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Fnaly, Korea followed Japan s new nodel by renodeling its private
retirenent pensions (see below. Korea, hownever, differs fromJapan
inthat it requires enployers to nake contributions to non-regul ar
vorkers pensi ons.

Another inportant reformthat distinguished Korea from Japan
vas Korea s active |abor narket policy. In particuar, the Roh admin-
istration has devated i ncreasing resources to active | abor narket pdi -
cy that targets key problemgroups in labor narkets. Frstly, it
devised learnfare prograns in favor of norrregul ar workers, ME
vorkers, and the sel f-enpl oyed. Ater the 77th National Agenda Gon-
ference in My 2005 when Roh argued that narginal i zed groups nust
receive jab trainng as their besic rigts as citizens, the mnstries
established the fdlowng pdicies: @ an indvidual tra nng account
that provides educational fees and nini num wages to non-regul ar
workers, |ower-incone groups, and the unenpl oyed who receive
training/ education services; b) financia subsides to busi nesses that
gve their nonregda workers onrthe-job trainings; c¢) business con-
sultation and training prograns for the | ower-i ncone sel f-enpl oyed;
d) a vocational training consortium anong LEs and SMEs that
hel ps provide SMEworkers wth job training opportunities in LE
facilities, etc. Secondy, the devel opnent of youth enpl oynent nea-
swres inthe last fewyears was a pdicy response to increasing rates
of youth unenpl oynent. The neasures include: a) a youth work
experience program that provides unenpl oyed youth with intern-
ship opportunities in pudlic institutions and subsidized private com
panies; and b) tailored vocational training and a youth enpl oy-
nent package project that concentrate on training in know edge-
based industries and hel p young workers find decent jobs in the
M Fnadly, the governnent invented socia job creation to create
jobs and enterprises in the socia service sector were socia denands
are increasing but the service supply renains insufficient. The gov-
ernnent anticipates job creation and service provision in the sectors
of child-care, ederly-care, and after-schod, environnental works,
operation of loca child centers, traning for housewves, etc.
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A Korean Case within the Universe of Labor Market Reregulation
in East Asia

The uni queness of Korean |abor narket reform becones clearer
wenit is conpared wth other reformcases in East Asia. Mist of al,
by choosing the path of rehabilitation, Japan has noved to pre-
serve and even reinforce its traditiona enpl oynent protection in
favor of core workers in the LEs. In particuar, both the Gouchi and
Koi zum governnents have changed enpl oynent protection based
on case lawinto a nore explicit lega code. The 2003 revision of the
LSA and the 2000 creation of the Labor Gntract Successi on Law cod-
ified the previous case lans that guaranteed enpl oynent protection
fromdismssals and nass layoffs. The revised LSA nullifies any dis-
nissals that are not based on objectively reasondbe and socidly
acceptabl e grounds.

Hwvever, this does not nean that Japan was rel uctant to enhance
labor narket flexibility. It very swftly activated its edxerrd |abor
narket. The Japanese governnent has al so provi ded busi nesses wth
nore leevay to dispatch workers. It noved to the negative list sys-
temthat only lists industries where worker-di spatching was not
dloned as early as in 1999. It aso sinplified the registration ad
licensing process for extending dispatching contracts in 2001 Add -
tiona ly, the 2003 LAS edition dloved two- or three-year contracts in
any type of busi ness.

O the other hand, the Japanese governnent focused its admn-
istrative capacity on upgradi ng existing occupational incone nainte-
nance schenes in preparation for increasing narket risks. The Koi zu-
m admnistrati on opposed the Denocratic Party s (ORJ) proposal of
a Korean-style nenkin ichigenka (unification of the three existing
publ i ¢ pension schenes) & to benefit nargna workers and the sdlf-
enpl oyed ( Yomuri Shinbun, Apxil 11, 2005). It has instead taken
severd steps to inmrove the financia sustainability of the threetier

8. These are kosei nenkin for salaried workers, kyosai nenkin for government offi-
cials, and kokumin nenkin for everyone else.
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publ i ¢ pensions. Fom 2001-2002, the governnent required firns to
change the previous taishokukin (retirenment paynent) systemto
three new systens, i.e., a defined contribution system sinmlar to
the US 401k plan, a contract-type defined benefits system nan-
aged by investnent conpanies, and a fund-type, defined benefits
system operated internally. Such private pension reformcontri buted
to both labor narket nobility and reguar workers incone stability
by naki ng benefits nore portabl e than before.

