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1. Introduction

This study aims to examine the similarities and dissimilarities of the
features of the turning points in Korea and Japan. According to the studies
of Prof. Minami (1973) and myself (1982), both countries have experienced
their turning points around 1960 in Japan and around 1975 in Korea, res-
pectively.

It is evident that there are too large gaps between the economic structures

and labor market situations for both countries to be directly compared. The

* The author wishes to thank Osaka Kakuin University for its partial assistance
for this study.
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size of GNP, the levels of per capita GNP, and wages are quite different
each other. However, it is not impossible to find some similarities on the
pattern, direction, and speed of economic growth.

We limit our concern only to the issues of different features of the lahor
markets at pre and post turning points for both countries. If it is possible,
we would like to know how some different features of the turning points
for two countries will affect the labor markets in the future. We should

confess that this short essay is only a rough sketch on the issues.

II. The Applicability of Turning Point Theory to
Both Countries

The turning point theory can not be applied to any economy in the
world. In order to have some relevance for applying the theory, an economy
should meet a couple of prerequisites. The economy should be in labor
surplus condition, have dualism, and be in relative real wage constancy in

Table 1. The Percentage of Population and Persons Employed in Agri-
culture in Korea (in 1,000 persons)

. Persons
Popatain | Bl s Employedini D
(A) (B) A Total (C) 3';%‘{““ c

1942 16,877 12,233 72.5
1949 20, 167 14,416 71.5
1955 21, 502 13, 300 61.9
1960 24, 954 14, 559 58.3
1963 27, 262 15, 266 56.0 7,662 4,837 63.1
1966 29,127 15,781 54.2 8,423 4,876 57.9
1970 31,435 14, 422 45.9 9,745 4,916 50. 4
1975 34, 679 13,244 38.2 11,830 5, 425 45.9
1980 37,419 10, 836 29.0 13, 706 4,658 34.0
1982 39, 331 9, 688 2.6 14, 424 4,623 32.1
1983 39, 958 9, 475 23.7 14,515 4,314 29.7

Source: Bank of Korea, Yearbook of Korean Economy, 1948. _
National Agricultural Cooperative Federation, 20 Year of Korean Agri-
cultural Policies, 1965.

Economic Planning Board, Major Statistics of Korean Economy, 1984.
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quite long period. Therefore, we may need to examine whether Korea and
Japan met such general prerequisites.

Both countries share their densely populated characteristics for long time.
Paddy rice production supported population of large numbers. Relatively
narrow arable field with dense population implied higher underemployment
or surplus labor in the rural areas.

The countries had typical agricultural economy before they started indus-
trializations, i.e., the importances of agriculture in terms of either population
or employed persons were very high. The percentage of population engaged
in agriculture in Korea was 72.59% in 1942, but it declined to 58.3% in
1960, and 23.7% in 1983 (Table 1). The percentage of the employed in
Korea showed similar declining trend, exhibiting, however, a little higher
percentage points.

Similar phenomena can be found in the Japanese economic history. The
gradual declining of agricultural sector of this country can be seen in
Table 2.

For the issues of dualistic economic structures, both countries have had
quite distinctive features. The Korean economy had long lived with -
dualistic structure. Modern sector with modern technology, high capital
labor ratio, high productivity and wages has coexisted with traditional
sector of urban as well as rural. Japanese cases of dualism were well
analyzed by many economists. Especially, Ohkawa(1965 and 1972) and
Minami(1973 and 1981) dealt lucidly with this problem in connection with

Table 2. The Percentage of the Persons Employed in Agriculture in
Japan (%)

1920 53. 6 i 1970 17.4
1930 49,3V , 1980 10.4
1940 43,40 ' 1982 9.7
1950 48. 39 ‘ 1983 9.3
1960 30.2(32. 8)

Note: 1) Figures are laor force.
Sources: Umemura(1971) (1920~1960).
Ministry of Labor, Rodotokye Yoran (Labor Statistics Digest), 1984.
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turning point in Japan. It seems that the existences of dualistic economic
structures of two countries before their respective turning points are beyond
controversy.

