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ABSTRACT

This paper analyzes how the adverse impacts of the global financial crisis on Korea’s

employment could be mitigated in comparison with the Asian crisis period. The results from

error-correction models suggest that the less severe impacts during the global financial crisis

could be attributed to (i) smaller GDP reduction, (ii) better maintenance of domestic demand

despite a sharp fall of export, (iii) less serious over-employment during the run-up to the

crisis, and (iv) less severe credit crunch. Analyses of OECD cross-country data provide

corroborating evidence. In order to mitigate adverse impacts on employment, therefore,
priority should be given to expansionary macroeconomic policies to keep aggregate domestic

demand from collapsing once a crisis is triggered. Also crucial, however, is to maintain

sound economic structures such as flexible labor market and adequately supervised financial

market.
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[Figure 1] Employment Changes around Economic Crises
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Note: 1) The bold lines represent employment changes around the global financial crisis with the vertical line
at the third quarter of 2008,
2) The gray lines represent employment changes around the Asian crisis with the vertical line at the
fourth quarter of 1997.
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[Figure 2] Employment Growth, Unemployment and GDP Growth
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[Figure 3] Deviation of Employment from a Long—run Equilibrium
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Note: 1) The notation of 1990Q1 on the horizontal axis represents the first quarter of 1990.
2) Two vertical lines represent the fourth quarter of 1997 and the third quarter of 2008, respectively.

[Figure 4] Forecast Error of Employment Growth: GDP Growth
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Note: 1) The notation of 1990Q2 on the horizontal axis represents the second quarter of 1990.
2) Two vertical lines represent the fourth quarter of 1997 and the third quarter of 2008, respectively.
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[Figure 5] Forecast Error of Unemployment Gap: GDP Growth
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Note: 1) The notation of 1990Q2 on the horizontal axis represents the second gquarter of 1990.
?2) Two vertical lines represent the fourth quarter of 1997 and the third quarter of 2008, respectively.
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[Figure 6] Consumption to GDP Ratio around Economic Crises
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Note: 1) The bold lines represent employment changes around the global financial crisis with the vertical line
at the third quarter of 2008,
?2) The gray lines represent employment changes around the Asian crisis with the vertical line at the
fourth quarter of 1997.
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(Table 1) Regression of Employment Growth
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CST/100 0.031%* 0.028™**
(0.008) (0.008)
. 0.010
Lead, 100 ’
g,/ (0.023)

-0.005 | —0.008™ | —0.006

Dishonored, (%
ishonored, %) 0.004) | (0.004) | (0.004)

. .
Dishonored,™ Ay, 0.477 0.421

(0.188) (0.188)

N 78 78 58 78 78 78 58
R 0.656 0.657 0.758 0.656 0.665 0.693 0.785
adjusted R’ 0.632 0.628 0.729 0.627 0.636 0.662 0.750

Note: lt and y, represent employment and GDP respectively, both of which are log—transformed. Q/ Yf represent
consumption to GDP ratio. Dishonored, represents the dishonored bill ratio.

i)
=
.
i
T
o
=
e,
D:
r§

B710] g Z|ehEeks 2o et Zlghsh gt
o SIAE Pssitt, ThE shEoR Csi: R 674 &
that Al WA BSIE Tk & Aol oiet A|Eeks Hjole] Z11ge 7h

of 1o o
ox
E e,
=

ot
=)
)
T
i
o
EY
o]
rr

oX
1
(N
=
Ol
IS

4

|
2
>
N
o
Hr
2
_\ﬂ

£ HHe ooREgd| thit Avfeln, B3] ofgREgw
o] o1 folobA ST ke Holdh, olelqt A 2
] 751}\140] /K]g].l:-_] 78]_?_ _9_7\142-_—";0]

O
(]
1o

2
Y
ol
=2
>
AU
H1
<
o
—H
b %
o
g
_i!
A
‘H,
o)

-
o

o o] HEA} A7|E ulep o], ojekelzle} wel o)wl BEI71 oln] 2007dRE Sefaks o
o] ANEIEE 7okt ul, |dise] Agrizlo] 24 Aue] AwE F%S w1 5 e 0w
AR

