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Abstract

Using Korean Labor and Income Panel Study data, this paper estimates nominal wage rigidity
in Korea by industry from 2005 to 2017 and evaluates the level of inefficiency of Korean
labor market. And, after estimating employment volatility by industry using the Labor Force
Survey at Establishments data for Korea, we combine the nominal wage rigidity and the
employment volatility estimates and analyze the effect of nominal wage rigidity on
employment volatility in Korea from 2011 to 2017. If the level of wage rigidity is high, it
may be hard for the labor market to be in the equilibrium, and therefore, the market may have
inefficiency. We find that the inefficiency of the labor market in Korea have increased from
2005 to 2017 and the industry of accommodation and food service activities has the highest
level of inefficiency over the period. We also find that one-percent-point increase in wage
rigidity increases employment volatility by 2.3-2.9 percent and the positive effect is bigger for
workers with part-time and temporary jobs. The result implies that firms may adjust their
labor costs by changing the number of casual workers, rather than permanent workers, when
the labor market suffers from a high level of wage rigidity.
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Table 1. Wage Rigidity by Industry and Year (Using After-tax Monthly Wage)

Industrial
Classificat 05 06 07 08 09
ion

A 0.142 0.182 0.168 0.191 0.234 0.214
Verage (1968] [1,1841 [1281] [1,238] [1224] [1,347]
AB 0.500 1.000 0.000 0.400 0.200 0.000
(2] [1] [5] (5] [5] [4]
c 0.120 0.157 0.154 0.208 0.195 0.196
[284] [268] [279] [216] [261] [265]
DEF 0.120 0.200 0.129 0.169 0.235 0.235
(83] [75] [70] [77]1 [81] [85]
G 0.154 0.191 0.151 0.213 0.278 0.208
[136] [152] [179] [178] [169] [183]
0.143 0.200 0.123 0.141 0.221 0.203
(701 [70] [73]1 [78] [68] [79]
0.409 0.316 0.394 0.238 0.281 0[.32]5
77
0.170 0.239 0.179 0.228 0.222 0.146
(53] [46] [56] [57] [45] [48]
0.077 0.000 0.250 0.261 0.105 0.238
[26] [23] [24] [23] [19] [21]
0.212 0.240 0.216 0.197 0.194 0.211
[85] [75] [74] [711 [72] [76]
0.000 0.240 0.051 0.194 0.400 0.256
(291 [25] [39]1 [36] [30] [43]
0.091 0.308 0.100 0.000 0.143 0[.14]3
14
0.079 0.096 0.086 0.127 0.242 0.239
[76] [52] [58] [63] [62] [67]
0.140 0.139 0.154 0.175 0.237 0.185
(1781 [151] [162] [171] [156] [173]
0.121 0.143 0.163 0.149 0.208 0.205
(911 [84] [86] [101] [101] [122]
0.1 0.222 0.227 0.224 0.289 0.256
[82] [81] [88] [85] [76] [90]
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[175] [180] [172] [187) [154] [175] [206]
0.192 0.252 0.225 0.189 0.239 0.266 0.228
[151] [163] [169] [185] [184] [218] [232]
0.417 0.290 0.250 0.250 0.233 0.315 0.320
[84] [100] [100] [100] [103] [92] [103]

Notes: 1. Number of observations are in square brackets.

2. Each alphabet letter in the first column denotes industry section from Korea Standard Industrial Classification

(KSIC): A (Agriculture, forestry and fishing), B
steam and air conditioning supply), E

(Construction), G (Wholesale and retail trade),

(Mining and quarrying), C (Manufacturing), D
(Water supply; sewage, waste management, materials recovery), F
H (Transportation and storage), |

(Electricity, gas,

(Accommodation and food

service activities), J (Information and communication), K (Financial and insurance activities), L (Real estate
activities), M (Professional, scientific and technical activities), N (Business facilities management and business
support services; rental and leasing activities), O (Public administration and defence; compulsory social security),
P (Education), Q (Human health and social work activities), R (Arts, sports and recreation related services),
S (Membership organizations, repair and other personal services), T (Activities of households as employers;
undifferentiated goods-and services-producing activities of households for own use), U (Activities of extraterritorial

organizations and bodies)
Source: KLIPS (2004-2017).

