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Forword & Acknowledgement 

     The Korean society has experienced the unprecedented hard times for last three years: a large scale of layoffs resulted from the economic crisis. This was not expected at all in Korea because Korean government had been proud of high rate of economic growth and low unemployment rate for some decades. All of sudden, streets were crowded by the unemployed and they turned out to be homeless. Tragedies happened to families and in consequence, poor children were massively produced without any social benefit. 

     Since the economic crisis, a large scale of layoffs by restructuring of companies and curtail of labour market produced a new poor social group. Thus, the idea that the poverty problem had to be scrutinized and a poverty monitoring system had to be introduced was spread among both government officials and academics. It has to be pointed out that the poverty line did not exist officially yet. Even worse, the guide line to define who should have welfare relief was not created so far. Therefore, it became an urgent task to investigate the poor and to create a social protection machine for them upon the investigation. This made the People's Solidarity for Participatory Democracy(PSPD), which had criticized the government's welfare program and proposed an alternative policy, began to investigate the poverty problem in Korea. The PSPD was encouraged by United Nations Development Programs(UNDP) in the investigation. The UNDP suggested the PSPD a project in order to create a poverty monitoring system, and the PSPD accepted it without hesitation. 

     However, the investigation bumped into unexpected difficulties. The determination of the beneficiaries of Livelihood Protection System had been defined by the Social Welfare Review Committee or the Korea Institute of Health and Social Affairs based on the minimum cost of living. Unfortunately the criteria for definition did not correctly represent changes in Korean society. So, it was proved to be "not correct". In particular, the relationship between changes of prices and income was not taken into consideration in the criteria. The change of social condition such as the beneficiaries’ tastes and their consuming styles were not considered at all. In the Korea welfare statistics, a teen-ager household, a patient household, the eivelihood protection beneficiaries were not distinguished and 1-person household were totally dismissed in the statistics. And We found out that there was no panel data for distinguishing a long poverty household and a household come out of poverty. 

     Researchers had to use the government statistics if they cannot carry out a nation wide survey. So the project of investigation was not free from limitation because the government statistics was not reliable and the investigation had to be carried out within a limited time span with a restricted support. Thus, the scale of poverty was deduced based on the Urban Family lncome and Expenditure Survey. Based on the deduction, the population and the number of household fallen into the poverty line since the economic crisis was calculated. Then the government policy for the poverty houshold and its problems were examined. 

     The government protested the result of this research released on 21 November 1999 in which there are 10 million who should be defined as the poor. The research team reexamined the result carefully, however, reached the same conclusion that the poor population was 8.7 million to 12 million. This time the size of 1-person household was separately considered. 

     The government critique on the result, in fact, was due to the insufficient statistics. And the government was sensitively reacted against the result in which the increase of the poor in Korean society was revealed. However, the government should carry out a reliable investigation of the poor and introduce a comprehensive policy to protect them, rather than to try to reduce the statistics on purpose. Researchers and civic groups have to continue the investigation by a scientific method and release the result to the government and citizens in order to set up a due policy. 

     Therefore, it should be noted that the project was not a completed one but an attempt to let the seriousness of poverty known in Korea and enable a more thorough and detailed investigation in the future. The Korean economy seemed to revive since 1999, it seems the public has become less interested in the poverty problem. However, it should be noted that the Korean society shall never be free from poverty and unequality because it has widely been exposed to the global capitalism. The poverty problem is likely to be more serious in Korea. 

     It should be mention that the project itself was not possible without the support of Mr. Somesey Norindr(UN Resident Coordinator & UNDP Resident Representative, ROK) and Dr. Cho, Joong-wan(Senior Programme Officer UNDP, ROK). Special thanks to them. They provided us a good opportunity to investigate the poverty problem in Korea. In addition, special thanks should be extended to Mr. Kim, Ki-sik and Mr. Hong, Il-pyo and other staffs at the PSPD, their assistance played a key role in the project. 
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Chapter 1. Introduction 

  1. Background and Purpose 

     The problem of poverty had not been seriously considered in Korea prior to 1997. Indeed, Korea succeeded in lowering the level of absolute poverty within a relatively short period of time and became a case model for Third World countries achieving development. In terms of reducing poverty, Korea has been evaluated as a country which has exhibited dramatic improvement since the 1960s. The absolute poverty rate in Korea, which was 60-70% in the mid-1960s, dropped to almost 10% in the 1990s (Kim, Tae-Sung, 1995; Soon Il Bark, 1994). Such success in alleviating absolute poverty can be primarily attributed to Korea's rapid economic development during the past three decades (Kim, Sang-Gyun, 1998). From the 1960s until the mid-1990s, prior to the December, 1997 foreign exchange crisis, Korea averaged an annual 8% GNP growth rate and close to full employment. Nevertheless, any direct government attempts at reducing poverty through social welfare policies were not seriously undertaken. As of 1994, the level of government spending on welfare in proportion to GDP in Korea was 3.7%, which was far below that of countries with a lower per capita GDP (Bark, Soon-Il, 1994; Noh, In-Chul & Kim, Soo-Bong, 1995; OECD, 1996). 

     However, the problem of poverty in Korea entered a different phase as the country faced a foreign exchange crisis in December 1997, with the absolute poverty rate starting to rise dramatically after the crisis. According to one study, the poverty rate among urban working households more than doubled during the year following the crisis (Moon, Hyung-Pyo, Yu, Kyung-Joon, 1999). Also, the number of homeless people increased by more than 10-fold, since many of the poor lost their homes, resulting in the emergence of a new social problem. Adding to the problem of absolute poverty, relative poverty and social inequity have notably deteriorated since the crisis. Increased unemployment and reduced incomes were seen mostly in the low and middle income groups. By contrast, earnings in the high income group increased with higher interest rates being applied to their bank savings. 

     Stagnant conditions among the poor and the unequal distribution of wealth in Korea, despite an apparent economic recovery, is now deemed to be more problematic. The Korean economy was positively evaluated for its improvement one year after the crisis, having begun to overcome its financial difficulties since 1999. However, the conditions of poverty and the distribution of wealth have not changed much. According to a recent National Statistical Office report on the status of household income and expenditure among urban working households in 1999, income distribution has dramatically deteriorated compared with a decade ago (National Statistical Office, 2000). 

     This study purports to examine changes in the conditions of poverty and income in the wake of the foreign exchange crisis. In other words, it seeks to determine such changes in Korea from 1996 to 1999 and to distinguish their characteristics. Furthermore, current public and private attempts to deal with the aggravated situation concerning poverty will be examined to determine their significance. 

  2. Outline of the Report 

     In Chapter 2, national as well as household economic conditions in Korea before and after the foreign exchange crisis will be compared by examining some of the major economic indicators such as GDP growth rate, industrial production growth rate, unemployment rate, and real household income from 1996 to 1999. In doing so, it is thought that the duration of the crisis as well as the starting point of economic recovery can be determined. Ascertaining both the starting and ending points of the crisis are crucial to analyzing the conditions of poverty and the distribution of wealth in Korea. 

     In Chapter 3, the conditions of distribution before and after the crisis will be reviewed by comparing income and expenditure indexes. In other words, the main focus of this chapter lies in finding changes in the conditions of distribution resulting from the crisis and how these conditions changed as the crisis diminished. In Chapter 4, the expenditure index before and after the crisis will be used to estimate the poverty rate and the scope of poverty during the four-year period following the crisis, and also to examine the likelihood of change. Changes in the living conditions of households in poverty during the period will also be examined, with an emphasis on trends in consumption. 

     In Chapter 5, the contributions and limit of unofficial welfare, which characterizes the Korean social welfare system, in alleviating poverty in the wake of the crisis will be analyzed. In Chapter 6, attempts by the Korean government to cope with the problem of poverty, which was aggravated by the crisis, will be examined to evaluate their efficacy from the perspective of reducing poverty and of system management. 

  3. Data and Limitations 

     This research is based on raw data from the National Statistical Office in its report on urban households for 1996, 1997, 1998, and 1999. In additionl, raw data was used from a report on jobless households which was completed in August 1998 by two government organizations, the Korea Institute for Heath and Social Affairs and the Korea Labour Institute. 

     The data contained in the Urban Family Income and Expenditure Survey were drawn from 5,500 urban households sampled nationwide according to stratum and proportional probability by asking respondents to write a balance book on their income and expenditures for one year. This reference excluded farm households, fishing households, single households, and households of foreign nationals as survey subjects (National Statistical Office, 1999). 

     It should also be mentioned that the information on income only applies to urban working households. In other words, one can obtain information only on the expenditures of those who were not considered working households, such as self-employed households and unemployed households among the urban households. Therefore, there is a limit to this data, in that as one analyzes the poverty rate and distribution of wealth on the basis of household income, one can only analyze that of urban working households. 

     However, the 1998 data from the Korea Institute for Health and Social Affairs and the Korea Labour Institute on households experiencing unemployment were collected from 30,000 households, a sample which was based on the 1995 comprehensive survey on population and houses. From this 2,771 unemployed households and 1,567 employed households were again drawn for the purpose of examining the conditions of household economics (income and expenditure) and household 
Chapter 2. The National and Household Economy After The Foreign Exchange Crisis 

     In this chapter, changes in the national and household economy in the wake of the foreign exchange crisis will be examined using major economic indicators. 

  1. Major Economic Indicators 

     Table 2-1 shows changes in the major economic indicators from 1992 to the first quarter of 1999. As shown in the table, the Korean economy went through two transitional periods during the years concerned. Following the start of the crisis in December, 1997, the economy went into a serious recession, which continued into 1998, and began to recover in the first quarter of 1999. 

     The Korean economy, relatively speaking, was flourishing with high economic growth and stable economic conditions before 1997. With a 5-8% annual GDP growth rate, private consumption and fixed investment tended to increase steadily. Industrial productivity also went up consistently and the annual industrial operating rate was around 80%, on average, while the dishonored bill ratio was kept below 0.2%. The stable economic conditions, however, started to deteriorate in 1997, and Korea faced the foreign exchange crisis at the end of the year. The 1997 major economic indicators explicitly show deterioration in economic conditions. While the GDP growth rate was kept relatively high at the level of 5.0%, fixed investment was below zero, while household consumption and the industrial production growth rate dropped to half of the year before. The dishonored bill ratio was 0.52%, 2.5 times higher than the previous year. As a result, Korea was under IMF monetary controls by the end of 1997. 

     The Korean economy under IMF controls plunged into a serious recession. As regards the major economic indicators in 1998, the GDP growth rate dropped below zero in the first quarter of 1998. Private consumption, fixed investment and the industrial production growth rate were also below zero. The dishonored bill ratio was 0.72%, six times higher than the previous year. These conditions of economic recession continued onto 1998. 