Meanvhi | e, Japan has extended the coverage of sone incone
nai nt enance schenes to non-regul ar workers (e.g., enpl oynent
i nsurance) while adopting energency neasures for job creation.
However, the incone nai ntenance benefits renain significantly
unequal according to occupati onal status. Furthernaore, greater finan-
cia resources were allocated to subsidize firng retraining prograns
than to support narginal i zed groups wth high | abor narket risks.

Wi | e Japan s path of rehabilitation sharply contrasts wth Koreas
courterbal ancing, Taivan reveals limted application of counterbal -
anced narketization. The Chen Shui-bian governnent has left grow
ing nunbers of feidaxing gongzuo xingta (non-standard forns of
labor) and individual dismissas unregul ated, while expanding sever -
a incone nai ntenance prograns, including |abor pension (2004),
enpl oynent i nsurance (1999), and ol d-age al | owance prograns
(2002), towards various narginalized groups. Myving anway from
netional -1evel analysis, however, Taivan shows critica limtations to
its couterbalancing strategy at the sectoral level. Taivan has nade
publ i c-sector enpl oyees and unions an a nost inpervious island in
the mdst of privatization, narket-initiaing dereguation, and exten-
sive enl argenent of incone nai ntenance schenes.

The nost notable strategies by the Gen governnent to protect
pud i c-sector enpl oyees are threefd d. The first is to dday privatiza-
tion. VHen it cane to power in 2000, Chen postponed nany of the
privatization schedu es once agreed to by al the najor parties, cater -
ingto the vorkers fear of renoval of job security and vel fare after
privatizaion (DPP News, Noventer 3, 2000). Secondly, the Chen
gover nnent devel oped several enforcenents to assure enpl oynent
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successi on by privatized public conpanies. Vien public and private
conpani es nerge, for exanple, the MRA law cones into play to
enforce negotiation between the nergi ng conpanies and their
enpl oyees. Public conpani es nust provide enpl oyees wth job-
transfer training before the conpanies are privatized or nerged wth
private conpanies. Hnaly, the governnent hel ped the transferred
publ i c-sector workers keep their vested rights to i ncone nai nt enance
resources. Those workers are alowed to retan access to the Gvil
Servant Pension or Governnent Enpl oyees | nsurance, wth incone
repl acenent rates over 80% if they do not opt for the New Labor
Pension Act. For this reason, the new pension programhas certain
linits inits risk-poding and redistributive functions. Additiond ly,
the Chen governnent requires forner public enterprises to give sev-
erance pay and an extra seven nonths sal ary to workers who are not
wlling to be transferred Taivan has constructed a quite inclusive,
but pat chwork-1i ke i ncone nai nt enance system

In sum Korea s welfare reformand |abor narket reregul ation
has been quite unique in the Bast Asian cotext. It is nique inits
far-reaching devel opnent of citizenshi p-based incone nai nt enance
prograns. Furthernmore, conbined wth its wde range of enploy-
nent liberaization, Korea s unique wel fare reformhas constituted its
particdar strategy of labor narket reregu ation, i.e, courterba anced
narketization. In contrast, Japan has created a nore narket-con-
formng i ncone nai ntenance schene together wth a sel ective range
of enploynent liberalization. Taivan has revedl ed its critica linnta-
tions to couterbal ancing strateges at the pudic-sectora levd.

Explanation: Policy-making Network Structures

What has led Korea to the unique path of labor market reregulation?
The neoliberal and DWS arguments have offered quite different ratio-
nales. Neoliberal advisors and mainstream economists have focused
on government willingness. That is, they assume that reform is a
process driven from above to fulfill the public good, and that the
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dynamics of labor market reform rest on how effectively the state can
marginalize, if not persuade, vested social interests to carry out
reform projects (Krueger 1993). Social organizations are regarded as
passive actors that must be sidelined and even defeated when they
do not agree with the proposed reform. However, the vested interests
of Japanese regular workers and Taiwanese public-sector workers
have not been unilaterally sacrificed for reform goals.