olg3le] TAMSTE A AAE
zﬂrﬂ T FATEAY HE, 25EFe] &
*}%‘xﬂ«l Hl&, 30020 oPd FAALE & 7
ARIAS] v1E T F Al Aloltt. 7+ BAdES
Al FHggko 7 Ak

&

m, ¥4 23

1

3.1 24

DEFAAA ol

(Table 1)-(Table 4)+ 2005\dF¥ 2017d
THA Y] Ad-ded AFARAY FAHAE A



Table 2. Wage Rigidity by Industry and Year (Using Before-tax Monthly Wage)

Industrial
Classificat 05 06 07 08 09 10 11 12 13 14 15 16 17

ion

0.112 0.092 0.092 0.104 0.115 0.094 0.132 0.106 0.100 0.138 0.169 0.176 0.195

Average 517 (i3] [(1266] [(1234) [(1221] [1343] [1418] [1490] [1503] [1540] [1518] [1674] [1913]

AB
C
DEF

a’%}’,o-uozzu—xc_—

0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.286 0.000 0.250 0.000 0.400 0.143
(2] (1] (5] [5] [5] [4] (4] (7] (5] (4] (5] [5] [7]
0.095 0.087 0.076 0.088 0.103 0.075 0.133 0.097 0.099 0.121 0.160 0.174 0.213
[273]1 [264] [276] [215] [261] [265] [278] [289] [304] [314] ([324] [340] [414]
0.064 0.028 0.014 0.066 0.088 0.096 0.117 0.083 0.082 0.241 0.084 0.193 0.196
[781 [72]1 [69] [76] [80] [83] [103] [108] [110] [108] [107] [119] [143]
0.152 0.107 0.080 0.140 0.136 0.098 0.120 0.105 0.103 0.161 0.210 0.195 0.201
[132] [150] [175] [178] [169] [183] [1911 [190] [194] [192] ([195] [221] [229]
0.075 0.087 0.096 0.064 0.059 0.089 0.167 0.071 0.129 0.121 0.196 0.097 0.160

[171] [149] [160] [i71] [155) [173] [i74] [180] [172] [187] [i54] [175] [206]
0.103 0.099 0.082 0.100 0.140 0.090 0.079 0.104 0.071 0.076 0.136 0.165 0.125
(871 [811 [85] [100] [100] [122] ([151] [1631 [168] [184] [184] [218] [232]
0.175 0.160 0.128 0.155 0.250 0.135 0.286 0.110 0.110 0.140 0.194 0.174 0.223
[80] [81] [86] [84] [76] [89] [84] [100] [100] [100] [103] [92] [103]

Notes: 1.

Number of observations are in square brackets.

2. Each alphabet letter in the first column denotes industry section from Korea Standard Industrial Classification

(KSIC): A (Agriculture, forestry and fishing), B (Mining and quarrying), C (Manufacturing), D (Electricity, gas,
steam and air conditioning supply), E (Water supply; sewage, waste management, materials recovery), F
(Construction), G (Wholesale and retail trade), H (Transportation and storage), | (Accommodation and food
service activities), J (Information and communication), K (Financial and insurance activities), L (Real estate
activities), M (Professional, scientific and technical activities), N (Business facilities management and business
support services; rental and leasing activities), O (Public administration and defence; compulsory social
security), P (Education), Q (Human health and social work activities), R (Arts, sports and recreation related
services), S (Membership organizations, repair and other personal services), T (Activities of households as
employers; undifferentiated goods-and services-producing activities of households for own use), U (Activities
of extraterritorial organizations and bodies)

Source: KLIPS (2004-2017).
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Table 3. Wage Rigidity by Industry and Year (Using After-tax Monthly Wage and Removing

Wage Observations with Multiples of 50)