	<Table 2-1> Changes in Major Economic Indicators1
(Unit: %)

	 
	92
	94
	96
	97
	98 1/4
	2/4
	3/4
	4/4
	99 1/4

	GDP Growth Rate
	5.4
	8.3
	6.8
	5.0
	-3.6
	-7.2
	-7.1
	-5.3
	4.5

	(Household Consumption)
	( 5.5)
	(8.2)
	(7.1)
	( 3.5)
	(-9.9)
	(-11.2)
	(-10.4)
	(-6.9)
	(6.3)

	(Fixed Investment)
	(-0.7)
	(10.7)
	(7.3)
	(-2.2)
	(-20.6)
	(-23.7)
	(-22.2)
	(-17.9)
	(-4.3)

	Industrial Production
Growth Rate
	5.9
	10.9
	8.5
	4.7
	-4.9
	-11.4
	-9.1
	-0.6
	14.1

	Industrial Average
Utilization
	78.3
	81.3
	80.8
	79.0
	68.8
	67.0
	66.7
	69.9
	71.3

	National Dishonored
Bill Ratio
	0.12
	0.17
	0.17
	0.52
	0.72
	0.59
	0.55
	0.23
	0.14

	1 Based on constant prices of 1995.
Source: Korean Bank. Citizens Account on the First Quarter of 1999.


     In contrast to the economic forecasts at the beginning of the crisis, the Korean economy began to recover within a relatively short period of time. As shown in Table 2-1, the GDP growth rate in the first quarter of 1999 was 4.5%. Private consumption, industrial production growth rate, and the industrial average utilization all increased. As well, the dishonored bill ratio was 0.14%, returning to the same level prior to the crisis. Thus, the Korean economy shifted into a growing phase again starting in the first quarter of 1999. 

  2. Employment 

     Since the mid 1980s, Korea maintained a very low unemployment rate, close to full employment. However, in the aftermath of the foreign exchange crisis in late 1997, many businesses went bankrupt or had to close under financial hardship. Also, with the revision of the National Labor Relations Act, which legalized retrenchment of a business through lay-offs, labor flexibility was enhanced with the support of policy implementation. As a result, the unemployment rate started to rise dramatically. According to Table 2-2, the unemployment rate prior to 1997 was very low at 2%. From the first quarter of 1998, however, it started to increase, and by the first month of 1999, it went up to 8.6%. However, as the economy was in recovery from February 1999, it started to decrease. 

	<Table 2-2> Changes in the Unemployment Rate and Number of Unemployed: 1992-March 1999
(Unit: %, thousand)

	 
	1992
	1994
	1996
	1997
	1998
	1999

	
	
	
	
	
	1st Quarter
	2nd Quarter
	3rd Quarter
	4th Quarter
	Jan.
	Feb.
	March

	Unemployment Rate
	2.4
	2.4
	2.0
	2.6
	5.6
	6.8
	7.4
	7.4
	8.6
	8.0
	7.1

	No. of the Unemployed
	466
	490
	426
	556
	1179
	1481
	1597
	1587
	1761
	1781
	1703

	Source: Ministry of Finance and Economy, Major Economic Indicators. 1999.


     The increase in the unemployment rate resulted in an increase in the number of unemployed, which exceeded 1 million in the first quarter of 1998. In February, 1999, it had increased to a peak of 1.78 million, and then it started to decrease again. Therefore, the employment rate and the number of the unemployed drastically increased along with the increase in unstable employment after the foreign exchange crisis. 

     Table 2-3 reflects the changes in employment after the crisis. The percentage of full-time workers had been decreasing and the percentage of unstable employment, the hiring of workers on a temporary and daily basis, had tended to increase even prior to the crisis. Such tendencies were further accelerated with the foreign exchange crisis. In 1997, prior to the crisis, the percentages for full-time workers, temporary workers, and daily workers were 54.1%, 31.6%, and 14.3%, respectively. However, in the 2nd quarter of 1999, almost a year after the crisis, the percentage of full-time workers was reduced to 47.9%, 14.3% less than that of 1997; the percentage of temporary workers to 33.0%, 2.4% more; and the percentage of daily workers to 19.1%, 4.8% more. Something else worthy of note in Table 2-3 is that unstable employment tended to increase steadily even after the economy had begun to recover. As discussed before, the Korean economy has been in recovery since the first quarter of 1999. Nevertheless, the percentage of unstable employment tended to increase continuously with the corresponding decrease in the percentage of full-time workers and the continuous increase in the percentage of daily workers. 

	<Table 2-3> Changes in Employment

	 
	1996
	1997
	1998
	1999

	
	
	
	1st Quarter
	2nd Quarter
	3rd Quarter
	4th Quarter
	1st Quarter
	2nd Quarter

	Full-Time
	56.7
	54.1
	54.9
	53.4
	52.5
	51.0
	50.9
	47.9

	Temporary
	29.5
	31.6
	32.6
	32.9
	32.8
	32.9
	33.5
	33.0

	Daily
	13.8
	14.3
	12.5
	13.7
	14.7
	16.1
	15.6
	19.1

	Total
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0

	Source: National Statistical Office, Changing Trends in Employment in June, 1999, July 1999.


  3. Household Economy 

     As discussed before, the Korean economy was dramatically affected by the foreign exchange crisis of December 1997. The changes in economic conditions directly influenced the household economy as well. 

	<Picture 2-1> Changes in Real Income and Expenditures of Urban Working Households (1980-1998)
(Unit: %)

	ps03.eps

	Source: National Statistical Office, Changing Trends in Household Income and Expenditures of Urban Working Households in 1998, March 1999


     As seen in Picture 2-1, the real income and real expenditures of urban working households started to decrease from 1997, and in 1998, they dropped to -13.2% and -16.9% respectively right after the foreign exchange crisis. It was the first time since 1980 that the growth rates of real household income and real expenditures were recorded at below zero. The breadth of reduction was also the greatest since the 1960s, which marked the beginning of the remarkable economic growth of Korea. 

<Picture 2-2> Changes in Consumer Survey Index(CSI 1) 

	그림은 넣을 수 없습니다.


1. CSI stands for Consumer Survey Index, which is calculated after categorically averaging consumers' responses in the survey concerning consumer attitude. If the present living conditions CSI exceeds 100, it means that the number of households with improved living conditions is greater than the number of households with deteriorating living conditions. If it is less than 100, it means the opposite. 

2. Living Conditions CSI = 
× 100 + 100 

Source: Bank of Korea, The Results of the Survey on Consumer Attitudes in the First Quarter of 1999, April 1999. 

     The economic conditions worsened to the point that people could actually feel the economic deterioration from the fourth quarter of 1997. Picture 2-2 illustrates that both the current living conditions and living conditions prospect indicators plunged suddenly after the fourth quarter of 1997. Although they recovered a bit from the third quarter of 1998, they were still below 100 right up until the fourth quarter of 1999, during which the indicators were less than those of the third quarter of 1997. The percentage of people who responded that their living conditions were better than 6 months previously was only 7%, while 52% answered the opposite. The living conditions prospect was 85, lower than the one before the crisis. The percentage of people who answered that living conditions within six months from now would be better was 16%, while the percentage of people who answered the opposite was 39% (National Statistical Office, July 1999). As well, according to one survey of those people who had once regarded themselves as middle class, 20.4% answered that they felt they'd fallen to a lower class after the crisis (Bark, Tae-Il, Ahn, Ok-Kyung, 1998). 

     There were indications showing that the household economy had begun to recover from 1999. However, such changes were not in the household income, but rather in household expenditures. As shown in Table 2-4, the real income among urban working households in the first quarter of 1999 still tended to decrease when the real expenditures started to increase. The increasing level of real expenditures was not very high compared to real expenditures immediately before the crisis and even lower than in 1996.1) 

	<Table 2-4> Changes in Real Income and expenditures1 (1996-1999)
(Unit: 1996=100.0, %)

	Categories
	1997
	1998
	1999
	96-97
	97-98
	98-99

	Real Income
	103.5
	93.9
	93.1
	3.5
	-9.2
	-0.8

	Real Regular Income
	103.0
	92.4
	89.1
	3.0
	-10.3
	-3.5

	  (Real Labor Income)
	102.9
	93.5
	88.9
	2.9
	-9.1
	-5.0

	Real Non-Regular Income
	111.1
	115.9
	149.4
	11.1
	4.3
	28.9

	Real Family Expenditures
(Working Households)
	101.7
	87.2
	95.0
	1.7
	-14.2
	8.9

	Real Family Expenditures
(All Households)
	101.9
	86.1
	92.2
	1.9
	-15.5
	7.1

	Real Consumption Expenditures
(Working Households)
	100.7
	84.6
	92.0
	0.7
	-16.0
	8.8

	Real Consumption Expenditures
(All Households)
	100.6
	83.8
	89.6
	0.6
	-16.8
	7.0

	1 Based on 1996 consumer prices.
Source: Based on raw data from the Urban Households Survey for the first quarter of each year concerned.


     The increase in family expenditures and in consumption expenditures despite the decrease in real income is considered an extraordinary phenomenon. However, it can be explained as a counter-action toward the sudden reduction in consumption expenditures after the crisis in 1998, or as a pending realization of the reserved consumption desire. 

     As seen in Picture 2-1, Korean society witnessed a consistent increase in real income and expenditures since the 1980s. Meanwhile, the increase in income surpassed the increase of expenditures and limited consumption tended to steadily decrease. Nevertheless, when the foreign exchange crisis reached its climax in 1998, the decrease in expenditures was far beyond the decrease in income. In case of 1998, income reduction was 10% while expenditures were reduced by 15%. 

     Normally, expenditure is less resilient than income. Thus, the former cannot be reduced as much as the latter. Even in 1980, when the GDP growth rate registered below zero for the first time since the 1960s with a grave foreign loan crisis and the dissolution of the Revitalizing Reform System, the so-called Yushin, real expenditure was reduced by 6.1% compared to the previous year, which was below the -6.6% real income reduction rate (referred to <Picture 2-1>). 

     The fact that reduction in expenditure was greater than the reduction in income in 1998 signifies the shock the foreign exchange crisis brought to people. In other words, the crisis was such a shock to the Korean people that it resulted a reduction in consumption regardless of class and stratum. A survey conducted 6 months after the beginning of the crisis depicts the magnitude of the shock. To the question, “How will the conditions of household economy after 1 year be different from now?,” 72.7% answered “not much different.” Also, many people expected that it would take 2-3 years (50.4%) or 4-5 years (34.3%) to overcome the foreign exchange crisis. These results indicate the fact that people believe that the economic crisis would last for quite a while (Bark, Tae Il, Ahn, Ok Kyung, 1998). With that in mind, it is not difficult to speculate that the reduction in consumption was made under a belief that economic hardships would continue for a while and that the household economy would have to be run under extreme constraints.1) Therefore, the increase in the real expenditures despite the decrease in real income in the first quarter of 1999 can be interpreted as a reflection of the people's state of mind, hopeful for the future as the economy started to recover in 1999. 

Chapter 3. Distributional Structure 

     In this chapter, the changes in the post-crisis distributional structure and their characteristics will be examined from the perspective of income and expenditure by using the raw data from the Urban Households Survey in 1996, 1997, 1998, and the 1st quarter of 1999. In addition, an effort was made to look for changes in the characteristics pertaining to households of different stratum and to analyze their unique features. Such analysis will be carried out by focusing on the GINI indices of income and expenditures and the relative changes in income and differences in expenditures among 5 income groups. 