Next, we have to ask whether the levels of real wages in both countries
have long remained unchanged before the turning points. The Japanese cases
of real wage movements for agriculture and for female workers were well
presented by Minami (1973:133-168). According to his works, real wages
of unskilled workers in Japan remained stable for decades. The Korean
economy is in worse situation than Japan in data availability. We could
only produce Figure-] to show somewhat flat segment of real wage in
Korea, although the real wage shown in Figure-1 is not for unskilled wor-
kers only. Considering the percentage of the persons employed in agriculture,
together with the U.S. military government in 1945~48, the Korean War
in 1950~53, and the reconstruction period after the War, we may be safe to
conclude that the Korean economy too have had relatively stable real wages
before the turning point.

Other than these, we would like to add the fact that the marginal pro-

ductivities of labor in the agricultural sectors in two countries were lower
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Fig. 1. Real Wage of Production Workers in Manufacturing (Korea)
(Index, 1975=100)
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than those of respective agricultural real wages before the turning points.

Minami(1973) showed that the real wages in prewar period were twice
higher than compared to the levels of MPy. But these two became almost the

same after 1955, I also showed that the real wages were much higher than
MP;, before the Korean economy experienced the turning point (Bai, 1982).
All the above evidences seem to strongly support the applicability of the

turning point theory to these two countries.

II1. Features of Turning Points in Two Countries

In this chapter we will compare the features of labor markets in both
countries by examining the processes of turning point identifications. Mina-
mi's work (1973) will be referred to the Japanese case, and my own study

(Bai, 1982) will be analyzed for the Korean one.
1. The Treatment of Urban Informal Sector

Although one may argue that this is not directly related to the turning
point identification, urban traditional sector (or urban informal sector), we
believe, is too important to be ignored. Population or labor force which can
be classified as this in both countries were not seriously surveyed, but they
must be very large.

In the Japanese case, people who belong to this category were enormous,
and, as migration continued, they became more important pool of surplus
labor than rural underemployment. Sumiya even pointed out that the living
conditions of labor force in urban traditional sector (zatsugyo class) have
given stronger impact directly to the working conditions for small firms,
and indirectly to those for large firms than the living standards of rural
families (Sumiya, 1967:82). This urban traditional sector was not properly
dealt with in the turning point studies in Japan bécause most studies used
9 sector model, i.e., capitalistic vs. noncapitalistic sectors, or traditional vs.

modern sectors. One of the problems arising from this treatment is that all
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who moved from rural to urban areas are assumed to be employed in
modern sector, which simply is not possible.

In the Korean study, we basically followed two sector model, but the
traditional sector was divided into rural and urban ones. This we did be-
cause, as shown in Table 3, the portion of urban traditional sector in Korea
was too large to be ignored. Persons employed in the urban traditional
sector are defined as ones who are working in the establishments with less
than 10 employees and in self-employed including family workers in urban
areas. The number of the employed in this sector has increased very rapidly,
resulting in 34. 6% of total employed in 1983,

It is important to note that urban traditional sector becomes more impor-
tant source of unskilled labor supply than agricultural sector as the economy
approaches turning point. This was true for both countries and was one of
the most impressive phenomena of structural changes in labor markets for
them. In addition, we are inclined to believe that the relative weight of
the Korean urban traditional sector was much higher than that of the
]apan"s at the time of their respective turning points. This was because,
firstly, the Korean economy was much less developed at the point, and
secondly, the economic condition of rural areas in Korea was relatively wor

se than that in Japan.

2. Changes in Marginal Productivity of Labor and Real
Wages in Agriculture

Changes in marginal productivity of labor and real wages in agriculture
are very important to identify turning point in an economy. If the former
cut- the latter from below at a certain time point, that will demarcate at
least the agricultural turning point of an economy.

Two figures shown in Figure 2 and 3 depict the changes in marginal
productivity of labor and real wage for both conntries,

By cdmparing these two figures, one may argue the following two points.