The D/ thesis focuses oninterest coalitions as the nain driving
force behi nd reform (Kwon 2005a, 2005b; Véng 2004). It enphasi zes
that Korea was able to construct a social consensus nechani sm |ike
the Tripartite Gnmission, to achieve various soci oecononmic agen-
das. However, the nornative conmtnent of the D/ literature to
socid forces o vitdity is hard to verify. The thesis tends to igore
what realy happened inside the state-society relations surround ng
labor narket reform And it renai ns unexpl ai ned whose interests the
advocacy coal iti ons have organi zed around and represented. For both
ful-tine reguar workers and others, labor narket reforns usual ly
resut in dfferent levds of reformbenefits and costs. Mreover, the
reformng governnent nay decide to favor unrepresented soci oeco-
nomc interests vhile sidelining organi zed and represented soci a
inerests

Aternatively, this research seeks to reconcile the state-centric
viewof nediberal advisors and the society-centric D% literature. In
exdanngthe nationa variations, this research focuses on the nature
of poicy-naking network structures, through which the reformng
governnent and organi zed interests, particuarly labor, interact wth
each other in the naking of |abor narket reforns. The policy-naki ng
network structure refers to inbuilt, effective conmunication routes
betveen pditica dites and labor organizations, affecting the se ec-
tion of reformpalicies and agendas. Its prominence can be validat ed
by East Asian cotexts in wich the effective points of poicy-naking
are nore open to socia organizations that have naintai ned cl ose
rel ationships wth paicynakers, rather than being neutrally responsi -
bl e or responsive tovards al socia organi zati ons (Bvans 1995).

Rol i cy-naki ng networks in industria relations create both the
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suy ective (orientational) and obj ective (organi zational) conditions of
labor narket refompaitics. Sbjectivaly, it defines and reproduces
the style of labor narket intervertion, vaue priarity, and the regu a-
tion process. |nagine the case when the labor organization is a clan,
wichis inendly conesive bt externaly too inflexible and isd aed
to obtain diverse sources of perspective and infornation (Burt 2000).
Inthis case, the government tends to restructure its labor narket sys-
temin a nore bold and unilateral way and sideline organi zed but
unconnected | abor interests. The opposite case is wen a | abor orga-
ni zation develops an integrated conmunity internally as well as
diversified channel s to busi nesses and policynakers externally. In
such a case, a consensus-based and coordination-oriented style of
paicy-naking is nore likey.

Foman organi zati onal aspect, the policy network structure has
a concrete effect upon the specification of the type of enpl oynent
liberalization and the entitlenent basis of incone naintenance. |f
organi zed | abor has devel oped diverse and multi-leveled issue link-
ages to governnant, pditica perties, and business arganizations, it is
ddetondhlize its pdicy linkages to mninze the effects of liberd -
ization and incone redistribution. If organized labor has failed to
constitute veto players inits pdicy fornation, the reforning govern-
nent nay have nore leverage in inplenenting its own reform
vision. Wen this situation occurs in nascent denocraci es, particul ar -
ly, the governnent is inclined to reach out to constituencies outside
| abor organizations by broadly redistributing administrative and
financid resources.

Let us explain the unique policy-naking networks of Korea
foud inits labor paitics. Frstly, unionnanagenent relations a the
firmlevel renain adversarial or less cooperative. Korean firns are
gererally organized by fanmily partnerships, wich play key rdes as
the nai n stakehol ders and deci si on-nakers of nanagenent policies.
Labor unions and workers are held in esteemonly insofar as they
cooperate wth this corporate order. In contrast, Japanese uni ons
have hel d a stakehol der position wthin firns, wich allows themto
engage in nanagenent. Thus, nanagenent participation has been
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infornal ly institutionalized in Japan (Kune 1998, Sizuki 2000).