103



104

(Table 2) Regression of Unemployment Gap

(A) ) ©) (D) ® (F) @)

. —0.156%* | —0,108%** | -0,115"* | ~0.121%** [ —0,151%* | —0,057"* | 0.062*
b 0.020) | (0.023) | (0.037) | 0.024) | (0.021) | (0023 | (0.031)
. 20021 | —0049* | —0049 | —0034 | —0026 | —0.037 |-0.084"*
Y (0.029) | (0.028) | (0.034) | (0.028) | (0.029) | (0.024) | (0.024)
. 0525 | 0570 | 0507 | 0.573"* | 0523"* | 0552 | 0,604***

—u,_ 0.061) | (0.059) | (0.070) | (0.063) | (0.062) | (0.050) | (0.051)
| Xk | *kk | kK - dkk | *kk | ok _
QY- (Gyy | 0139|0127 ~0.108™ | -0.128% | -0.134"* | -0.087 0.030
(0.034) (0.032) (0.044) (0.033) (0.035) (0.029) (0.031)
BSL/100 —~0.007" ~0.006***
‘ (0.002) 0009
CS[/IOO —0.009 —0.013**
: (0.005) (0.004)
i —0.021**
Leading, /100 .
"l (0.009)
Dishonored, (%) 0.166 0112 ~0031

(0.197) (0.160) (0.152)
—0.344*** | -0.396™*

Dishonored,* (y, — yf )

(0.055) (0.052)
N 79 79 58 79 79 79 58
R? 0.934 0.943 0.943 0.938 0.934 0.957 0.975
adjusted R’ 0.930 0.939 0.938 0.934 0.930 0.954 0.972

Note: wu, is seasonally—adjusted unemployment rate, ¥, is log-transformed GDP, (;/Y, represent consumption to

GDP ratio, u: and y: represent the natural unemployment rate and potential GDP respectively obtained by
the Hodrick—Prescott fiter, Dishonored, represents the dishonored bill ratio.
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[Figure 7] Forecast Error of Employment Growth: Consumption to GDP Ratio,
Dishonored Bill Ratio, CSI

0.015
Dishonored bill
0.010 ratio, CSI
0.005 ‘
0.000 "- /
-0.005
-0.010 Consumption to GDP ratio
-0.015

1996Q2 1998Q2 2000Q2 2002Q2 2004Q2 2006Q2 2008Q2 2010Q¢

Note: 1) The notation of 1996Q2 on the horizontal axis represents the second quarter
of 1996.
2) Two vertical lines represent the fourth quarter of 1997 and the third quarter
of 2008, respectively.

[Figure 8] Forecast Error of Unemployment Gap: Consumption to GDP Ratio,
Dishonored Bill Ratio, CSI

1.0
0.8

Consumption to GDP ratio

0.6
0.4
0.2
0.0
-0.2
-0.4

-0.6
1996Q2 1998Q2 2000Q2 2002Q2 2004Q2 2006Q2 2008Q2 2010Q2

Note: 1) The notation of 1996Q2 on the horizontal axis represents the second quarter
of 1996.
2) Two vertical lines represent the fourth quarter of 1997 and the third quarter
of 2008, respectively.
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(Table 3) Number of Workers Supported by Government Programs

(Unit: 1,000 persons, monthly average)

1998 1999 Difference 2008 2009 Difference
(A) (B) (B-A) (C) (D) (D-C)
Public work programs 219 379 160 127 321 194
Internships for the young - 47 47 3 54 51
Social service - - - 105 144 39
Total (ﬁ} 09/0} (:ii} 207 (12,85@ (512% 284

Note: Numbers in parentheses are the ratios of the total employment.
Source: Ministry of Labor, White Paper of Unemployment Policy, 2011; White Paper of Employmeny, 2011,
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[Figure 9] Employment around Economic Crises: Private vs. Public

