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20th anniversary of Korea’s accession to the OECD


This year, we celebrate the 20thanniversary of Korea’s accession to the OECD. Korea’s invitation to join the Organisation represented the culmination of 35years of extraordinary growth that transformed it from one of the poorest nations in the world to a major industrial power.

For Korea, membership in the OECD has provided an opportunity to exchange ideas with the most advanced countries and to learn best practices. The OECD has played a crucial role in developing and advancing Korea during the past two decades. Moreover, the OECD is Korea’s most trusted policy advisor. Korea has seriously taken the OECD’s recommendations and guidelines into account and reflected them in its economic policies.

During its 20years as an OECD member country, Korea has fulfilled its responsibilities and has been at the forefront in sharing success stories and best practices with other member countries. For example, as the chair country of the Ministerial Council Meeting of OECD in2009, Korea played a leading role in adopting the Green Growth Initiatives. In2010, Korea joined the OECD’s Development Assistance Committee, transforming itself from a recipient to a donor nation. Moreover, in2015, the OECD Committee for Scientific and Technological Policy held a ministerial-level meeting in Korea, the first time that it was held outside the OECD headquarters.

The world economy is facing a prolonged period of low growth and low inflation, highlighting the need for structural reform and increasing interest in policy areas such as social cohesion, environmental issues and regional policies. The changing atmosphere calls for the OECD to play a bigger role in further promoting global policy responses to pressing issues. Korea is looking forward to further strengthening its collaboration and partnership with the OECD to promote the goal of “better policies for better lives”, thereby helping to realise the stable development of the world economy and enhance the quality of life in member countries.









	BASIC STATISTICS OF KOREA, 2014


	
(Numbers in parentheses refer to the OECD average)*







	
LAND, PEOPLE AND ELECTORAL CYCLE







	
Population (million)


	
50.4


	



	
Population density per km2


	
502.9


	
(34.9)





	
Under15 (%)


	
14.3


	
(18.1)


	
Life expectancy (years, 2013)


	
81.8


	
(80.4)





	
Over65 (%)


	
12.7


	
(16.0)


	
Men


	
78.5


	
(77.8)





	
Foreign-born (%, 2013)


	
2.0


	



	
Women


	
85.1


	
(83.0)





	
Latest 5-year average growth (%)


	
0.5


	
(0.6)


	
Latest general election


	
April


	
2012









	
ECONOMY







	
Gross domestic product (GDP)


	



	



	
Value added shares (%)


	



	






	
In current prices (billion USD)


	
1411


	



	
Primary sector


	
2.3


	
(2.5)





	
In current prices (billion KRW)	1486079


	



	
Industry including construction


	
38.2


	
(26.4)





	
Latest 5-year average real growth (%)


	
2.96


	
(1.7)


	
Services


	
59.5


	
(71.1)





	
Per capita (000USD PPP)


	
33.4


	
(40.2)


	



	



	










	
GENERAL GOVERNMENT





	
Per cent of GDP







	
Expenditure


	
32.0


	
(42.3)


	



	



	






	
Revenue


	
33.2


	
(38.5)


	



	



	










	
EXTERNAL ACCOUNTS







	
Exchange rate (KRW perUSD)


	
1052


	



	
Main exports (% of total merchandise exports)


	



	






	
PPP exchange rate (USA= 1)


	
882


	



	
Machinery and transport equipment


	
55.0


	






	
In per cent of GDP


	



	



	
Manufactured goods


	
13.2


	






	
Exports of goods and services


	
50.3


	
(53.7)


	
Chemicals and related products, not elsewhere specified


	
11.8


	






	
Imports of goods and services


	
45.0


	
(49.8)


	
Main imports (% of total merchandise imports)


	



	






	
Current account balance


	
6.0


	
(0.01)


	
Mineral fuels, lubricants and related materials


	
33.4


	






	
Net international investment position


	
6.2


	



	
Machinery and transport equipment


	
27.0


	






	



	



	



	
Manufactured goods


	
11.0


	










	
LABOUR MARKET, SKILLS AND INNOVATION







	
Employment rate for 15-64year-olds (%)


	
65.3


	
(65.6)


	
Unemployment rate, Labour Force Survey (age15 and over) (%)