Second, Korea has kept segnented firmlevel relations between
reguar and non-regul ar workers, as in Japan where |abor organi za-
tions are less coomtted to the provocative inter-class agenda than to
the protection of workers livelihoods wthin busi nesses (Véathers
1997). However, Korea and Japan have devel oped different networks
between regular and nonrregu ar workers in national-level paitics. In
Japan, nost na@ or unions have, |ike the Japanese Trade Lhion Gn-
federation (Rengo), renained very reluctant to represent non-regul ar
vorkers. 2 In Korea, however, there is an asymmetry between the
national -1evel union leaders and firmlevel union nenbers. The his-
torical strugg es between the radica Korean Gfederation of Trade
Lhions (KCTY and the nodest Federation of Korean Trade ULhi ons
(FKIY during the 1990s resulted in these two unions strategic or
synpat heti ¢ nobilizati on of non-regul ar workers to achi eve organi za-
tiona enl argenent.

Fnaly, Koreas configurations of pdicy-naking networks differ
fromthose of Japan and Taivan in terns of |inkage of organi zed
labor to govermnent authorities and paitica parties. Japan has | ong
devel oped diversified coordinati on nechani sns anong | abor, busi -
ness organi zations, and the governnent. The shunto has been an
i nportant nechani sm through which |abor and managenent have
agreed on vage levels followng wage agreenents in |eading indus-
tries. The shmgka (ddiberation council) and the sanronkon (round-
tabl e conference on industry and |abor) have played politically
salient roles in leading the cooperation of union representatives,

9. For this reason, in Rengo’s presidential election of October 2005, a candidate,
Kamo Momoyo, chairwoman of the Japan Community Union Federation, criticized
Rengo for its exclusivity to non-regular workers and pledged that she would strug-
gle for the increasing non-regular workers’ interests. However, she was defeated
by Takagi Tsuyoshi, head of Ul Zensen Domei (the Japanese Federation of Textile,
Chemical, Food, Commercial and General Workers’ Unions). Even after this,
Rengo and political parties still take a very dubious position regarding employment
stability and wage increases for non-regular workers (Kyodo News, January 11,
2006).
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enpl oyers, and nenters of the public in the fornulation of |abor
policies (Kune 2001; Hbnda 2005). In the Tai wanese case, the Kuom
intang (KM) s quasi-leninist regine effectively infiltrated the pub-
lic-sector labor narket and unions to achieve pditicd legtinacy in
its newinsua hone, ad thus to avod the pditica catastrophe it
had suffered on the nainland. The paitics of denocratization has
not signficantly changed the clientelistic nature of labor narket gov-
ernance. Athough the officia ties between the KM and its patron-
i zed Chinese Federation of Labor (L) ended in 2000, the Taiwan
Gnfederation of Trade Lhions (TCTU and key i sl ander - popul at ed
unions have sought to becone paitica clients of Gen Swi-bians
D Additiomnally, the clientelistic nature of regdatory systens has
created cooperative but highly biased policy-naki ng networks
between the ruing eites and publi c-sector uni ons.

In contrast, Korea s labor organi zations have hardly shared any
pditicd o pdicy-naking linkage wth the najor paitical actors. Not
ony the mlitant KCIU but al so the noderate FKIU have not consti -
tuted stabl e palicy-naki ng partnerships wth governnents and paliti -
cal parties. The experinent of the Tripartite Gnmissi on was not suc-
cessful due to defection of the KCTU whose nenfer uni ons i ncl ude
a considerable nunber of influential enterprise unions. It is aso
inportant to note that denocratization in the 1990s did not change
the basic features of Korean policy-naking networks: denocratiza-
tion was achieved after al nost decade-l1ong negotiations and cohabi -
tations between o d military and new denacratic eites (\a enzuel a
1989), wth the institutiona capacities of the state being snoothly
transferred fromthe nilitary to a denocratic regine. Bsen after
denocrati zation, |abor organizations failed to devel op palicy-naki ng
networks wth paitical authorities particu arly because the conserva-
tive politics of the Foh Tae-woo and Ki m Young- sam adnini strati ons
prevented mlitari zed | abor novenents fromspilling out of the work-
dece