Industrial
Classificat 05 06 07 08 09 10 11 12 13 14 15 16 17

ion

0.121 0.129 0.124 0.147 0.147 0.151 0.172 0.178 0.173 0.199 0.205 0.218 0.204

Average [g73] [750] [857] [712] [675) [691] [744] [828] [865] I[871] [863) [889] [L04l]

AB
C
DEF

éao-uozzn—xc_—

0.000 - 0.000 0.000 0.000 0.000 0.000 0.500 0.000 0.000 0.000 - 0.000
(1] (0] (3] [2] [2] (1] [2] (4] (1] (3] (1] [0] [3]
0.102 0.114 0.122 0.136 0.095 0.129 0.189 0.120 0.176 0.176 0.215 0.220 0.225
(1971 [175] [181] ([125] [148] [139] [143] [158] [170] [170] [186] [177] ([227]
0.143 0.095 0.068 0.083 0.091 0.119 0.196 0.185 0.167 0.293 0.170 0.241 0.147
[49]1 [42] [44] [36] [44] [42] [51] [541 [54] [58] [53]1 [54] [68]
0.115 0.122 0.055 0.181 0.181 0.136 0.122 0.214 0.129 0.212 0.252 0.203 0.258
(871 [90] [110] [105] [94] [81] [98] [98] [116] [99] [111] ([118] [128]

0.000 0.000 0.000 0.000 0.000 0.125 0.222 0.143 0.154 0.333 0.100 0.231 0.143
(8] (8] (5] [7] [5] (8] [91 [14] [13] [12]1 [10] [13] [21]
0.036 0.065 0.054 0.152 0.229 0.147 0.103 0.128 0.065 0.226 0.176 0.175 0.133
[56] [31] [37] [331 [35] [34] [29] [39]1 [31]1 [31] [34] [40] [45]
0.122 0.098 0.131 0.120 0.163 0.137 0.213 0.227 0.165 0.176 0.163 0.227 0.160
(123] [102] [107] [100] [80] [95] [89] [110] ([103] [108] [98] [75] [106]
0.095 0.161 0.158 0.143 0.169 0.155 0.133 0.178 0.179 0.149 0.168 0.203 0.168
(741 [621 [76] [70]1 [65] [711 [98] [1011 [112] [1211 [119] [138] [155]
0.140 0.184 0.169 0.173 0.333 0.136 0.225 0.167 0.193 0.193 0.150 0.291 0.204
[571 [49] [65] [52] [39] [44] [40] [48] [57]1 [57]1 [60]1 [55] [49]

Notes: 1.

Number of observations are in square brackets.

2. Each alphabet letter in the first column denotes industry section from Korea Standard Industrial Classification

(KSIC): A (Agriculture, forestry and fishing), B (Mining and quarrying), C (Manufacturing), D (Electricity, gas,
steam and air conditioning supply), E (Water supply; sewage, waste management, materials recovery), F
(Construction), G (Wholesale and retail trade), H (Transportation and storage), | (Accommodation and food
service activities), J (Information and communication), K (Financial and insurance activities), L (Real estate
activities), M (Professional, scientific and technical activities), N (Business facilities management and business
support services; rental and leasing activities), O (Public administration and defence; compulsory social
security), P (Education), Q (Human health and social work activities), R (Arts, sports and recreation related
services), S (Membership organizations, repair and other personal services), T (Activities of households as
employers; undifferentiated goods-and services-producing activities of households for own use), U (Activities
of extraterritorial organizations and bodies)

Source: KLIPS (2004-2017).
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Table 4. Wage Rigidity by Industry and Year (Using Before-tax Monthly Wage and Removing

Wage Observations with Multiples of 50)

Industrial
Classificat 05 06 07 08 09 10 11 12 13 14 15 16 17

ion

0.114 0.091 0.093 0.096 0.094 0.091 0.109 0.089 0.095 0.131 0.154 0.166 0.174

Average [g45] [740] [847] [709] [673] [689] [743] [827] [863] I[870] [862] [886] (104l

AB
C

DEF  “[46] 421 1431 [35] [44]1 [41] [511 [54] [54] 1581 [53] [53] [68]