  1. Degree of Income Inequality 

   1) GINI Index 

     Table 3-5 shows the changes in the GINI Index of family income among urban working households in the 4-year period following the foreign exchange crisis. According to the table, the GINI indices for ordinary income and labor income decreased between 1996 and 1997, and increased again in 1998. This means that the ameliorating income distributional situation prior to the crisis aggravated greatly. Another thing worth noting in this table is that the income distributional situation according to the GINI index has been continuously deteriorating even in the first quarter of 1999 when the Korean economy started to overcome the crisis. This signifies the fact that the effects of the economic recovery were not evenly distributed among all strata, but limited to the high income group, resulting in a wider income gap between different income groups.1) 

	<Table 3-5> Changes in Income GINI Index (1996-1999)

	 
	1996
	1997
	1998
	1999

	Ordinary Income
	0.3078
	0.3027
	0.3123
	0.3198

	(Labor Income)
	0.3113
	0.3099
	0.3210
	0.3292

	Source: Based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


     However, such changes in the GINI index are not sufficient to understand the changes in income inequality. Thus, the changes in income gap among the 5 groups were stratified according to the income level of urban working households. 

   2) Income Gap among Different Income Groups 

	<Table 3-6> Nominal Income Growth Index and Income Growth Rate Among Different Income Groups
(Unit: 1996=100.0, %)

	Income
	1997
	1998
	1999
	1997
	1998
	1999

	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	120.9
126.6

104.5

90.1

91.8
	127.7
122.4

100.8

84.3

82.3
	132.4
120.8

98.4

81.3

75.4
	20.9
26.6

4.5

-9.9

-8.2
	5.6
-3.3

-3.6

-6.4

-10.3
	3.7
-1.3

-2.3

-3.6

-8.4

	Labor Income
	1997
	1998
	1999
	1997
	1998
	1999

	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	119.5
126.7

102.9

87.4

91.1
	121.3
127.0

102.6

82.9

82.7
	117.9
120.8

98.5

78.7

73.5
	19.5
26.7

2.9

-12.6

-8.9
	1.5
0.3

-0.3

-5.1

-9.2
	-2.9
-4.9

-4.0

-5.1

-11.1

	Household Heads Income
	1997
	1998
	1999
	1997
	1998
	1999

	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	116.1
119.9

101.9

93.9

95.7
	120.76
126.0

105.4

87.9

86.0
	119.2
122.2

101.2

85.3

76.9
	16.1
19.9

1.9

-6.1

-4.3
	3.9
5.1

3.5

-6.4

-10.1
	-1.2
-3.1

-4.0

-2.9

-10.6

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


     Table 3-6 compares the nominal income growth index and growth rate among different income groups.1) According to the table, reduced income manifested in almost all income groups after the foreign exchange crisis, although the breadth of reduction was getting bigger in the lower groups. It signified that the breadth of income gap was getting larger. Excluding the upper 20%, the income growth rate in other income groups was below zero in 1998. Especially the income in the lower 20% decreased greatly, almost twice that of the other groups. Therefore, the reduction in income was seen in almost all income groups after the crisis, except the upper 20% whose income increased. The upper 20%, showed a 5.6% and 3.7% income growth rate in 1998 and 1999, respectively. 

	<Table 3-7> Changes in Income Gap Among Income Groups
(1996 - 1999)

(Unit: Upper 20% = 100.0, %)

	Income
	1996
	1997
	1998
	1999

	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	100.0
60.5

55.8

50.1

30.5
	100.0
63.4

48.3

37.4

23.2
	100.0
58.0

44.1

33.1

19.7
	100.0
55.2

41.5

30.8

17.4

	Labor Income
	1996
	1997
	1998
	1999

	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	100.0
64.7

60.7

55.8

32.6
	100.0
68.5

52.2

40.8

24.9
	100.0
67.7

51.3

38.1

22.2
	100.0
66.3

50.7

37.2

20.3

	Household Heads Income
	1996
	1997
	1998
	1999

	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	100.0
69.6

64.9

58.0

36.8
	100.0
72.0

56.9

46.9

30.4
	100.0
72.7

56.7

42.2

26.3
	100.0
71.4

55.1

41.5

23.8

	Source: Based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


     The breadth of income reduction was getting larger in the lower groups, and the income gap between the upper 20% and the other groups was even bigger after the crisis. Table 3-7 shows that the income gap between the upper 20% and the other groups uniformly increased since 1998. And its breadth widened along with the amelioration of economic conditions in 1999. The result was the formation of an income gap between the upper 20% and the other groups.1) Such a phenomenon, therefore, became the background of the debate on the “Collapse of the Middle Class” in Korea and the emergence of a “20:80 Society.” 

   3) Income Gap Among Age Groups 

     Table 3-8 shows the changes in the income gap among age groups in the aftermath of the foreign exchange crisis. 

	<Table 3-8> Income Gap Among Age Groups
(Age Groups in Upper 20%=100.0)

	Income Groups
	Age
	1996
	1997
	1998
	1999

	20-40%
	20's
30's

40's

50's

Above 60's
	66.0
59.3

63.3

61.2

47.8
	58.7
65.9

64.5

61.9

62.0
	69.9
63.2

57.4

52.3

49.9
	56.9
60.8

58.2

48.8

39.0

	 
	Total
	60.5
	63.4
	58.0
	55.2

	40-60%
	20's
30's

40's

50's

Above 60's
	59.8
55.7

58.1

54.1

51.5
	44.5
50.7

48.7

47.4

46.4
	53.0
48.4

43.2

39.5

37.0
	42.4
45.9

43.5

37.0

29.7

	 
	Total
	55.8
	48.3
	44.1
	41.5

	60-80%
	20's
30's

40's

50's

Above 60's
	53.1
49.4

52.1

52.0

45.9
	34.0
39.6

38.1

36.0

35.2
	39.5
36.4

32.6

30.3

27.8
	31.3
34.2

32.6

26.8

21.9

	 
	Total
	50.1
	37.4
	33.1
	30.8

	Lower 20%
	20's
30's

40's

50's

Above 60's
	34.4
31.2

31.1

29.0

22.6
	21.3
25.4

22.8

23.7

18.8
	25.1
21.5

19.2

17.9

14.7
	18.6
19.5

18.0

15.3

11.4

	 
	Total
	30.5
	23.2
	19.7
	17.4

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


   According to the table, the income gap between the upper 20% and the other groups has increased in all age groups except those in their 20s. It was only in the middle and lower income groups, in which such a gap was seen prior to the foreign exchange crisis, while the gap between the upper 20%-40% and the upper 20% was decreasing. However, after the crisis, the increase in income gap was seen in all income groups. Particularly such a phenomenon was prevalent in the households whose head was in the 50s. In the table, the income gap between the upper 20% and the other groups whose household heads were in their 50s widens greater than the average. It means that the income gap between different income groups is more serious in older age groups. 

  2. Degree of Consumption Inequality 

   1) Changes in expenditures GINI index 

     Table 3-9 shows the changes in GINI indices of family expenditures in the aftermath of the foreign exchange crisis. Both family expenditures and consumption expenditure GINI indices decreased between 1996 and 1997, and consumption inequality seemed to be mitigated a little. However, it started to rise again after the crisis. According to Table 3-9, the family expenditure GINI index and the consumption expenditure GINI index were 0.3210 and 0.3154, respectively. They decreased to 0.3133 and 0.3000 in 1997 and started to increase right after the crisis, so that the family expenditure GINI index and the consumption expenditure GINI index were 0.3163 and 0.3062, respectively in 1998. 

	<Table 3-9> Changes in Expenditures GINI index (1996-1999)

	 
	1996
	1997
	1998
	1999

	Family Expenditure
	0.3210
	0.3133
	0.3162
	0.3166

	Consumption Expenditure
	0.3154
	0.3000
	0.3062
	0.3063

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


     Furthermore, the family expenditure and the consumption expenditure GINI indices increased in the first quarter of 1999 when the economy started to overcome the crisis. The distributional conditions of consumption, aggravated after the crisis, have not improved in spite of economic recovery. In order to look further into the worsening of consumption inequality, the changes in the consumption gap between different income groups will be examined next. 

   2) Changes in Consumption Gap Among Income Groups 

     Table 3-10 shows the changes in nominal expenditure, consumption growth index and growth rate between income groups. According to Table 3-10, nominal consumption in all groups decreased more in 1998, after the crisis, than in 1997, before the crisis. Especially, the reduction rate is greater in the lower 20% expenditure income group than the others. Starting from the first quarter of 1999 when the economy was on recovery, consumption, unlike income, in all groups started to increase, the rate of increase being higher in high income groups. The rates of increase in family consumption and in consumption expenditures in 1999 were 9.4% and 8.4%, respectively. They were much higher than the 4.4% and 0.6% rates of increase prior to the crisis in 1997. Such facts indicate that the increase in GINI indices, which were dealt with in the previous section, was related to the increase in consumption in the upper income groups. 

	<Table 3-10> Nominal expenditures Growth Index and Growth Rate Among Urban Households(1996-1999) (1996=100.0)

	Expenditures
	Income Groups
	Index
	Growth rate

	
	
	1997
	1998
	1999
	1997
	1998
	1999

	family expenditures
	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	104.4
107.5

108.1

107.8

107.9
	96.0
100.4

100.8

98.3

95.6
	105.0
108.1

107.3

103.6

100.8
	4.4
7.5

8.1

7.8

7.9
	-8.1
-6.6

-6.8

-8.8

-11.4
	9.4
7.7

6.5

5.3

5.5

	Consumption Expenditures
	Upper 20%
20-40%

40-60%

60-80%

Lower 20%
	100.6
108.5

108.1

107.7

108.0
	91.7
98.3

99.1

96.9

94.8
	99.4
106.2

106.2

102.8

101.0
	0.6
8.5

8.1

7.7

8.0
	-8.8
-9.5

-8.3

-10.1

-12.2
	8.4
8.1

7.1

6.1

6.5

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


     On the other hand, despite the increase in consumption in all income groups in 1999, their consumption level has not reached that of 1997, prior to the crisis. In the case of family expenditure, all other income groups, except the upper 40%, are short of meeting the level prior to the crisis. 

     Table 3-11 outlines the differences in family expenditure and consumption expenditure among income groups after the crisis. According to the table, the consumption gap between them was enlarged. Although it is not as great as the income gap1), the changes before and after the crisis were significant. In other words, the difference in family expenditure and consumption expenditure between the upper 20% and the lower 40% income groups seemed to decrease from 1996 to 1997. But as the foreign exchange crisis started to emerge in 1998, it started to increase again, though not significantly. And in 1999, the difference in family expenditure and consumption expenditure between the upper 20% and the other income groups became even larger. 

	<Table 3-11> Changes in Family expenditures and Consumption expenditures Among Income Groups (Upper20% stratum=100.0)

	 
	 
	1996
	1997
	1998
	1999

	Family Expenditure
	Upper20%
20-40%

40-60%

60-80%

Lower20%
	100.0
54.8

41.1

31.4

19.8
	100.0
56.4

42.5

32.5

20.4
	100.0
57.3

43.1

32.2

19.7
	100.0
56.4

42.0

31.0

19.0

	Consumption Expenditure
	Upper20%
20-40%

40-60%

60-80%

Lower20%
	100.0
55.5

42.6

33.1

21.3
	100.0
59.9

45.8

35.4

22.8
	100.0
59.4

46.0

34.9

22.0
	100.0
59.3

45.5

34.2

21.6

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


   3) Changes in differences Among Age Groups 

     Table 3-12 shows the changes in the difference of family expenditures among income groups, which have been again divided according to the age of household heads, before and after the crisis. In 1998, all age groups, except the households whose head was over the 50 , showed a narrower gap with the upper 20% income group in expenditures than in 1997. This denotes that family expenditures of the upper 20%, who are with less economic constraints, were reduced further than those of other income groups in the period immediately following the crisis. However, as the economy started to recover in the first quarter of 1999, except the households whose head was in their 60's, the difference of family expenditures between the upper 20% and the other groups started to increase in all age groups. It means that along with the economic recovery, the upper income groups with less economic constraints have led the increment in expenditure. 