How have such distinctive policy-naki ng networks created
Korea s counterbal ancing path? Korea s bold orientati on toward | abor
narket reformis facilitated by the d sengagenent of |abor organi za-
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tions frompolicy-naki ng nechani sns. Wth the lack of ties to orga-
nized labor, the reforming governnent of Korea has easily justified
possi bl e soci oecononic risks resulting fromthe labor narket reform
process. The route of state intervertion in Koreais nore direct, un -
lateral, and goal -driven, rather than consensus-driven. Wiile Japan s
prinary goal of intervertionis to help the dual labor narkets accom
nodat e pressing narket and social changes while keeping their basic
franework, the Korean governnent has radically restructured its dua
labor narket. Korea s reformgoa is to create an anost newinstitu-
tiona arrangenent that coul d serve economc growth and social sta-
bilityinanewfornua Inhis 2005 New Year s address, for exanpl e,
Present Roh proposed that the governnent would bridge the gap
between the pol arized | abor narket and industrial structure by
puling it fromthe front and pushing frombehind ( Gosun 11bo,
January 13, 2005). By this proposed nethod, he pledged to further
liberaize the competitive part of the labor narket, vhile providing
financial support for the labor narket participation of nargi nalized
vor ker s.

The distinctive paicy-naking structure of Korea has al so cond -
tioned its unique paicy selections for enpl oynent |iberaization and
i ncone nai ntenance. Gwviously, the initial step for enpl oynent |ib-
eralization was taken through engagenent of |abor organi zations in
pol i cy-naki ng routes, particuarly the Tripartite Gnmssion. Hwev-
er, when the agreenent of the Tripartite Gonmission was di sap-
proved by the KCIU and its new | eadershi p denanded that the gov-
ernment renegotiate the agreenent, Kim Dae-jung s response was
very decisive. The Kmgovernnent criticized the new | eadership,
argung that the dsaproval resdted fromfactiond conflicts wthin
the KOIU and this dd nat constitute a reason for re-negatiation. In
August 1998, Bak Ji-won, the president s spokesnan, said, no one
doubts that the new layoff systemin the revised LSA was based on
the agreenent in the Tripartite Gmmssion, and strikes agai nst
layoffs areillegitinate. Facing financia workers denands to negati -
ate the layoff prodlem Y Heonrjae, chairnan of the Fnancial Super -
visory Gmmssion, argued we find no reason to bargain wth sec-
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tora unions since we have al ready reached a national -1evel conpro-
mse (Korea Herald, February 10, 1999).

This denoralizing strategy becane stronger wth Foh Mo- hyun,
as he faced the non-cooperation of the FKTU in the revision of the
DMPA and incessant strikes waged by the KCTU He bl aned | abor
oganizations for the recalcitrant atitudes in the negatiati on process
and excessive nobilization of mlitant struggdes. Aso, he often ques-
tioned the nora sincerity of organized labor for resdving the prob-
lens of non-regular workers, as his conments on various TV pro-
grans show The unions in big factories have to seriously think
back on how nuch they are wlling to contribute to the probl em of
non-regul ar workers; The unions nust not use the non-regul ar
vorker problemfor their oan political purposes; and | cannot
under stand on what grounds union leaders coul d criticize paliticians
and bureaucracies. FRoh even clained, the ironrice bows of the
LE unions are the nain culprit of the non-regul ar workers probl em
(Ban 2005).

My union activists criticized Foh for inciting a conflict wthin
labor. But his strategy has been wdely adopted. Lawnaker Lee Mbk-
He, who drafted the D/MPA anendnent, criticized the KCIU for its
selfish way of thinking, arguing that wat the KClUrea |y worries
about is not the worsening living conditions of current non-regul ar
vworkers, but the future possibility that enpl oyers will use nore dis-
pat ched workers as an aternative to regdar ones. He explained, |If
the use of non-regular workers is banned as the KCIU argues, firns
wll abandon enpl oynent par se, not changing current non-regul ar
vorkers into regdar ones. . . . Vet we need to do is regu ate the
narket process in vhich non-regular labor is created and treated
(Chosun 11 bo, Decenter 5, 2005).