The first one is more or less theoretical. To calculate MP,, the studies for
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Fig. 2. Real Wages and Average and Marginal Productivities of Agricultural
Labor (Japan)
Source: Minami (1973). p. 201.
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Fig. 3. Marginal Productivity of Labor and Real Wage Rate in Agriculture
(3-Year Moving Average at 1975 Constant Prices) (Korea)
Note: 1975 constant price was calculated by averaging indices of prices paid to and
prices by farm households.
Source: Bai (1982). p.126

both countries adopted the method of MP,=AP;xp, where AP, means
average productivity of labor and B product (output) elasticity of labor,
respectively. AP, can be easily found for both countries. But the problem
is that g should be estimated by production function estimation of agricul-
ture, and that it can affect the shape of MP; by the way how it is esti-
mated.

Professor Minami estimated $ as (.244 for prewar and 0.562 for postwar

eras (see Table 9-5 (remarks) of Minami, 1973:200). These two estimates
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per se do not seem to have problem. However, applying only one product :
elasticity to such long period as 1880~1937 'may cause some difficulty. It
may cause to overestimate MP, for earlier and to underestimate MP; for
later period. This is because product elasticity must be increasing as time
goes on. The shape of MP; might have been a little steeper. The same
deduction can be done for the postwar period too. If our argument can be
supported, the marginal productivity curves for two periods will have steeper
shapes. Therefore, there may be a chance for the MP, for the postwar
period to cross the real wage line.

The Korean case also has some difficulties with . It was estimated as
0.351 (1962~68), 0.524 (1966~69), 0.806 (1970~74), and 1,112 (1975~
79). The increase in § seems too rapid on the one hand, and it became more
than one for 1975~79 on the other. There is no denying of course that
technological innovation of agriculture in 1960s and 1970s in Korea was
remarkable, but still it is a little bit difficult to follow for B to exceed onme.
Other than this difficulty, MP, and real wage curves behaved well as the
theory expected.

It is interesting to indicate that Figure-2 and -3 demonstrate the labor
market situations for both countries at the time of turning points being
quite different. The real wage of Japan was more rapidly increasing in the
1950s and 1960s than that of Korea for 1960s and 1970s. The Japan’s
relatively steeper real wage movement and the Korean relatively flatter one
must depend on various reasons. But one may suggest that the different
importance in urban traditional sectors for both countries play some role
behind the scenes. More abundant labor supply from urban traditional sector
in Korea might have given stronger downward impact on rural real wage

and upward one on MP; through AP, than the case of Japan.

3. Changes in Wage Differentials

Changes in wage differentials in connection with turning point for both

countries behaved quite satisfactorily. Wage differentials of various categories
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narrowed around the point of time when major studies indicated the turning
points of two countries.

Minami examined the Japanese wage differentials for (a) agricultural and
manufacturing, (b) the lowest and highest wage industries, (¢) female and
male workers, (d) production and non-production workers,and (e) small
and large scale establishments. He reached the following conclusion, i.e., (i)
wage differentials decreased and increased in the upward and the downward
phases, respectively, of the long swing, (ii) wage differentials came into
being in the 1920’s, (iii) wage differentials continued to decrease during the
early 1960’s, years of a downward phase of a long swing, in spite of the
general pattern of changes seen in finding in (i) (Minami, 1973:177). It
seems that the Japanese narrowing wage differentials exhibit fairly stable
and trend phenomena which we usually can find in the most advanced
countries. One could say that the Japanese labor market transformed from
semi-industrialized to industrialized country type after early 1960.

For the Korean side, I found that (a) skilled wage differential widened
even though the wage of the unskilled increased very rapidly, and that (b)
occupational wage differential, wage differentials between modern unskilled,
urban traditional, and agricultural workers, and wage differentials by firm
size narrowed (Bai 1982:132~136).