	<Table 3-12> Differences in Family expenditures Among Age Groups (Ages in Upper 20%=100.0)

	Income Groups
	Age
	1996
	1997
	1998
	1999

	20-40%
	20's
30's

40's

50's

Above60's
	52.2
58.3

55.0

52.0

54.0
	54.7
61.9

56.6

53.7

51.1
	64.5
63.2

60.0

51.7

44.5
	58.5
61.2

59.2

50.1

52.9

	 
	Total
	54.8
	56.4
	57.3
	56.4

	40-60%
	20's
30's

40's

50's

Above60's
	39.6
43.8

41.3

38.6

41.0
	41.7
47.2

42.4

40.2

37.6
	47.3
48.6

44.5

38.5

32.8
	43.8
46.1

43.8

36.7

39.7

	 
	Total
	41.1
	42.5
	43.1
	42.0

	60-80%
	20's
30's

40's

50's

Above60's
	30.0
33.5

31.8

30.0

30.5
	32.2
35.8

32.7

30.9

28.4
	35.5
36.1

33.6

28.8

24.6
	32.3
34.1

32.2

27.4

29.0

	 
	Total
	31.4
	32.5
	32.2
	31.0

	Lower20%
	20's
30's

40's

50's

Above60's
	19.7
22.2

20.2

18.2

17.2
	21.0
23.7

21.7

19.1

15.1
	22.9
23.0

21.0

17.5

13.1
	20.3
21.8

20.1

16.8

15.8

	 
	Total
	19.8
	20.4
	19.7
	19.0

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


  3. Characteristics of Income Groups 

   1) Changes in Age of Household Heads 

     Table 3-13 shows the composition rates of differently aged household heads within the upper 20% and the lower 20% income groups. As for the age distribution of household heads for the composition rates in all households, it was shown that 11-12% are in their 20s, 36-37% in their 30s, 27-28% in their 40s, 16% in their 50s, and 8-9% in their 60s. According to income group, in the case of the upper 20%, the composition rates of household heads in the 40s and the 50s were 10% points higher than those of household heads in different ages. On the other hand, the composition rates of household heads in the 20s and the 60s are relatively high, about 10% higher than those of household heads of different ages. This means that there are more young and aged households heads in the lower income groups. 

     As a change after the crisis, it is worth noting that there has been an increase in the number of household heads in their 40s in the upper 20%, while the number of household heads in different ages decreased. On the other hand, the number of household heads in their 50s increased in the lower 20%. To be precise, the composition rate of household heads in their 40s increased in the upper 20% after the crisis, which was 13.5% points higher than the overall average in 1998, and 12.4% points higher in 1999. By contrast, the changes in age composition rates in the lower 20% tended to be meager, although it seemed that there was a little increment in the number of household heads in their 50s. 

     What can be drawn from this fact is that, among the well-established high income groups who were mostly in their 40s and their 50s, the number of household heads in their 40s with job security and economic power which enabled them to maintain their status or even be upgraded to higher status increased, while it was mostly those in their 50s whose living conditions deteriorated after the crisis. 

	<Table 3-13> Changes in Age Composition Rates of Household Heads

	Categories
	Age of Households Heads
	Composition Rates (%, %P)

	
	
	1996
	1997
	1998
	1999

	Composition Rates of the Total Households
(A)

(%)
	20's
30's

40's

50's

Above 60's
	12.1
37.2

26.9

15.9

7.8
	12.0
36.1

27.3

15.8

8.8
	11.9
37.2

27.5

15.6

7.9
	11.0
36.0

28.0

15.9

9.1

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Upper 20%
Composition Rates

- (A)

(%p)
	20's
30's

40's

50's

Above 60's
	-6.4
-10.9

10.4

8.5

-1.5
	-6.6
-11.1

9.9

10.4

-2.6
	-7.5
-12.5

13.5

9.9

-3.4
	-7.0
-10.9

12.4

9.3

-3.8

	Lower 20%
Composition Rates

- (A)

(%p)
	20's
30's

40's

50's

Above 60's
	8.6
-5.1

-10.2

-3.0

9.7
	8.9
-3.8

-9.6

-6.1

10.6
	9.3
-5.7

-12.3

-2.2

10.9
	7.4
-5.5

-9.8

-2.5

10.3

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


	<Table 3-14> Changes in Composition Rates of Households Heads with Different Level of Education

	Categories
	Household Heads' Level of Education
	Composition Rates and Their Differences (%, %P)

	
	
	1996
	1997
	1998
	1999

	All Households
(A)

(%)
	Below High School
High School

2 Yr college

Above 4 Yr College
	28.0
43.6

6.0

22.4
	28.7
42.9

6.8

21.6
	24.8
44.8

5.8

24.6
	24.8
45.6

6.7

22.9

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Upper 20%
Composition Rate-(A)

(%p)
	Below High School
High School

2 Yr college

Above 4 Yr College
	-10.9
-5.6

-0.6

17.2
	-10.2
-6.0

0.0

16.1
	-8.8
-8.5

-1.0

18.3
	-9.3
-7.9

-1.2

18.4

	Lower20%
Composition Rate-(A)

(%p)
	Below High School
High School

2 Yr College

Above 4 Yr College
	16.4
-3.5

-0.5

-12.4
	15.5
0.0

-1.6

-13.9
	14.8
-0.1

-0.9

-13.7
	18.2
-2.5

-2.2

-13.5

	Source: based on the raw data from the Urban Households Survey in the first quarter of each year concerned.


   2) Changes in Composition Rates of Households Heads with Different Levels of Education 

     Table 3-14 outlines the changes in the composition rates of household heads with different levels of education in all households, the upper 20%, and the lower 20%. The composition rates of households heads with different levels of education in all households were 25-29% for less than high school education, 43-46% for high school education, 6-7% for 2 year junior college education, and 22-25% for more than 4 years college education.1) 

     If looked at according to income group, the composition rate of household heads with above 4 years college education was much higher in the upper 20% income group than in all their households. Particularly, the number of household heads with high school education in the upper 20% income group decreased about 2% after the crisis while the number of household heads with more than 4 years college education increased more than 2%. In the case of the lower 20%, the number of household heads with less than high school education increased by more than 15% compared to all households. This mostly happened in 1999. 

     This denotes that the composition rate of the household heads with more than 4 years college education increased in the upper 20% income group after the crisis in contrast to the lower 20%, in which the composition rate of the household heads with below high school education increased. The result was a widening of the education gap between the upper and the lower income groups. 

   3) Changes in Size of Households and Number of Employed 

	<Table 3-15> Changes in Size of Households and Number of Employed Among Urban Households
(Unit: person)

	 
	 
	1996
	1997
	1998
	1999

	Size of Households
	Upper20%
20-40%

40-60%

60-80%

Lower20%
	4.15
3.89

3.78

3.54

3.05
	4.07
3.92

3.75

3.50

2.93
	4.05
3.95

3.73

3.47

2.98
	4.01
3.89

3.76

3.44

2.94

	 
	Total
	3.68
	3.64
	3.63
	3.61

	No. of Employed
	Upper20%
20-40%

40-60%

60-80%

Lower20%
	1.61
1.59

1.50

1.39

1.07
	1.63
1.59

1.49

1.40

1.08
	1.61
1.51

1.44

1.33

1.04
	1.56
1.44

1.42

1.25

0.92

	 
	Total
	1.43
	1.44
	1.39
	1.32

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


     The average number of household members among urban households in the 1990s was reduced to less than 4 people and, especially from the mid 1990s, it stayed at the level of 3.6 persons. Furthermore, it seemed that the higher the income group, the greater the number of household members. This phenomenon has not changed much since the crisis. It is worth noting that the average number of household members in the lower 20% income group has been below 3 people since 1997.1) The number of employed per household has been reduced since the crisis. If considered according to income group, the number of employed is lower in the lower income group. Especially, the average number of employed in the lower 20% was 0.92 person in 1999, which was less than 1 (refer to <Table 3-15>). 

	<Table 3-16> Changes in Composition Rates Among Occupational Groups

	Category
	Occupation
	Composition Rate and Difference (%, %P)

	
	
	1996
	1997
	1998
	1999

	Composition
Rates of All Households

(A)

(%)
	White Collar
Laborers

Small Business Owners

Big Business Owners

Unemployed

Miscellaneous
	25.7
36.9

25.9

2.3

8.7

0.4
	25.7
36.7

25.8

2.0

9.3

0.4
	26.2
34.6

25.0

1.9

12.0

0.3
	23.7
31.8

26.5

1.9

15.6

0.5

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Composition Rate in the Upper 20%
-(A)

(%p)
	White Collar
Laborers

Small Business Owners

Big Business Owners

Unemployed

Miscellaneous
	17.2
-16.9

-1.0

3.6

-2.9

0.0
	16.6
-16.1

-2.6

4.1

-2.7

0.8
	19.2
-17.9

0.9

3.9

-6.0

0.0
	16.7
-12.3

-1.4

4.2

-8.1

0.8

	Composition Rate in the Lower 20%
-(A)

(%p)
	White Collar
Laborers

Small Business Owners

Big Business Owners

Unemployed

Miscellaneous
	-13.6
11.8

-6.4

-1.8

10.2

-0.1
	-15.5
10.8

-4.8

-1.7

11.1

-0.1
	-15.8
8.3

-5.4

-1.8

14.8

-0.1
	-15.9
7.5

-7.0

-1.9

17.5

-0.2

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


   4) Changes in Composition Rates According to Occupational Groups 

     The differences in occupational composition among income groups are clear. Of household heads in the upper 20% income group, more than 40% were white-collar workers while 25% were small business owners and 5% were big business owners. In sum, these occupational groups account for 70% of all households in this income group. In contrast, more than 40% in the lower 20% income group are laborers while 20-25% are unemployed, 20% petty business owners, and 10% lower-echelon office clerks (Referred to <Table 3-16>). 

     What is worth doing in this analysis is that the number of households whose head is unemployed increased significantly in 1999. In all households, the percentage of white collar workers was 26%, laborers 37%, small-business owners 26%, big-business owners 2%, and unemployed workers 9% in both 1996 and 1997. However, composition rates changed in 1999, so that it was 24% for white collar, 32% for laborers, 26% for small business owners, 2% for big business owners, and 16% for unemployed.1) 

     Such changes entailed an increase in the unemployment rate for household heads in the lower 20% income group. Indeed, the unemployment rate in the upper 20% decreased while it increased to 33% in the lower 20%, which comprises 39% of working households. 

   5) Changes in Characteristics of Unemployed Households 

     The characteristics of unemployed households will be dealt with here by using the data from the urban households survey. According to Table 3-17, which shows the composition rates according to occupation, industry and job category, among the sampled household heads, the percentage of unemployed household heads was 8.7% in 1996, 9.3% in 1997, 12.9% in 1998, and 15.6% in 1999. 