	
3.5


	
(7.3)





	
Men


	
75.7


	
(73.6)


	
Youth (age15-24, %)


	
10.0


	
(15.1)





	
Women


	
54.9


	
(57.9)


	
Long-term unemployed (1year and over, %)


	
0.01


	
(2.5)





	
Participation rate for 15-64year-olds (%)


	
67.8


	
(71.2)


	
Tertiary educational attainment 25-64year-olds (%)


	
44.6


	
(33.5)





	
Average hours worked per year


	
2124


	
(1770)


	
Gross domestic expenditure on R&D (% of GDP)


	
4.3


	
(2.4)









	
ENVIRONMENT







	
Total primary energy supply percapita (toe)


	
5.3


	
(4.1)


	
CO2 emissions from fuel combustion percapita (tonnes, 2013)


	
11.4


	
(9.6)





	
Renewables (% of TPES)


	
1.1


	
(9.1)


	
Water abstractions percapita (1000m3, 2005)


	
0.6


	






	
Fine particulate matter concentration (PM2.5, μg/m3, 2013)


	
29.1


	
(13.8)


	
Municipal waste percapita (tonnes, 2013)


	
0.4


	
(0.5)









	
SOCIETY







	
Income inequality (Gini coefficient, 2013)


	
0.302


	
(0.308)


	
Education outcomes (PISA score, 2012)


	



	






	
Relative poverty rate (%, 2013)


	
14.6


	
(10.9)


	
Reading


	
536


	
(496)





	
Median equivalised household income (000USD PPP, 2010)


	
21.1


	
(20.4)


	
Mathematics


	
554


	
(494)





	
Public and private spending (% of GDP)


	



	



	
Science


	
538


	
(501)





	
Health care, current expenditure


	
7.1


	
(8.9)


	
Share of women in parliament (%, December 2015)


	
16.3


	
(27.7)





	
Pensions (2012)


	
3.1


	
(8.7)


	
Net official development assistance (% of GNI)


	
0.13


	
(0.37)





	
Education (primary, secondary, post sec. non tertiary, 2012)


	
3.7


	
(3.7)


	



	



	








	
Better life index: www.oecdbetterlifeindex.org



	
* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29member countries.



	
Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.









Executive summary




Korea is experiencing a spell of slower growth and low inflation




Real output growth has slowed


[image: graphic]

Source: OECD Analytical Database.


StatLinkhttp://dx.doi.org/10.1787/888933356636



Output growth slowed to a 2¾percent annual rate over2011-15, still higher than the OECD average, while inflation has remained below the central bank’s target. Although export growth has been sluggish, the current account surplus has risen to nearly 8% of GDP, reflecting weak domestic demand, falling oil prices and transitory demographic trends. Robust residential investment is one bright spot, as the policy interest rate has been cut to a record low. However, high household debt is constraining private consumption, although it does not pose a systemic risk to the financial system. Fiscal stimulus was effectively used in2015 to support growth. The fiscal situation is sound, with the budget in surplus and the government a net creditor.





Productivity is low due to large gaps between manufacturing and services, and large companies and SMEs




Labour productivity in services is low in Korea


[image: graphic]

Source: OECD National Accounts Database; OECD STI Database.


StatLinkhttp://dx.doi.org/10.1787/888933356072



Labour productivity (output perworker) slowed to around 1% over2011-15. The level of labour productivity in the service sector is less than half of that in manufacturing. SME policy promotes the survival of small firms, rather than higher productivity, and very few grow into medium-sized firms. Venture capital investment has had limited effectiveness in encouraging innovative start-up companies. Product market regulation is among the most stringent in the OECD area. The gains from Korea’s high level of investment in R&D are limited by structural weaknesses in the innovation system. However, following the introduction of the Three-year Plan for Economic Innovation in2014, progress is being made, notably in regulatory reform and the R&D and venture ecosystems.





Problems in the labour market raise inequality and poverty, and discourage employment




The labour force will fall sharply at current participation rates


[image: graphic]

Source: Statistics Korea; OECD calculations.