If pditicians prevented labor unions fromexercising their right to
veto, the Mnistry of Hnance and Econony (MIFE) and the Conmit -
tee foo Reguatory Reform (RR have assuned the prinary role of
reformdesi gner for enpl oynent liberalization. The MOFE has pl ayed
the prinary rol e for creating enpl oynent |iberalization neasures. For
exanpl e, the MIME has gathered econonmists, journalists, |awers,
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and busi nessnen for public hearings to formopinion | eaders for lib-
eralization. As the Mce Prine Mnistry, nearwvhile, the MIE has
presided over the Mnisteria Metings for Economic Afairs, which
coordinate diverging policy ideas anong the econonmic ninistries.
Bven if the Mnistry of Labor (M)) had proposed decreasing the
speed of reformdue to concerns about possi bl e oppositi on fromorga-
nized labor, it vas highly difficut for the ML to persuade other
neners under the strong influence of the Mce Rine Mnister. 10
Marnvhi le, the R has played the role of final exanmner regarding
the effect of the governnent policies and agreenents of the Tripartite
Gmmssion on the deregulatory principle of reform The R is
conposed of six ministers and twelve civil representatives. The min-
isters include the MOFE, the Mnister of Governnent Adnministration
and Hone Affairs (MIGAHY, and the Mnistry of Gonmerce, |ndus-
try and Energy (MOB), the Fair Trade Gomission (FTQ, the Ofice
for Policy Gordination (G, and the Mnistry of Governnent Leg-
islation (ME3). Mst civil representatives are economcs prof essors,
financial advisors, |awers, and busi nessnen, excl uding | abor-rel at ed
experts. Uhder these circunstances, the MOFE actively nobilized the
R vhen they pronoted further enpl oynent |iberalization.

h the other hand, labor s exclusion fromthe policy-naki ng
process has facilitated a nore citizenshi p-based entitlenent to
i ncone conpensation. The Korean governnent has i ndeed responded
toorganized labor s interests but reincorporated theminto a concrete
vel fare paicy according to its own vision. The KkmDae-j ung govern-
nent, for exanple, dissuaded the sporadic opposition of the FKIU
and sone busi ness groups, such as the Korea Federation of Swall and
Medi um Busi ness (KFSB) when inpl enenting a uni versal pension
proect. Kkmskillfully nade use of a very abstract agreenent reached
inthe Tripartite Gnmission to legitinize his sdidaristic idea of
socid pdicies. In other aspects, the national levd unions dd not
raise persistent, sincere opposition to the incorporation of non-regu-

10. Interview with the Director of Planning Division, the Tripartite Commission on
January 15, 2006.
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lar workers and the self-enployed into the singl e pension schene.
Lhion leaders dd not vant to sacrifice their goal of organi zati ona
enlargenent for the vested interests of uni on nentoers.

QOnce the pacts were reached, it was the governnent that changed
abstract pacts into specific poicy neasures. The M) and several
presidential conmittees created specific plans about the content,
schedul es, and nain targets of the reformneasures. In February
1998, for exanple, the Tripartite Commi ssion recomrmended the
expansi on of the BP to workpl aces wth five or nore enpl oyees until
md-1998. The M, however, decided to expand the benefits to 4
workpl aces and all types of workers. Manvhile, the Presidential
Gnmittee for Socia Inclusion (FCY) and the Rresidential Gonmittee
for Job Srategy (PAJS played an inportant role in actualizing
astract itens of the Scid Pact for Job Geation of Feb. 10, 2004.
The PC3 devel oped severa active labor narket policies, including
the learn-fare neasures and youth enpl oynent neasures, which
were devoted to helping nany |abor narket outsiders or potential
labor narket |osers. Mawhile, the RAS coordinated ninisterial
jobs for socia job creation while persuading | amnakers to provi de
nore budgets and necessary | aws.

Expecting conflicts between enpl oyers and unions, the govern-
nent rarely brought the concrete policy neasures up for discussion
inthe Tripartite Gmmssi on once they were drafted. The reformpoal -
icy of social job creation is a good exanple. Both enpl oyers and
unions vere critical or at best |ukewarmtovard this neasure. Labor
uni ons suspected that socia works would create a newpool of non-
decent  jobs and thus aggregate enpl oynent stability in the long
run. Business organizations did not raise direct opposition to the
social job creation proect. Bt they renained very | ukewarmto the
idea due to the possibility of tax increases. For enployers, socid job
creationis not a pure economc paicy but avelfare pdicy caling for
nore governnent intervention and tax costs. Gven the potentia con-
flicts between the tw sides, the governnent has not asked themto
create nore concrete policies through negotiati on.
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Concluding Remarks: Passion without Calculus?