	<Table 3-17> Changes in Composition Rates of Urban Households According to Occupation, Industry, Job Category
(Unit: %)

	Category
	1996
	199
	1998
	1999

	Occupation
	Unemployed
salary earners

Laborers

Small Business Owners

Big Business Owners

Miscellaneous
	8.7
25.7

36.9

25.9

2.3

0.4
	9.3
25.7

36.7

25.8

2.0

0.4
	12.0
26.2

34.6

25.0

1.9

0.3
	15.6
23.7

31.8

26.5

1.9

0.5

	 
	Total
No. of all Households
	100.0
4,629
	100.0
4,540
	100.0
4,540
	100.0
4,576

	Industry
	Unemployed
Mining & Manufacturing

Electricity/Gas, Freight/ Storage/Construction

Whole sales/ Retail, Food/ Housing

Securities/Insurance/Real Estate

Professional services

Miscellaneous
	8.8
23.1

23.5

21.0

8.1

14.5

1.1
	9.4
22.7

22.2

21.9

8.4

14.5

1.0
	12.0
20.8

22.7

21.2

8.8

13.8

0.7
	15.6
20.5

18.4

21.4

9.1

14.5

0.6

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Job
Category
	Unemployed
Management/Professional/Technical

Office Work

Services and Sales

Production

Simple Labor
	6.5
17.3

9.9

15.8

42.4

8.1
	6.1
16.0

11.8

16.9

41.0

8.4
	9.3
16.5

11.3

15.9

39.2

7.8
	12.2
19.0

8.5

17.6

34.8

7.9

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Source: based on the raw data from the Urban Households Survey of the first quarter of each year concerned.


     Before they were unemployed, most unemployed household heads had been laborers and salary earners in the mining/manufacturing, construction, electricity/gas, and freight/storage industries. In terms of job category, they had been mostly employed in production. As the composition rates of laborers and salary earners decreased, the rate of unemployed increased, while a similar decrease in the number employed in the mining, construction, electricity/gas, freight /storage industries as well as decrease in production, was also reflected in increase in the unemployment rate.1) 

	<Table 3-18> Previous Jobs of Unemployed Household Heads1

	Previous Job
	Composition Rate (%)

	Business owners
Regular employees

Temporary employees

Daily employees

Unemployed
	8.4
24.9

21.2

32.3

13.5

	Total
	100.0

	1 Based on the responses of unemployed household heads in families with no workers.
Source: Labor Research Institute, Countermeasures to Unemployment in the Period of High Unemployment, 1998, p.26.


	<Table 3-19> Composition Rates of Unemployed Households According to the Characteristics of Household Heads
(Unit: %)

	 
	1996
	1997
	1998
	1999

	20's
30's

40's

50's

Above 60's
	10.0
4.0

5.5

8.1

41.8
	7.5
3.7

5.2

10.5

45.5
	11.3
5.7

9.0

14.1

48.7
	15.5
8.7

10.0

18.4

55.0

	2-Person Households
3-Person

4-Person

5-Person

Above 6-Person
	24.4
11.1

3.5

3.0

1.7
	22.5
12.3

3.8

3.9

3.7
	26.5
14.7

6.4

6.0

7.7
	34.1
16.8

8.9

9.3

10.7

	Below High School
High School

2 Yr College

Above 4 Yr College
	14.0
6.8

6.4

6.5
	15.1
7.5

7.8

5.8
	20.9
10.4

5.3

7.4
	27.0
13.1

7.2

10.7

	Total
	8.7
	9.3
	12.0
	15.6

	Source: based on the raw dat from the urban households survey of the first quarter of each year concerned.


	<Table 3-20> Changes in Composition Rates According to Age, Education, and the Size of Households Among Employed and Unemployed Households
(Unit: %)

	Household
	Characteristic
	1996
	1997
	1998
	1999

	Unemployed
	20's
30's

40's

50's

Above 60's
	13.9
17.1

16.8

14.9

37.4
	9.7
14.4

15.3

17.7

42.9
	11.2
17.6

20.6

18.4

32.2
	10.9
20.2

17.9

18.8

32.2

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Employed
	20's
30's

40's

50's

Above 60's
	12.0
39.1

27.9

16.0

5.0
	12.2
38.3

28.6

15.6

5.3
	12.0
39.8

28.4

15.2

4.6
	11.0
38.9

29.9

15.4

4.9

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Unemployed
	2-Person Households
3-Person

4-Person

5-Person

Above 6-Person
	46.8
31.4

16.1

4.7

1.0
	43.2
34.0

15.6

5.2

2.1
	39.0
30.0

21.9

6.3

2.9
	39.4
27.9

22.4

7.3

3.1

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Employed
	2-Person
3-Person

4-Person

5-Person

Above 6- Person
	13.9
24.0

41.9

14.8

5.5
	15.3
24.9

40.9

13.3

5.6
	14.7
23.7

43.5

13.3

4.8
	14.1
25.5

42.6

13.1

4.7

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Unemployed
	Below High School
High School

2-Yr-College

Above 4-Yr-College
	44.8
34.2

4.5

16.6
	46.2
34.7

5.7

13.4
	43.2
39.0

2.6

15.3
	43.0
38.2

3.1

15.7

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Employed
	Below High School
High School

2-Yr-College

Above 4-Yr-College
	26.4
44.4

6.2

23.0
	26.9
43.8

6.9

22.5
	22.3
45.6

6.2

25.9
	21.5
46.9

7.4

24.2

	 
	Total
	100.0
	100.0
	100.0
	100.0

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


     The characteristics of unemployed households are also changing. In Table 3-19, which shows the characteristics of household heads (age, level of education) and the percentage of unemployed households according to the size of households, the rate of unemployed households increased in all age groups after the crisis. The highest increase was seen in the 60s age group, the next highest in the 50s, and then in the 20s and 30s, respectively. In terms of size of households, the rate of unemployed households was highest in 2-person households, while it rapidly increased in 6-person households. In terms of level of education, the number of unemployed households is increasing noticeably in households whose head has below high school education. In other words, households whose head is relatively young or aged and whose education was no higher than middle school are vulnerable to the threat of unemployment. 

     As regards changes in the composition of unemployed households (refer to Table 3-20), the percentage of the age group over 60 is still high and the percentages of those aged in their 30's and 40's are increasing post-crisis. Moreover, in terms of the size of households, although the percentage of 2-person households dominates, the percentage of 4-person households has increased since the crisis. In terms of level of education, while the percentage of household heads with below high school education is high, the percentage of household heads with above high school education is increasing. 

     These facts indicate that there has been a shift of the dominant group within unemployed households in response to the proliferation of unemployment and unstable employment after the crisis. In the past, the dominant group consisted of older people and those with low levels of education. However, since the crisis, it has shifted to include people in their 30s and 40s, with above high school education, and in 4-person households. 

Chapter 4. Poverty Rate and Poor Households 

     In this chapter, poverty conditions in the aftermath of the foreign exchange crisis in Korea will be examined. To be explicit, the poverty rate and its scope in the four-year period right after the crisis will be estimated, and then any changes in them will be closely followed. Moreover, by dividing the consumption expenditures of poor households into total expenditure, essential expenditure, and accessory expenditure any changes in expenditure before and after the crisis and their significance will be shown. 

  1. Estimating Method of Poverty Rate 

     Poverty rate will be estimated in the following order. First, the absolute poverty line of conventional households, i.e. 4-person households, will be determined. Second, the poverty line according to size of households will be determined by using the household equality index. Third, the rate of households below the poverty line in expenditures or consumption will be determined. 

   1) Estimating Method of Absolute Poverty Line in 4-person Households 

     No official absolute poverty line has been set yet by the Korean government. The Korea Institute for Health and Social Affairs, established by the government, only estimates and reports the minimum living cost every 5 years. Many studies have estimated the poverty rate by assuming the minimum living cost is the same as the absolute poverty line (Bark, Chan-yong, 1999; Bark and Kim, 1998). It is the intention of this study to use the minimum living cost as the absolute poverty line in estimating the poverty rate. 

     The most recent report by the Korea Institute for Health and Social Affairs on minimum living cost was compiled on the basis of a survey done in 1994. Therefore, in order to set the minimum living cost in the years from 1996 to 1999, it is necessary to convert the minimum living cost into 1994 rates for each year concerned. As for the methods of conversion, there is one that applies the cost of living index, one that takes the cost of living and growth rate into consideration, one that applies the practical relative poverty concept , and one that applies the abstract relative poverty concept. 

     Among these, there is no agreement as to what is the most appropriate. It must be decided according to the research purposes. This study will use the cost of living index to convert the 1994 minimum living cost to those of each year concerned. The cost of living index method is the one that converts the 1994 minimum living cost, by using the consumers cost of living index, into the minimum living cost of each year concerned. This method requires an assumption that the consumption pattern of the poor did not change during this period, for it only drives the minimum living cost of each year and reflects the changes in living cost. Such a method is useful in comparing the changes in the absolute poverty rate on a yearly basis, which is intended in this research. It is because the adjustment made in this method endows the same real worth to the minimum living cost of each year using the living cost index. This is expected to be useful in determining the changes in the percentage of households living below the poverty line. 

   2) Household Equality Index 

     This research utilized the households equality index, directly calculated from the data in the urban households survey of the first quarter of 1999. In other words, the households equality index was calculated from the urban working households whose income and consumption information can be derived from the urban households survey. The estimation model and the estimation result are as follows: 

	<Table 4-1> Household Equality Index

	 
	Size of Households

	
	2-Person
	3-Person
	4-Person
	5-Person
	6-Person
	7-Person
	8-Person
	9-Person
	10-Person

	Equality Index
	0.742
	0.883
	1
	1.101
	1.191
	1.273
	1.348
	1.419
	1.485

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned


     Estimation Model: ln(EXP) = b0 + b1ln(FM) + b2ln(INC) + u 

     Estimation Result: ln(EXP) = 7.989451 + 0.431338ln(FM) + 

0.381543ln(INC) + u 

       (adj R2 = 0.4039. F = 5265.803 p< .0001) 

       (EXP: Expenditure. FM: No. of Family Members, INC: Income) 

   3) Use of Consumption Expenditures as an Indicator of Household Economic Power 

     The most commonly used indicator for estimating household economic power is income. That is because there is abundant data available related to income. Also, it makes it possible to estimate income in the ideal sense and it can denote covert purchasing power (Atkinson, 1983). Nonetheless, income tends to be minimized when reported and usually reflects only cash income, excluding income in kind and capital gain. As far as lifelong earnings are considered, income is not enough to reflect long-term economic power on the basis of income at a certain point. 

     According to the All-Time Income Hypothesis (Friedman, 1957), expenditures could be considered as a better indicator. That is because the family economy redistributes current income into savings and loans, on the basis of personal property, past living conditions, and future estimation of income flow. Therefore, expenditures reflect household economic power since it estimates lifelong earnings and property rather than present income. 

     This study will use expenditures as an indicator of household economic power. Apart from the advantage in doing so mentioned before, expenditures are used it is also due to the limits pertaining to using data. The urban households' surveys used mostly for data in this research are limited to income of urban working households in terms of income, excluding non-working households, which comprise more than 1/3 of the samples that can be used when income is an indicator. Among non-working households, many are expected to be poor households whose head is a petty business owner or jobless. Considering the increase in the number of unemployed after the crisis, it is very likely to underestimate the poverty rate when working households only are used. 