StatLinkhttp://dx.doi.org/10.1787/888933356178



The labour market is segmented into regular and non-regular workers, who earn only 62% as much per hour as regular workers, boosting inequality and relative poverty. Women account for a disproportionate share of non-regular workers, thus discouraging female employment. The employment rate of youth is one of the lowest in the OECD, while older workers are pushed out of firms at age53 on average into low-quality jobs and self-employment. Short working lives contribute to a high elderly poverty rate. Due in part to policy efforts, the employment rate is at a record high, reflecting the growth in female employment, and the elderly poverty rate has fallen.






	
Main findings


	
Key recommendations







	
Raising productivity





	
Product market regulation is the fourth most stringent in the OECD, with adverse implications for competition and innovation.


	
Use the new “cost-in, cost-out” system to reduce the regulatory burden, based on accurate Regulatory Impact Assessments, and phase out positive-list regulations.





	
While venture capital investment is rising, thanks in part to public financing, its funding of start-ups is limited.


	
Focus venture capital on start-ups by facilitating early-stage IPOs in the KOSDAQ and KONEX markets and taking further steps to jumpstart the M&A market through regulatory reform.





	
Only 0.7% of the R&D in Korea in2014 was financed from abroad and international co-authorship and co-patenting are among the lowest in the OECD. Only 1.3% of business-financed R&D is carried out in universities.


	
Relax barriers to trade and investment to help firms better connect to global innovation networks. Strengthen R&D links between academia, business and government by promoting the mobility or researchers.





	
Fiscal policy





	
Korea faces headwinds from weak overseas demand and sluggish domestic demand.


	
Use fiscal policy to sustain growth in2016-17, while setting policy in a framework that ensures Korea’s long-run fiscal sustainability.





	
Increasing employment





	
The employment of women is constrained by the limited take-up of maternity and parental leave and the availability of high-quality childcare. Career breaks for women widen the gender wage gap, which is the largest in the OECD.


	
Increase the take-up of maternity and parental leave systems by enforcing compliance and raising the benefit level for parental leave. Enhance childcare quality by making accreditation mandatory and strengthening competition.





	
The youth (15-29) employment rate is one of the lowest in the OECD, while the share of NEETs (neither in employment nor in education or training) is high, reflecting a high level of labour market mismatch.


	
Expand Meister vocational schools and the Work-Study Dual System, thereby enhancing links between schools and firms, and basing curriculum on the National Competency Standards.





	
Older workers (50-64), whose skills are low compared to young workers, are pushed out of firms at an early age, forcing them into temporary jobs and self-employment.


	
Accelerate the adoption of the wage peak system and expand education for older persons with low skills.





	
Promoting social cohesion





	
Non-regular workers earn only about half as much as regular workers per month, although their skill levels are reported to be broadly similar.


	
Break down dualism by relaxing employment protection for regular workers and making it more transparent, increasing the minimum wage and expanding social insurance coverage and training for non-regular workers.





	
The rate of relative poverty among the elderly is the highest in the OECD at 49.6%, four times the OECD average of 12.6%.


	
Focus the Basic Pension on the elderly with the lowest incomes to reduce poverty; expand the coverage of the National Pension Scheme to reduce poverty in the long run.





	
Green growth to improve the environment





	
The amount of water taken from ground or surface water sources in Korea as a share of renewable resources was the third highest in the OECD in2012. The number of premature deaths due to outdoor air pollution increased from around16000 in2005 to more than20000 in2013.


	
Improve water pricing policies to increase efficiency by ensuring that prices cover water supply costs, as well as by developing water supply and improving demand management. Air pollution should be reduced, in part, by co-operation with other countries in the region and through appropriate economic instruments.














Assessment and recommendations

Korea has been one of the fastest growing OECD economies over the past 25 years, boosting its per capita income from 39% of the average of the top half of OECD countries in 1991 to 75% by 2014. Sustained double-digit export growth in volume terms helped make Korea the 6th-largest exporter and 11th-largest economy in the world by 2015. A number of Korean companies are world leaders in key industries. Korea is exceptional in terms of its high levels of education and R&D investment.