This research claimed that welfare reform in East Asia must be
grasped in the larger context of labor market reregulation. In this
vein, it addressed how the reforming governments in question have
changed both employment security and income maintenance systems
to introduce market forces into their dual labor market systems while
safeguarding the expected losers of the reform. The research then dis-
cussed how the reform outcomes of Korea differ from those of other
East Asian countries. Korea’s counterbalanced marketization is
sharply divergent from Japan’s rehabilitative strategy in its wider
range of employment liberalization and citizenship-based income
compensation. Although Taiwan shared a relatively similar reform
path with Korea, it has made public sector employees and unions an
almost impervious island in the midst of privatization, market-initiat-
ing deregulation, and extensive enlargement of income maintenance
schemes. In explaining the unique path of Korean labor market
reform, finally, this research bridged the state-centric view of the
neoliberal advisors and the society-centric DWS literature by high-
lighting policy-making network structures between state and society.
Arguments were presented to show that the policy-making networks
gave rise to both the orientational and organizational conditions of
reform policies. In Korea, the confluence of isolation of labor organi-
zations and their competitive mobilization of unorganized labor con-
ditioned its unique pattern of labor market reform.

Hwever, Korea s determined steps have not necessarily had far-
reaching success. Hrstly, a dlenma arises fromthe strategy of coun-
terbal anced narketization per se: the effect of enpl oynent security
liberalization cones sooner than the effect of new incone nainte-
nance prograns. Enpl oyers have responded rapidly to the new
incentives for liberalization, but paicy constituencies surround ng
social prograns have taken nuch nore tine to appear. This tine lag
between increasing labor narket flexibility and fornation of social
paicy constituencies coud criticdly undernmine the effects of velfare
refam
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Secondly, further efforts are required to mininize the gap
between theory and practice in welfare reform Korea s welfare
reformwvas apparently intended to create an institutiona change in
favor of SMEworkers, nonregular workers, the urban poor, and the
unenpl oyed, all of which had previously been underprotected.
Nonethel ess, nany of those popul ations still renained insufficiently
protected under the influence of various factors, includ ng the finan-
cial weakness of SMEs and sel f-enpl oyed busi nesses, enpl oyers
reluctance to share new wel fare burdens, the unwillingness of the
narginal workers to contribute to welfare prograns, etc. Mreover,
the existence of privileged pension schenes for state officids, the
nmlitary, and private schod teachers seriously linits the universd
neture of pension reform

Fnally but nost inportantly, the governnent comnmitted two
types of pdicy failure in dealing wth the energng problemaof the
vworking poor and |abor narket polarization ( nodong sijang yang-
geukhva). The first type was under-executi on: the governnent failed
to offer sufficient work-encouragi ng i ncentives to narginal i zed work-
ers, athough it did devel op severa active labar narket neasures for
that purpose. This type is evident in the operation of the Epl oynent
Sabilization Frogram (E¥), which as a conponent of the BHP sup-
ports enpl oynent adj ustnent by subsidizing enpl oynent retention
and pronoting reenpl oynent of narginalized groups in the |abor
narkets. 9 nce EP coverage was expanded to al | -sized enterprises in
1998, growi ng nunber of SMES, particularly those with 10-49
enpl oyees and 50-299 enpl oyees, could be subsidized for their
enpl oynent adj ustnent. However, it is hard to say that the operation
of B3P has had significat effects onthe | abor narket participation of
nargi nal i zed workers or reduction of labor narket inequality.
Approxi natel y seventy percent of non-regular workers have fallen
outside of EP benefits. Mreover, excessive reserves of ESP are
nai ntai ned wthout being i nvested i n possi bl e wor k- encouragi ng pro-
jects at the firng. The existence of excessive E3P reserves, which
renai n unexecuted for the possibl e recipients of benefits, shows that
the governnent has not prepared for the substantial execution of this
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programin a way to encourage the labor narket participation of
those workers. Meanwhile, the Job Skill Devel opnent Program
(JIP is ancther inportant |abor narket policy that the gover nnent
introduced to encourage enpl oyers to provide job-trai ning prograns
to their enployees. It seeks to encourage lowskilled workers to
adj ust thensel ves to changi ng technol ogi cal environnents through
enpl oyers cooperation, thus preventing unenpl oynent. Like the
E case, however, only about 27%o0f the premuns of the Job ill
Devel opnent Training Froject, the nost inportant JSP program
vere executed to assist the skill devel opnent of workers. The nore
criticd prodemis that this prgect was executed in a retrogressi ve
nanner. Table 3 well denonstrates that LEs with nore than 1,000
enpl oyees could receive 38.4%of wat they paid as grants for job
skill devel opnent training for their workers, but snall enterprises
wth less than 50 enpl oyees recei ved only 13. 6%0f what they pai d.