     In conclusion, this research will estimate household economic power according to consumption expenditure categories used in the chronological report of urban households. Consumption expenditure in the chronological report of urban households is defined as the expenditures necessary for purchasing goods and services that are essential to the maintenance of living. It consists of categories such as food, housing, electricity/heating/water, home and kitchen utensils, clothes/shoes, health care, education, entertainment, and some other miscellaneous expenditures. 

  2. Poverty Rate 

   1) Estimation of Minimum Cost of Living 

     Table 4-2 shows yearly minimum cost of living, estimated by using the living expenses index of 4-person households, calculated by the Korea Institute of Heath and Social Affairs in 1994. The 1994 minimum cost of living has been converted to yearly cost of living indices. The table depicts the gradual increase in living expenses and in minimum living cost of 4-person households as well after 1996. 

	<Table 4-2> Minimum Living Cost
(Unit: Won)

	Year
	96
	97
	98
	99

	4-Person Households
Minimal Living Cost
	721,307
	754,922
	822,851
	828,453

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


	<Table 4-3> Minimal Living Cost According to Size of Household
(Unit: Won)

	Size of
Households

Year
	2 person
	3 person
	4 person
	5 person
	6 person
	7
person
	8
person
	9
person
	10 person

	1996
	535,210
	636,914
	721,307
	794,159
	859,077
	918,224
	972,322
	1,023,535
	1,230,253

	1997
	560,152
	666,596
	754,922
	831,169
	899,112
	961,016
	1,017,635
	1,071,234
	1,121,059

	1998
	610,555
	726,577
	822,851
	905,959
	980,016
	1,047,489
	1,109,203
	1,167,626
	1,221,934

	1999
	614,712
	731,524
	828,453
	912,127
	986,688
	1,054,621
	1,116,755
	1,175,575
	1,230,253


     Such yearly minimum living cost of 4-person households is then used, along with the household equality index previously determined to estimate the minimal living costs of households with different numbers of family members. The poor households in this research refer to the households whose monthly consumption expenditure is below the minimum living cost according to size of households in Table 4-3. The poverty rate indicates the percentage of poor households out of all households. 

   2) Poor Poverty Rate and Scope of Poverty Population 

     Table 4-4 outlines the poverty rate in the 4-year period following the outbreak of the foreign exchange crisis. According to the table, the poverty rate tended to decline prior to the crisis. In other words, the poverty rate in 1996 was 15.7% while it was 13.7% in 1997, a drop of 2%. 

	<Table 4-4> Yearly Poverty Rates
(Unit: %)

	Year
	1996
	1997
	1998
	1999

	Poverty Rate
	15.7
	13.7
	23.5
	20.1

	Source: based on the raw data from the urban households survey of the first qaurter of each year concerned.


     Nevertheless, the poverty rate drastically increased after the crisis. The poverty rate in 1998 was 23.5%, an increase of 9.8% over that of the previous year. The surge in the poverty rate implicates the intensity of the shock caused by the crisis. Although the poverty rate started to decline again along with the economic recovery, the breadth of the decline was not widespread. The poverty rate in the first quarter of 1999, the beginning of the economic recovery, was 20.1%, which was only 3.4% less than the previous year. 

     Table 4-5 estimates the yearly scope of poverty population. The estimation of poverty population was drawn from the data in the 1999 Household Estimation compiled by the National Statistical Office, which was used to determine the number of total households and single households. Then, the percentage of poor households was calculated out of all households, excluding single households. By multiplying the percentage of the poor households by the average number of family members of poor households, the poverty population among 2 or more person households was estimated1). 

     According to Table 4-5, poverty population prior to the crisis was 5,360,000 persons in 1997. After the crisis, however, it jumped to 9,470,000 persons in 1998, which was 4,110,000 persons higher. In 1999, it dropped by 1,370,000 persons, registering about 8,100,000 persons. Despite the decrease in the size of the poverty population as the economy started to recover, it is still much higher than that before the crisis. 

	<Table 4-5> Yearly Scope of Poverty Population: 1996-1999
(Unit: person, %)

	Year
	1996
	1997
	1998
	1999

	Total No. of Households
	13,251,191
	13,567,024
	13,904,756
	14,265,922

	No. of 1-Person Households
	1,759,169
	1,885,924
	2,022,317
	2,169,109

	No. of 2 or More Person Households
	11,492,022
	11,681,100
	11,882,439
	12,096,109

	Poverty rate of 2 or More Households
	15.7
	13.7
	23.5
	20.1

	No. of Poor Households with 2 or More Family Members
	1,804,247
	1,600,311
	2,792,373
	2,431,459

	Average Number of 2 or More Households
	3.43
	3.35
	3.39
	3.33

	Poverty Population
	6,188,569
	5,361,041
	9,466,145
	8,096,760

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


   3) Extreme Poverty Rate 

     For a thorough examination of the poverty conditions in the wake of the crisis, the changes in the percentage of extremely poor households were presented earlier. Extremely poor households are those whose monthly consumption expenditure is less than 2/3 of the yearly minimum cost of living. The changes in the percentage of extremely poor households in the 4-year period before and after the crisis exhibit a similarity to the changes in poverty rate shown previously. The percentage of extremely poor households as shown in Table 4-6, decreased from 4.3% in 1996 to 3.7% in 1997. Nevertheless, the percentage of extremely poor households, surged after the crisis as well. In 1998, it was 7.6%, twice as high as in 1997. Also, the rate of extremely poor households in the first quarter of 1999 was 6.0%, 1.6% points less than the previous year. But it is still 2.3% points higher than that of 1997 prior to the crisis. 

	<Table 4-6> Extremely Poor Households and Poverty Population

	Year
	1996
	1997
	1998
	1999

	Poverty Line: :2/3 of the Minimum Living Cost (4 -Person Households)
	480,874
	503,281
	548,567
	552,302

	No. of All Households
	13,251,191
	13,567,024
	13,904,756
	14,265,922

	No. of 1-Person Households
	1,759,169
	1,885,924
	2,022,317
	2,169,109

	No. of 2 or More Households
	11,492,022
	11,681,100
	11,882,439
	12,096,109

	Percentage of Poor Households with 2 or More Family Members
	4.3
	3.7
	7.6
	6.0

	No. of Poor Households Among 2-Person Households
	494,157
	432,201
	903,065
	725,809

	Average No. of Family Members in Poor Households with 2 or More Family Members
	3.28
	3.06
	3.26
	3.14

	Poverty Population
	1,620,835
	1,322,534
	2,943,993
	2,279,040

	Source: Based on the raw data from the urban households survey of the first quarter of each year concerned.


     Table 4-6, using a similar method to the one used in estimating the scope of poverty population, shows the scope of the extremely poor population in the year concerned and compares them. The extent of the extremely poor population in 1997 was about 1,620,000 persons. However, it jumped twice in the following year, reaching 3,250,000 persons. In 1999, the number was reduced a little, registering about 2,590,000 persons. 

  3. Living Conditions of Poor Households 

     The changes in living conditions of poor households in the aftermath of the foreign exchange crisis will be analyzed by focusing on the aspect of consumption expenditures. The analysis will be done through a comparison between consumption expenditures of poor households and of all households. 

   1) Total expenditures 

     First it is necessary to compare the level of total consumption expenditures before and after the crisis. Table 4-7 compares the yearly level of consumption expenditures to that of 1996, which is set at 100. The comparison was made through a conversion of the yearly level of expenditures into the 1999 constant price by the consumers living expenses index. Before the crisis, there was an increase in the level of the average consumption expenditures for both poor households and all households. However, it declined after the crisis. The extent of the decline was wider in poor households than in other households. From the first quarter of 1999 when the economy started to recover, the average consumption expenditures of all households as well as poor households started to rise. However, it has not recovered to the pre-crisis level of 1997 and the extent of the increase in poor households is bigger than in other households. 

	<Table 4-7> Yearly Average Consumption Expenditures vs. 1996 Average Consumption Expenditures (1996=100.0)
(Unit: %)

	 
	1997
	1998
	1999

	Households
	All
	Poor
	All
	Poor
	All
	Poor

	Yearly Average
Expenditure/ 1996

Average Expenditures
	100.8
	101.8
	83.0
	81.6
	88.6
	89.3

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


     Table 4-8 is the one that compares the yearly average consumption expenditures of poor households with the average consumption expenditures of all households. It shows the changes in the size of the expenditures gap between poor households and all households. In contrast to its decreasing tendency before the crisis, the gap started to enlarge right after the crisis. The average consumption expenditures of poor households in 1997 was about 43.6% of all households, and in 1998 it was 42.5%, 1.1% less than in 1997. This indicates that the gap in consumption expenditures between poor households and all other households widened after the crisis. However, it narrowed down again in the first quarter of 1999 and returned to the 1997 pre-crisis level. 

	<Table 4-8> Yearly Average Consumption Expenditures of All Households vs. Yearly Average Consumption Expenditures of Poor Households
(Unit: %)

	 
	1996
	1997
	1998
	1999

	Avg. Ependitures of All Households/ Avg. Expenditures of Poor Households
	43.2
	43.6
	42.5
	43.5

	Source: based on the raw data from the urban households survey of the first quarter of each year concerned.


   2) Essential expenditures 

     In the aspect of essential expenditure, the changes in the living conditions of poor households will be examined. Table 4-9 compares yearly expenditure levels for each essential expenditure category, following the conversion of yearly essential consumption expenditures into 1999 constant prices, using the consumers cost of living index. 

     After the crisis, in all essential expenditure categories, the level of expenditures decreased noticeably in both all households and poor households. Especially the level of essential expenditures in poor households declined significantly so that in 1998 it only accounted for 75% of the level in 1996, which is 25.4% lower than that in 1997. This is much bigger than the 19.2% drop in all households. According to each category, there was a 28.3% reduction in food within a year following the crisis. This implicates the worsening of economic hardships for poor households, so that they even had to reduce spending on essentials necessary for the maintenance of living Another thing worth noting is the categories of health care and education. These two are important for they are closely related to the availability of human resources. The 1998 expenditures of poor households on health care were reduced by 21.5% compared to 1997. Given that expenditures on health care are closely related to health maintenance, such a drop in poor households connotes that the health conditions of poor households deteriorated significantly. The 1998 expenditures on education by poor households dropped about 26.1% from that of 1997. In contrast, the drop in expenditures on education of all households was about 9% on average. In other words, the gap between poor households and other households in education expenditures grew wider after the crisis. This means that poor households reduced spending on education more than other households, and that the gap between these two households in terms of human resources would be broadened. As a result, the possibility of class ascension in poor households was further limited and inherited poverty seemed more likely than before. 

	<Table 4-9> Yearly Average Consumption Expenditures on Essentials vs. 1996 Average Consumption Expenditures on Essentials (1996=100.0)
(Unit: %)

	Year
	1997
	1998
	1999

	Households
	All
	Poor
	All
	Poor
	All
	Poor

	Food
	102.5
	101.0
	78.1
	72.7
	87.1
	85.2

	Housing
	90.9
	96.0
	92.3
	82.6
	82.9
	79.6

	Water, Electricity, Heating
	101.0
	102.5
	86.9
	79.2
	115.8
	110.3

	Clothes and Shoes
	96.3
	92.9
	67.8
	64.5
	60.6
	58.5

	Health Care
	96.9
	101.0
	74.7
	79.5
	84.2
	82.4

	Transportation
	108.2
	106.0
	99.2
	79.9
	102.0
	88.8

	Public Transportation
	100.9
	94.8
	81.6
	82.0
	95.0
	100.2

	Total Essentials
	101.6
	100.4
	82.4
	75.0
	89.2
	87.2

	Source: based on the raw data from the urban households survey of the first quarter of each year concerned.