However, growth has slowed from an average of 4¼ per cent per year over 2001-11 to 2¾ per cent since 2011 (Figure 1). The slowdown in world trade since 2010 has been especially detrimental to Korea, as exports account for nearly 60% of total demand. Moreover, Korea’s exports have faced strong competition from emerging economies, notably China, and with advanced economies in high-end markets. Meanwhile, domestic demand has been constrained by structural problems, such as high household debt, stagnant service-sector productivity and struggling small and medium-sized enterprises (SMEs). Korea has a dualistic economy, characterised by large productivity gaps between manufacturing and services, large and small firms, and regular and non-regular workers. Overall productivity is only 55% of the top half of OECD countries. Labour market dualism has resulted in high wage inequality and a relative poverty rate that is the eighth highest in the OECD.




Figure 1. Korea’s growth is slowing, but is still above the OECD average


[image: graphic]

Source: OECD Analytical Database.


StatLink  http://dx.doi.org/10.1787/888933355958



In terms of well-being, Korea has outstanding scores in personal security, education and skills and civic engagement and governance (Figure 2), but ranks poorly in social connections, work-life balance, health status and environmental quality (Panel B). In addition, subjective well-being in Korea is well below the OECD average. Finally, Korea has large regional disparities in access to services, education and health (Panel C). In terms of the Sustainable Development Goals, Korea ranks 23rd out of the 34 OECD countries overall and last in renewable energy use and on actions to combat climate change (Kroll, 2015).




Figure 2. Well-being indicators suggest room for improvement in Korea


[image: graphic]

1. Relative ranking of the regions with the best and worst outcomes in the nine well-being dimensions, with respect to all 362 OECD regions. The nine dimensions are ranked according to the size of regional disparities in the country.



Source: OECD Better Life Index Database; OECD Regional Well-Being Database.


StatLink  http://dx.doi.org/10.1787/888933355968



Sustained output growth would help Korea further raise living standards, cope with population ageing, which is projected to be the fastest in the OECD (Figure 3), and deal with the cost of possible rapprochement with North Korea. The government launched an initiative in 2013 to foster a “creative economy” to generate new jobs and economic revitalisation through innovation. Korea’s traditional growth model, based on exports that are produced primarily by large firms affiliated with the business groups known as chaebols, has become less effective. The creative economy is to be driven, in part, by regulatory reform and increased competition to stimulate entrepreneurship and improve efficiency, especially in SMEs, where productivity is only 30.5% of that in large firms. This implies a greater role for domestic demand and the service sector. In launching the “Three-year Plan for Economic Innovation”, the government pledged to raise the potential growth rate, currently estimated at around 3% by the OECD and the Bank of Korea, to 4% by 2017 and stated that Korea will have “no future” unless it breaks the protracted cycle of low growth. To promote social cohesion, the government is pushing for labour market reforms and aims to boost employment to 70% of the working-age population (2014 OECD Economic Survey of Korea).




Figure 3. Population ageing in Korea is projected to be the fastest in the OECD



Population aged 65 and over as a percentage of the population aged 15 to 64


[image: graphic]

Source: OECD Demography and Population Database.


StatLink  http://dx.doi.org/10.1787/888933355971



The reforms that Korea has presented to the G20 have great potential. The OECD estimates that within ten years GDP would be 3% higher than otherwise (Table 1) – assuming swift, full implementation of the reforms – through gains in productivity and employment. Delays, or partial implementation, would reduce the gains. However, dynamic effects may amplify them.



	
Table 1. The impact of Korea’s reform programme on growth over ten years is significant1



	
In per cent





	


	
GDP level


	
Via productivity growth






...
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			Éditions e-pub de l’OCDE – version bêta

			
			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.


			Afin de profiter d’une expérience de lecture optimale, nous vous recommandons :


			
						D’utiliser la dernière version du système d’exploitation de votre support de lecture.


						De lire en orientation portrait.


						De réduire la taille de caractères si les tableaux en grand format sont difficiles à lire.


			


			Comme ce format est encore en version bêta, nous aimerions recevoir vos impressions et remarques sur votre expérience de lecture, bonne ou autre,  pour que nous puissions l’améliorer à l’avenir. Dans votre message, merci de bien vouloir nous indiquer précisément quel appareil et quel système d’exploitation vous avez utilisé ainsi que le titre de la publication concernée. Vous pouvez adresser vos remarques à l’adresse suivante :
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