Private Sector Public Sector
ear-on-year, % (year—on-year, %)
8 (y year, %) o 50 Y year, %)
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Note: 1) The bold lines represent employment changes around the global financial crisis with
the vertical line at the third quarter of 2008,
2) The gray lines represent employment changes around the Asian crisis with the
vertical line at the fourth quarter of 1997,
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[Figure 10] Employment Growths of OECD Countries
(%)
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[Figure 11] Unemployment Rates of OECD Countries
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(Table 4) Regression of Employment Growth and Unemployment Rate: OECD Countries,

2007~2009
= ! o 31 countries 24 countries 19 countries
mployment grow
() (®) ©) 0) (E) G
Constant 0.011** 0.002 —-0.008 —-0.007 0.018 0.013
(0.005) (0.006) (0.009) (0.010) (0.014 (0.017)
COP arowth” 0.545*** 0.575** 0.577** 0.552%** 0.048 0.167
9 0087) | (0081) | (0090) | (0.134) | (0.257) | (0.386)
Increase in consumption 0.374** 0.623** 0.577* —0.809 —0.650
to GDP ratio (0.150) (0.272) (0.333) (0.536) (0.666)
House price —-0.047
to income ratio (0.110)
0.022
M3 growth (0.089)
R? 0.575 0.653 0.662 0.663 0.230 0.239
Increase in G 0 . "
unemployment rate (A) (B) © (0) (E) (F)
Constant —0.256 0.089 0.547 0.547 0.281 0172
(0.307) (0.329) (0.435) (0.446) (0.587) (0.581)
COP arowth? —0.277** | 0278 | —0.302** | —0.301™* | 0.443*** —0.327**
9 0053) | (0050) | (0.056) | (0.094) | (0.122) | (0.150)
Increase in consumption -0.268™ | —0.629™ | —0.627* | —0.708™* —0.572*
to GDP ratio (0.122) (0.226) (0.268) (0.282) (0.296)
House price -0.057
to income ratio (0.043)
—0.071
M3 growth (4.271)
R? 0.482 0.558 0.608 0.608 0.482 0.534

Note: 1) GDP growth is measured as the accumulated growth from 2007 to 2009.
2) GDP growth is measured as the difference between the average growth for 2008~2009 and the average
growth for 2001~2007.
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(Table A-1) Unit Root Tests

ADF DF-GLS KPSS

trend trend trend
GDP Total —2.309 —1.496 4.402%*
Employment Total -3.014 —2.444 0.869***
Private sector -3.825™ —-3.705%* 0.225™
Public sector —2.560 —2.500 1.676%**

Note: 1) The null hypothesis of the ADF test and the DF—GLS test is a unit root while the null hypothesis of the
KPSS test is stationarity.

2) The superscripts indicate that the null hypothesis is rejected at 1%(***), 5%(**), 10%(*) significance level,

3) All variables are log—transformed. Data covers from 1990: | to 2010: Il

(Table A-2) Cointegration Tests on GDP and Employment

Total Private sector Public sector
Engle—Granger T—statistic —3.354* —3.332* —2.417
z—statistic —27.404 —27.193** -10.930
Philips—Ouliaris T—statistic —2.672 —2.480 —2.728
7—slatistic —-13.867 -12.185 —14.201
Johansen The null hypothesis =0 r<i =0 r<i =0 r<i
Trace statistic 11,747 3397 | 11.056 3780 | 12946 2,194
Amax Statistic 8350  3.397 7277 3780 | 10.752  3.841

Note: 1) The null hypothesis of the Engle—Granger test and the Philips—Ouliaris test is no contegration and the lag
length is selected by Schwarz information criterion (SIC).

2) The superscripts indicate that the null hypothesis is rejected at 1%(***), 5%(**), 10%(*) significance level,

3) All variables are log—transformed. Data covers from 1990: | to 2010: Il
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GDPE FHUGR She AP RFE FMISLS WHlE o 83te] 34 2}
#e} 7o, Johansen WL o]43t Antw o9} SAslYIL)

Ay,=1.405A1, —0.020Al,_, —0.048Ay, , —0.065[l,_, —0.256y, ]
(0.213) (0.242) (0.123) (0.100) (0.022)
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