éao-uozzn—xc_—

(1191 [101] [106] [100] [79] [95] [88] [110] [103] [108] [98] [75] [i06]
0.097 0.133 0.080 0.129 0.109 0.085 0.082 0.079 0.071 0.075 0.109 0.152 0.103
(721 [601 [75] [70]1 [64]1 [711 [98] [1011 [112] ([120] [119] [138] [155]
0.164 0.143 0.094 0.118 0.308 0.116 0.225 0.083 0.123 0.140 0.167 0.145 0.204
[55] [49] [64] [51]1 [39] [43] [40] [48] [57]1 [57]1 [60]1 [55] [49]

Notes: 1. Number of observations are in square brackets.
2. Each alphabet letter in the first column denotes industry section from Korea Standard Industrial Classification

(KSIC): A (Agriculture, forestry and fishing), B (Mining and quarrying), C (Manufacturing), D (Electricity, gas,
steam and air conditioning supply), E (Water supply; sewage, waste management, materials recovery), F
(Construction), G (Wholesale and retail trade), H (Transportation and storage), | (Accommodation and food
service activities), J (Information and communication), K (Financial and insurance activities), L (Real estate
activities), M (Professional, scientific and technical activities), N (Business facilities management and business
support services; rental and leasing activities), O (Public administration and defence; compulsory social
security), P (Education), Q (Human health and social work activities), R (Arts, sports and recreation related
services), S (Membership organizations, repair and other personal services), T (Activities of households as
employers; undifferentiated goods-and services-producing activities of households for own use), U (Activities
of extraterritorial organizations and bodies)

Source: KLIPS (2004-2017).
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Table 5. Summary Statistics

Average Standard Error AL i
Value Value
Wage Rigidity 27.09 (7.35) 0.00 43.06
Employment Volatility 1
(Wage and Salary Workers) 14004.66 (17302.62) 21.48 109495.50
Employment Volatility 2
(Wage and Salary Workers 13837.74 (17400.04) 39.59 110026.90
+ Job Vacancy)
Employment Volatility 3
(Part-time and Temporary Workers) 10660.18 (16460.51) 0.79 96766.08
Employment Volatility 4
(Part-time and Temporary Workers 10564.03 (16106.87) 2.76 96669.80
+ Job Vacancy)
Proportion of Male Workers 64.89 (22.30) 16.78 100.00
Proportion of V\Ilzgrkers in Unionized 19.29 (16.12) 0.00 6750
irms
Proportion of Workers in Firms with 29.66 (19.03) 0.00 86.49

More than 300 Workers

Number of Observations

126

Note: The unit of the variables except for employment volatility is percent.
Sources: KLIPS (2010-2017), Labor Force Survey at Establishments (2009-2017) and Economic Activity Survey

(2011-2017).
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Table 6. The Effect of Wage Rigidity on Employment Volatility

Dependent Variable:
Employment Volatility

. Part-time and
- - Wage and Salary Wage and Salary Part-time and Temporary
Volatility based on: Workers Temporary
Workers Workers
+ Job Vacancy Workers b U Ve
(1 (2) 3 4)
o 0.023 *** 0.024 *** 0.029 * 0.029 *
Wage Rigidity
(0.007) (0.008) (0.018) (0.017)
) -0.006 -0.004 -0.004 -0.002
Proportion of Male Workers
(0.004) (0.004) (0.004) (0.004)
Proportion of Workers in -0.016* -0.016 -0.035 ™ -0.036
Unionized Firms (0.008) (0.008) (0.004) (0.004)
Proportion of Workers 0.001 0.002 -0.006 -0.004
in Firms with More than 300
Workers (0.006) (0.007) (0.006) (0.006)
Year Dummy Yes Yes Yes Yes
Number of Observations 126 126 126 126

Notes: 1. Robust standard errors are in parentheses.
2. p: ***<0.01, **<0.05 and *<0.10.

Sources: KLIPS (2004-2017), Labor Force Survey at Establishments (2009-2018) and Economic Activity Survey

(2011-2017)
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