By comparing the changes in wage differentials of two countries, we
can add two observations on the Korean findings. First, the Korean behavior
of skilled wage differential in the middle 1970s could be resembled that of
Japan’s in 1920s and 1930s. Unprecedented drive for heavy industrialization
in the period strongly raised the demand for the skilled. Second, there are
growing trends from educational aspects which contribute not only to
decrease supply of the unskilled, but also to increase that of the skilled. In
1982, the advancement rate from primary to junior high school reached
08.0%, that from junior- high to senior high 89.9%, high school to college
37.7%, so the number of the unskilled in terms of education will become

increasingly scarce, In addition, the number of enrollment for college and
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university drastically indreased from 88 thousand in 1978 to 175 thousand
in 1981. Therefore we expect increased supply of the skilled in th\-e near
future. All these will evidently contribute to narrow the wage differentials

in Korea.

4. Labor Supply Elasticity to the Modern Sector

Supply elasticity of unskilled labor to the modern se;.‘.tor of an economy
is one of the most direct identification criteria of turning point. In the
Japanese study, Minami adopted agricultural wage and out-migration from
rural to urban areas for the estimation of the elasticity. He found it declining
from late 1950s. I rather chose to use persons supplied to modern sector
and wage rate of the sector to calculate the elasticity. It was revealed that
the labor supply elasticity in Korea too declined from around 1972.

These two methods seems to be contradicting each other. However, consid-
ering limited availability of data, one can understand what both studies tried
to capture by seemingly contradicting methods.

We may interpret them as followings:

Minami emphasized “unskilled only,” and made a little strong assumption
that people moved from rural to non-rural must be employed in modern sector.
By doing so, he seems to have ignored two things. The one is the other way
of supplying the unskilled from urban traditional to modern sector. The
other is the possibility that people moved from rural areds can go to urban_
traditional sector.

I concerned very much about urban traditional sector, so rather chose to
use the supply of modern sector, ignoring inevitable inclusion of the skilled
workers in the supply.

We believe that Minami deserve credit because he tried to stick on his
theoretical framework more strongly. What we want to emphasize, however,
is that the importance or the size of the respective urban traditional sectors

could lead to choose these seemingly contradicting methods.
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1V. Features of Labor Markets after the Turning Points

1. Changes in the Numbers Employed in Agriculture, Forestry,

and Fisheries

Before we get into the features of labor markets after the turning points
for both countries, we would be better to pay attention to the very speedy
urbanization process of the Korean economy. By Table-4 and -5, we can

observe two interesting facts.

The one is that the portions of agricultural sector for both countries at

the time of their respective turning points, i.e., around 1960 in Japan and

around 1975 in Korca, were quite different. The percentages were 30. 2%

in the case of Japan, and 45.9% for Korea. This fact may imply, firstly,

that the agricultural mechanization in Korea is far behind that of Japan,

Table 4. Persons Employed in Agriculture, Forestry, and Fisheries in

Korea and Japan(in 1,000 persons)

I Korea Japan

| Total *253' Foheion Total [ A oherics
1955 - a 10.9000100.0) 16, 660(38.3)
1960" 7.662100.0)|  4,837(63.1)|  44,360100.00|  13,400(30.2)
1975 11830(100.0)|  5425(45.9)  52,230(100.0)  6.610012.7)
1983 14,515(100.0)  4,314(0.7)  57,3300100.0] 5310 & %)

Note: (1) The figures for Korea are
Sources: (Korea) Economic Planning
(Japan) Ministry of Labor,

for 1963.

Board, Major Statics on Korean Economy
Rodotokel Yoran (Labor Statistics Digest),

1983, p.25
Table 5. Time Taken to Decline the Agricultural Employments for 50—
30% and 60—30%
S Time Taken B B Time‘"’_l‘aken
50-30% to Decline 60—307% to Decline
Korea 1968(52. 495) Y eas 1964(61.9%) —
1682(32.1%) 1982(32.1%)
]apan 93[](49 5%’) 30 years 1910(60- 295) 50 years
1960(30. 1%5) 1960(30. 1%5)

Source: same as Table 4.
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and secondly, that the strata of eligible workers in the rural areas to
modern sector are quite thin. In addition, one can expect that somewhat
earlier or premature materialization of the turning point in Korea may
mean relatively looser labor market to be than Japan for the time being.
The other is that the Korean economy might have experienced “more
compressed process “than Japanese economic growth. The time taken to
achieve 20% (50—30%) point decline in agricultural employment was 14
years in Korea compared to 30 years in Japan. It took 18 years for 30%
(60—30%) point decline in Korea where Japan needed 50 years for the

same result.

