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Consideration about Income Inequality in Korea

mE T
TAKAYASU Yuichi

This study deals with the trend of income inequality in Korea, and the reasons behind
it. Inversed-U hypothesis argued that income inequality has a positive relationship with
economic growth in the early stage of development in a country; however, the relationship
inverts to negative after it becomes developed. This hypothesis could well explain the
relationship between income inequality. and economic growth in Korea from the 1970s to
the beginning of the 1990s. However, from the middle of the 1990s, income inequality has
shown a positive relationship with economic growth. This means that Korean income
ineduality entered a new phase post Inversed-U hypothesis, which is similar to the USA and
some other developed countries. '

This study discusses the reasons behind the increase in income inequality since the
middle of the 1990s, especially since the economic crisis of 1997, by referring to previbus :
studies. One of the important reasons is the loss of job opportunities. After the economic
crisis, job opportunities- have decreased mainly because of the difficulty in dismissing
regular workers. The loss of job opportunities has led to a rise in income inequality of wage
earners' households in the form of increasing non-regular workers ratio and increasing
inequality in the salaries of regular and non‘—regula'r workers. In addition, the loss of job
opportunities has also led to an increase in income inequality for entrepreneur households
since regular workers are becoming poor entrepreneur. Besides, a decrease in job
-opportunities raises the ratio of no-occupation households, where income inéquality is
relatively high. Due to these situations, a decrease in job opportunities, particularly for
regular workers, has contributed to an increase in income inequality in all basic
households. ' '

"~ The study concludes that the government should implement appropriate measures
against income inequality. While it has started doing so, most of these are stopgap
measures. Thus, the government should provide a solution against the fundamental factor,
i.e., high level of difficulty in dismissing regular workers, which is the main reason behind
the loss in job opportunities.

Keywords: Income Inequaliiy, Inversed-U hypothesis, Positive Relationship between
Inequality and Economic Growth, Loss of Job Opportunities
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