     On the other hand, Table 4-9 shows that the beginning of economic recovery from the first quarter of 1999 induced an increase in expenditures on the essentials in all households, including poor households. In all essential expenditure categories, except clothes/shoes and housing, there has been an increase in 1999 compared to the year before. However, it has not recovered to the level before the crisis. 

	<Table 4-10> Percentage of Average Expenditures of Poor Households To Average Expenditures of All Households on Essential
(Unit: %)

	 
	1996
	1997
	1998
	1999

	Food
	60.7
	59.8
	56.5
	59.4

	Housing
	47.8
	50.4
	42.7
	45.8

	Water, Electricity, Heating
	77.7
	78.8
	70.8
	74.0

	Clothes and Shoes
	33.1
	31.9
	31.5
	32.0

	Health Care
	36.4
	38.0
	38.8
	35.7

	Education
	24.7
	24.3
	19.9
	21.5

	Public Transportation
	58.9
	55.3
	59.1
	62.0

	Total Essential Expenditures
	49.4
	48.9
	45.0
	48.3

	Source: based on the raw data from the urban households survey in the first quarter of each year concerned.


     Table 4-10 compares the percentage of average essential expenditures in poor households to all households. It shows the changes in the expenditure gap between the two according to the essential expenditure categories. The 1998 share of essential expenditures of poor households to all households was 45.0%, which was the lowest in the 4-year period. It means the gap in the essential expenditures between poor households and all households grew wider after the crisis. However, the percentage was 48.3% in the first quarter of 1999, which was similar to that before the crisis. Of all categories, the ones that show an enlargement in the gap between poor households and other households were food, housing, water/electricity/heating, and education. Education expenditure is the one that deserves special attention. Prior to the crisis, the average education expenditures of poor households in 1996 and 1997 was about 24% of for all households, which was the lowest compared to other essential categories. This fact indicates that there had been a big gap between poor households and other households in education expenditures even before the crisis. However, it was even broadened after the crisis. Given that education is an important indicator in estimating future income, the result of such analysis tells that the income gap between poor households and other households would not narrow even in the long run. 

     3) Accessory expenditures 

     The living conditions of poor households can also be witnessed in the aspect of accessory expenditure. Table 4-12 compares the level of yearly accessory expenditures to the 1999 constant prices using the consumers cost of living index. 

	<Table 4-11> Yearly Average Accessory Expenditures vs. 1996 Average Accessory Expenditures (1996=100.0)
(Unit: %)

	Year
	1997
	1998
	1999

	Households
	All
	Poor
	All
	Poor
	All
	Poor

	Dining-out
	110.8
	108.4
	80.7
	62.8
	87.1
	84.6

	Private Education
	102.2
	102.2
	84.0
	68.5
	76.4
	64.8

	Home and Kitchen Utensils
	99.5
	107.7
	81.3
	85.7
	75.58
	81.4

	Entertainment
	93.4
	97.1
	61.8
	74.0
	76.2
	76.4

	Private Transportation
	101.3
	132.1
	77.8
	149.2
	99.4
	159.3

	Telecommunications
	107.8
	100.5
	113.6
	105.8
	152.6
	135.8

	Miscellaneous
	95.79
	98.5
	80.4
	78.4
	83.4
	84.2

	Total Accessory Expenditures
	100.1
	103.4
	79.9
	80.1
	86.8
	89.9

	Source: based on the raw data from the urban households survey of the first quarter of each year concerned.


     Table 4-11 shows that the average accessory expenditure dropped significantly in both poor households and all households after the crisis. Between 1997 and 1998, the level of average accessory expenditures decreased about 20% in both households after the crisis. In accessory expenditures categories, the decrease in dining-out and private education seems conspicuous. Especially those of poor households dropped noticeably after the crisis. In comparison to their dining-out and private education expenditures in 1997, poor households reduced these expenditures by 45.6% and 33.7%, respectively, in the years concerned. The categories, for which expenditures increased as an exception, were individual transportation and telecommunications. In the case of all households, private transportation expenditures after the crisis dropped. However, they increased in poor households. This leads to a speculation that poor households which became unemployed after the crisis switched their income activities and became involved in petty business by purchasing a car as a means of subsistence. In the case of telecommunications, expenditures tended to increase not only in poor households, but also in all households after 1996, as the need to use mobile phones and Internet services increased due to efforts to adopt to the Information Era throughout the world. 

     Likewise, the decreasing accessory expenditures after the crisis reverted and tended to increase in the first quarter of 1999, when the economy started to recover, although it was far short of the level before the crisis in 1997. Most increases were seen in the categories of dining-out, private transportation, and telecommunications in poor households in 1999. In the case of dining-out, expenditures increased about 20% compared to the previous year, with a 10% increase in private transportation and 30% increase in a telecommunications. 

     On the other hand, Table 4-11 compares yearly percentage of average accessory expenditures in poor households out of that in all other households. The table shows yearly changes in the expenditures gap between the two households. As with essential expenditure, the gap between poor households and other households was broad after the crisis. The level of accessory expenditures of poor households in 1997 was 36.3% of all households. However, in 1998 it was 35.2%, a little higher than the previous level, following the crisis. Especially, categories that show increases in the gap were dining-out and private education, for which expenditures were greatly reduced in poor households. In the case of dining-out, the percentage of poor households to all households dropped by 9% and in the case of private education, by 6%. 

     However, the expenditures gap in 1999 between poor households and other households on accessory expenditures narrowed to the level before the crisis. Those that did not recover to the pre-crisis level were private education and telecommunications. Private education expenditure refer to private lessons taken by children. The fact that it did not recover to the pre-crisis level infers the possibility that the gap in education achievements between poor households and other households persists, perhaps ever widening. As a result, the possibility of class ascension for the children of poor households has been made more difficult. As seen in Table 4-10, expenditures on telecommunications in poor households are the ones that continually grew, even during the crisis. There was even a larger gap in expenditures on telecommunications between poor households and all households in the first quarter of 1999 when the economy started to recover. This fact implies that there has been an increase in telecommunications expenditures in other households as well, and that the gap in economic power of these two was getting larger. Also, the furthering widening expenditures' gap on telecommunications infers the possibility of deepening information inequality between poor households and all households. 

	<Table 4-12> Yearly Average Accessory Expenditures of Poor Households vs. Average Accessory Expenditures of All Households
(Unit: %)

	 
	1996
	1997
	1998
	1999

	Dining-Out
	44.6
	43.7
	34.7
	43.2

	Home and Kitchen Utensils
	25.8
	28.0
	27.3
	27.9

	Private Education
	34.5
	34.4
	28.1
	29.2

	Entertainment
	25.5
	26.5
	30.6
	25.6

	Private Transportation
	15.6
	20.3
	29.8
	24.9

	Telecommunications
	66.7
	62.2
	62.1
	59.4

	Miscellaneous
	38.2
	39.3
	37.2
	38.6

	Total Accessory Expenditures
	35.1
	36.3
	35.2
	36.4

	Source: National Statistical Office, based on the raw data from the urban households survey of the first quarter of each year concerned.


  

Chapter 5. The Poverty-Stemming Effect of Unofficial Welfare Practice and Its Limits 

     The korean society began undergoing rapid industrialization in the 1960s, yet the traditional concept of family still has a strong hold in society, as well as a sense of responsibility for the welfare of other family members. Based on these traditional notions of family and familial responsibility, welfare issues have primarily been the province of each family unit. This characteristic of the Korean family system has greatly influenced social welfare practices. In other words, the active participants in welfare practice are unofficial agents such as immediate family members, relatives, and neighbors. As a result, unofficial welfare practices such as the private transfer of income are relatively more pervasive in Korea than in other countries. These practices are often cited as one of the main reasons why the state is negligent when it comes to the welfare of its citizens. Moreover, the development of these unofficial welfare practices is one of the reasons why poverty has failed to become a major social issue in Korea, and that the government has shown little effort to mitigate the problem (Ryu, Jin-Suk, 1995; Kim, Sang-Kyun, 1994). 

     This chapter seeks to determine the extent to which the unofficial welfare practices have helped to stem the spread of poverty in the wake of the December 1997 foreign exchange crisis, as well as to discuss the limits of the practice. The main reference sources are the yearly urban household surveys for 1996, '97, '98 conducted by the National Statistical Office and the reports on unemployed households prepared by the Korea Institute for Health and Social Affairs and the Korea Labour Institute. 

  1. The Scale and Scope of Unofficial Welfare Practice 

     The extent of private-transfer income and public-transfer income in urban working households1) and unemployed households will be compared in this section. Table 5-1 indicates the magnitude of private-transfer income among urban working households in the period before and after the foreign exchange crisis. Table 5-1 shows how relatively pervasive private-transfer income is in the Korean society. For example, in 1996 and 1997, about 24% of urban working households were the recipients of a monthly average of 220,000 Won from private-income transfer, and in 1998, some 38% of urban working households benefited from a monthly average of about 116,000 Won in private-transfer incomes. Considering the fact that the percentage of American households benefiting from private-transfer incomes in 1979 was 14.5% (Cox, 1987), the proportion of households benefiting from private-transfer incomes is relatively very high in Korea. 

	<Table 5-1> Changes in Income and Private-transfer Income
(Unit: Won, %)

	 
	1996
	1997
	1998

	Regular Income1
	1,886,853
	2,002,954
	1,844,545

	Private-transfer Income
	53,606(223,256)2
	55,025(228,406)2
	45,375(115,677)2

	Private-transfer Income/Regular Income
	2.95(12.29)2
	3.01(12.48)2
	2.94(7.49)2

	Households Benefiting from Private-Income Transfer/ All Urban Working Households
	24.0
	24.1
	39.2

	Note : 1. Regular income refers to household income that is regular and stable, consisting of income from labor, business, auxiliary work, assets, and transfer.
2. Value for households with private-transfer income.

Source: Raw data from urban household survey for each year measured.


     Moreover, an interesting fact shown in Table 5-1 is that while the average amount of benefit per household after the foreign exchange crisis decreased, the proportion of households benefiting from private-transfer income has increased. In 1996 and 1997, prior to the foreign exchange crisis, the monthly average private-income transfer received was approximately 55,000 Won per household (about 22,000 Won when considering only the beneficiary households of private-transfer income). However in 1998, after the crisis, the monthly average per household was about 45,000 Won, an average reduction of approximately 10,000 Won. When considering only the households benefiting from private-transfer income, the monthly average was reduced by about 100,000 Won. 

     By contrast, the proportion of households benefiting from private-transfer income increased by approximately 15% following the foreign exchange crisis. The change in households benefiting from private-transfer income immediately after the crisis seems to reflect, on the one hand, a reduction of income or a reduction in consumption as a result of the crisis, and, on the other hand, the financial aid, however small, from family and other unofficial welfare sources and people's general willingness to help one another. 