2. The Problem of Structural Inflation

Once an economy experiences its turning point, the wages of agriculture
and of small firms will be more rapidly rising than the productivities of
these sectors. This is because the wage of the unskilled starts to spurt after
the turning point. Therefore, one can expect structural inflation occurring
after turning point for an economy.

Table 6 exhibits that, after the turning point, the rate of agricultural
and marine foods price increase was much higher than that of all items
except foodstuffs in Korea, when we campare two indexes with 1975=100. 0.
This must demonstrate structural inflation occurring in Korea.

For the Japanese case, Ohkawa (1974, pp.246-7) analyzed the relationship
among productivity, wage, and prices of agriculture for the period of 1965

Table 6. Changes in Wholesale price Indexes for Agricultural and Marine
Foods‘ and Others (1975=100.0)

-A_gri-chtfl;ar& N All Ttems ex_cept—
Marine Foods | Food-stuffs
1970 35.2 44.1
1975 100.0 100. 0
1980 277.0 219.3
1983 366. 5 275.9

1975~83 Ave. Growth Rate _ 17.6 13.5

Source: Bank of Korea, Economic Statistics Yearbook 1983.
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~1965. He found that there is a strong positive correlation between the rates
of increase in price (P;) and that in wage minus productivity (We—82).
He confirmed that the higher rate of increase in agricultural wage than that

in productivity caused the price of agricultural products to rise.

3.Changes in Unemployment Features

Since the passage of turning point results in the labor shortage of an
economy, we can expect the features of unemployment of an economy to
be affected by it. The major components of unemployment will be changed
from demand-deficit to frictional and/or structural types.

Table-7 depicts the case of Korea. The unemployment rates declined
steadily, and, moreover, the remarkable decline of the employed working
less than 18 hours a week demonstrates the change.

We suspect that stronger trend toward frictional and/or structural unem-

ployment has been set in the Japanese economy too. We refrain us from

Table 7. Unemployment Rates and the Employed Working Less Than 18
° Hours a Week (Korea)

Unemployment Rates The Emplo-
ota
Total Male 18 Hours

1963~66 Ave. 7.6 14.3 14.9 . 8.7
1967~70 Ave. 5.2 8.8 9.1 5.2
1971~74 Ave. 4.3 7.1 8.2 4.0
1975~78 Ave. 3.8 5.9 6.8 1.9
1979~82 Ave. 4.5 6.4 7.6 0.6

Source: Economic planning Board (Korea), Ecomomically Active Population Sur-
vey, 1973 and 1982.

Table 8. Unemployment Rate (Japan)

[ LaborForce | The Emplo- "'Uﬁ‘é—m_ploy- __:C___'[‘ €

o : (A)  lyed (B) |ment (C) | A B
1953~59 Ave. 42,413 | 18,386 649 L5 | 35
1960~66 Ave. 46, 753 25, 829 420 0.9 | 1.6

Source: Calculated from Umemura (1971, p.97)
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going into this issue further except showing some information on the unem-

ployment rate of pre-and post Japaese turning point period (Table-8).
- V. Concluding Remarks

We can give three short concluding remarks out of the above comparison.

First, it is noted that the types, the sizes or the importance of the urban
traditional sectors in both countries were different. The fact has been giving
great impact on the analyses in the turning point identification for both
countries, and will be influencing the economies somewhat differently in
the future.

Second, the Japanese economy is well known for its compressed process
of development. But in some respects, the Korean economy seems to have
experienced even more compressed process of its development. A rigorous
analysis should be done for this issue in the coming years.

Third, since the Korean economy achieved its too speedy growth, one
may feel that the turning point in around 1975 could have been in a sense
slightly prematured one. If this oberservation could be the case, it is possible

to believe that there will be relatively loose labor shortage to come in the

future.
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