Table 3 Remuns and Gants of JIP according to Arm3 ze in 2004

(100 million won, %)

Total Less than 50-149 150-499 500-999 More than

50 persons persons  persons 1000

persons
Premiums (A) 6,648 1,016 539 1,256 705 3,132
Grants (B) 1 810 139 120 209 138 1,203
B/ A 271.2 136 22 16.6 19.5 B4

Source: MOL (2004).

The second type of pdicy failureis under-regul ation: although house-
ho d poverty has increased as the result of corporate and financia
reform the governnent could not create any concrete policy nea-
sures necessary to regulae the increasing poverty of the househd d
econony. For exanpl e, the governnent carried out industrial surveys
of the self-enpl oyed and announced its sel f-enpl oynent policy only
in 2005. This was after |ong debates between the M and MOFE to
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avod prinary responsibility for the issue. Mreover, this pdicy ini -
tially had certan problens. It was sinply concerned wth freezing
the size of the self-enpl oyed vorkforce at the current level by pre-
venting the inflow of waged workers, rather than incorporating the
self-enpl oyed into the | abor narket systemor encouraging their pro-
ductivity increase. Marvhile, the governnent encouraged the then
sdf-enployed in the service sector to rece ve business consultation
regardi ng changi ng business clinates and opportunities. However, it
vas al nost inpossible for approxinatel y a thousand consultants in a
courtry to deal wth the problens of productivity and the i ncones of
the then sel f-enpl oyed, whi ch nunibered over two mllion.

Anore critica prabemis the govermnent s failure to correctly
grasp changi ng househol d i ncones. The governnent in particul ar
lacks the administrative capacity to prevent the highest-incone
gous, i.e nedica doctors, lawers, accountants, etc., fromunder -
reporting their incones. Athough those groups still have sufficient
roomto evade the growng tax burden, inpatient reform designers
have been dependi ng nore on the earned i ncone tax of wage earners
and objective tax or VAT on anonynous citizens. The situation has
aroused the problemof the reformcredibility of the governnent, ask-
ing wether the governnent really intends to pronote the | owering
of incone inequality between rich and poor. 11

Ref orm passi on w thout adequate cal cul ation has created the
toughest pditical redity for the Korean govermnent and its paicy-
nakers, whose new vision and decisive role in the |abor narket
sphere renain under-credited by their potentia constituencies. Wat
is worse, the seeming placebo effects of reformon the increasing
pauperization and polarization of labor narkets |lead nany Korean

11. Scheduled for implementation in 2008, the Earned Income Tax Credit (EITC), the
refundable federal tax credit that helps poor households and individuals achieve
economic stability and security, is facing similar criticism. Many commentators are
suspicious of the effects of the EITC because the government lacks income grasping
capacity against the targeted beneficiary groups and it must ultimately depend on a
tax increase rather than higher-income groups’ resources to fund this program.
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Citizens to synpathize wth overstated conservative criticisns that
the government is only obstructing the nmarket nechani sm wasting
val uabl e resources, and is prinarily responsible for labor narket
deterioration. The consequence of reformpassi on wthout the equiva-
lent support of reformea cu us is gave
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GLOSSARY

fel danxing gongzuo xi ngta (@)
nenki n i chi genka (1)

nodong sij ang yanggeukhva
sanronkon (J)

shmgka (1)

shunto (J)

tai shokuki n (1)

(G.: Qiinese, J.: Japanese)
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