	<Table 5-2> Proportion of Unemployed Households Benefiting from Income Private-Transfer Depending on Employment Status
(Unit: %)

	 
	Private-Transfer Income
Before Unemployment
	Private-Transfer Income
After Unemployment

	
	Money
	Money &
Goods
	Goods
	Total
	Money
	Money &
Goods
	Goods
	Total

	Households Benefiting from Private-Transfer Income/ Total Unemployed Households
	2.2
	1.0
	3.4
	6.6
	7.4
	5.6
	3.9
	16.9

	Source: Korea Labour Institute, Korea Institute for Public Health & Social Affairs, and other research on welfare needs (1998 data).


     Table 5-2 compares the proportion of households benefiting from private-transfer income before and after unemployment for households with unemployed members1) after the foreign exchange crisis. Table 5-2 shows that the proportion of households benefiting from private-transfer income increased drastically after unemployment. Before unemployment, the proportion of households benefiting from private-transfer income (money, goods, etc.) was 6.6%, but it increased drastically to 16.9% after unemployment. The data for unemployed households also indicates that they are being aided by private-transfer income from family and relatives. 

	<Table 5-3> Comparison of Private-Transfer Income and
Public-Transfer Income

(Unit: Won, %)

	Year
	Regular Income
	Private-Transfer Income1
	Public-Transfer Income2

	
	
	Absolute Value
	Private-Transfer Income/ Regular Income
	Ratio of Households Benefiting
	Absolute Value
	Public-
Transfer Income/ Regular Income
	Ratio of Households
Benefiting

	1996
	1,886,853
	53,606
(223,256)
	2.95
(12.29)
	24.0
	8,340
(257,263)
	0.39
(11.88)
	3.2

	1997
	2,002,954
	55,025
(228,406)
	3.01
(12.48)
	24.1
	10,714
(287,446)
	0.45
(11.98)
	3.7

	1998
	1,844,545
	45,375
(115,677)
	2.94
(7.49)
	39.2
	8,089
(202,549)
	0.46
(11.39)
	4.0

	1 () indicates the value for households with only private-transfer income.
2 () indicates the value for households with only public-transfer income.

Source: Raw data from urban household survey for cited years for the National Statistical Office.


     Table 5-3 compares the size of private-transfer income and public-transfer income for urban working households. As shown in Table 5-3, the value for private-transfer income is much greater than that for public-transfer income. In 1998, urban working households received a monthly average of approximately 45,000 Won in private-transfer income, while the average for public-transfer income was 8,000 Won. Therefore, private-transfer income outweighed public-transfer income by 5.6 times. The ratio of benefiting-households also shows that private-transfer income was approximately 10 times greater than public-transfer income. The average transfer income per household in all transfer income benefiting-households, however, was smaller for private-transfer than public-transfer. For example, in 1998, the average private-transfer income of benefiting-households was approximately 120,000 Won per household and the average public-transfer income was 200,000 Won for public-transfer income benefiting-households. 

     Table 5-4 compares the private-transfer income and public-transfer income for unemployed households. Even for unemployed households, income from private-transfer was much greater than from public-transfer. While 13.1% of all unemployed households receive private-transfer income, only 2.4% received public-transfer income, making the number of private-transfer income benefiting- households 5.5 times greater than public-transfer income benefiting-households. Private-transfer income was about 3.1 times greater than public-transfer income even considering the absolute value of transfer income. However, the average value for transfer income per household was far smaller for private-transfer income than public-transfer income for all benefiting-households. While the average amount of private-transfer income per benefiting-household was approximately 360,000 Won, the average amount of public-transfer income was 620,000 Won per benefiting-household. 

	<Table 5-4> Comparison of Private-Transfer Income and Public-Transfer Income Among Unemployed Households
(Unit: 10,000 Won, %)

	Private-Transfer Income (money)1
	Public-Transfer Income (money)2

	Net Income (10,000 Won)
	Ratio of Bene-
ficience

(%)
	Absolute Value (10,000 Won)
	Private-
Transfer Income/ Income (%)
	Net Income
	Ratio of Bene-
ficience

(%)
	Absolute Value
(10,000 Won)
	Public-
Transfer Income/ Income (%)

	64.6
(43.0)
	13.1
	4.7
(35.9)
	7.3
(83.5)
	64.6
(95.9)
	2.4
	1.5
(61.7)
	2.3
(72.6)

	1 () indicates value for households with private-transfer income.
2 () indicates value for households with public-transfer income.

Source: Korea Labour Institute, Korea Institute of Health and Social Affairs, and other research on welfare needs (1998 data).


     As indicated in the findings, private-transfer income in Korea is not only far greater than public-transfer income, but it is substantial in scope. 

  2. The Poverty-Stemming Effect of Unofficial Welfare Practice in Urban Working Households 

     The intention in this section is to analyze the poverty-stemming effect of private income transfer in urban working households in 1998 and also to compare the effect according to income groups. The poverty line in 1998 was fixed at half of the average income of urban working households, which was 922,273 Won, and at half of the median income, which was 835,937 Won in 1998. 

   1) Poverty-Stemming Effect of private income transfer 

     Table 5-5 shows an estimation of the poverty rate in urban households according to income type. In the case of estimating the poverty rate with non-transfer income, the poverty rate with the poverty line fixed at half the average income was 18.7%, being 15.9% with the poverty line fixed at half the median income. If private-transfer income is included, the poverty rates were, respectively, 16.8% and 14.1%. Private-transfer income lowered the poverty rates by 1.9% and 1.8%, and the poverty reduction rates by 9.9% and 10.9%. Considering the fact that the American poverty reduction rate in 1983 was 3.4% by public welfare infusion, and 33.7% by social insurance income(Danziger, Haveman and Plotnick, 1986: 65), the poverty-stemming effect of private-transfer income in Korea was greater than American welfare relief, yet smaller than that of its social insurance relief. However, the effect of private income transfer in Korea was 6 times higher than its public relief (a decrease in the poverty rate by 0.3%). 

	<Table 5-5> Poverty Rate According to Income Type
(Unit: %) ( )= No. of Cases

	 
	Poverty Rates

	
	Poverty Line Fixed At Half of Average Income (922,273 Won)
	Poverty Line Fixed At Half of Average Income (835,937 Won)

	Income(1)1 (3,230)
	18.7(604)
	15.9(513)

	Income(2)2 (3,230)
	16.8(544)
	14.1(457)

	Income(3)3 (3,230)
	18.4(594)
	15.5(502)

	1 Income(1): Regular Income-Transfer Income
2 Income(2): Income(1) + Private-Transfer Income

3 Income(3): Income(1) + Public-Transfer Income

Source: National Statistical Office, Raw data from the urban household survey compiled in 1998


     Table 5-6 shows the poverty rate estimation in urban working households benefiting from private income transfer according to income type. Private income transfer dropped the poverty rate by 4.7% with the poverty line fixed at half the average income, and by 4.5% with the poverty line fixed at half the median income. In urban working households benefiting from private income transfers, the poverty reduction rate rose to 20.8%. 

	<Table 5-6> Poverty-Stemming Effect of Private-Transfer Income
(among private income transfer benefiting-households)

(Unit: %) ( )= No. of Cases

	 
	Poverty Rates

	
	Poverty Line Fixed At Half of Average Income (922,273 Won)
	Poverty Line Fixed At Half of Average Income (835,937 Won)

	Income(1)1 (1,267)
	22.7(288)
	20.0(253)

	Income(2)2 (1,267)
	18.0(228)
	15.5(197)

	1 Income(1): Regular Income - Transfer Income
2 Income(2): Income (1) + Private-Transfer Income

Source: National Statistical Office, Raw data from the urban household survey, compiled in 1998


     2) Poverty-Stemming Effect of Private Income Transfer According to Income Groups 

     In Table 5-7, income groups in all urban working households are differentiated from one another on the basis of their regular income, excluding transfer income. Also, the poverty-stemming effect of private transfer incomes is presented according to income groups. According to the table, the income group with the highest poverty-stemming effect was 11-20%1), which shows the smallest income gap in comparison to the poverty line, such that its poverty rates dropped by 13.9% and 12.1%, respectively. The income group with the next highest poverty-stemming effect was the lower 6-10%, in which private-income transfer dropped the poverty rates by 9.3% and 10.5%. The lowest 5% reflecting extreme poverty had no benefit from private-income transfer to reduce poverty. 

	<Table 5-7> Effect of Private-Transfer in Poverty Reduction Among Income Groups1
(Unit: %) ( )= No. of Cases

	 
Income 

Groups 
	Poverty Line Fixed At Half of Average Income (922,273 Won)
	Poverty Line Fixed At Half of Average Income (835,937 Won)

	
	Income(1)2
	Income(2)3
	Income(3)4
	Income(1)
	Income(2)
	Income(3)

	Lowest 5%
(161)
	100.0(161)
	100.0(161)
	98.8(159)
	100.0(161)
	100.0(161)
	98.1(158)

	6-10%
(162)
	100.0(162)
	90.7(147)
	99.4(161)
	100.0(161)
	89.5(145)
	99.4(161)

	11-20%
(323)
	87.0(281)
	73.1(236)
	84.8(274)
	58.8(190)
	46.7(151)
	56.7(183)

	Above 21%
(2,584)
	0.0(0)
	0.0(0)
	0.0(0)
	0.0(0)
	0.0(0)
	0.0(0)

	Total(3,230)
	18.7(604)
	16.8(544)
	18.4(594)
	15.9(513)
	14.1(457)
	15.5(502)

	1 Income groups are differentiated according to the magnitude of income, which is determined after subtracting transfer income from regular income.
2 Income(1): Regular Income - Transfer Income

3 Income(2): Income(1) + Private-Transfer Income

4 Income(3): Income(1) + Public-Transfer Income

Source: National Statistical Office, Raw data from the urban household survey, compiled in 1998.


     Table 5-8 presents the poverty-stemming effect of private-income transfer according to income groups, differentiated on the basis of their regular income excluding transfer income, among the urban working households benefiting from the transfers. Similarly to the previous findings, the group that showed the highest poverty reduction was the lowest 11-20% group. Its poverty rates decreased by 20.2% and 26.2% by private-income transfer. The group with the next highest poverty reduction was the lowest 6-10% whose poverty rates dropped by 17.2% and 19.5%. The lowest 5% in extreme poverty had no benefit from the transfers in reducing the poverty rate. 

	<Table 5-8> Poverty Reduction by Private Transfer of Income
(in households benefiting from private transfer)

(Unit: %) ( )= No. of Cases

	 
Income 

Groups1 
	Poverty Rate When Poverty Line Fixed At Half of Average Income (922,273 Won)
	Poverty Rate When Poverty LIne Fixed At Half of the Median Income (835,937 Won)

	
	Income
(1)1
	Income
(2)1
	Income
(3)1
	Income(1)
	Income(2)
	Income(3)

	Lowest 5%(72)
	100.0
(72)
	100.0(72)
	100.0(72)
	100.0(72)
	100.0(72)
	98.6(71)

	6-10%(87)
	100.0
(87)
	82.8(72)
	98.9(86)
	100.0(87)
	80.5(70)
	98.9(86)

	11-20%
(149)
	86.6
(129)
	56.4(84)
	83.9(125)
	63.1(94)
	36.9(55)
	60.4(90)

	Above 21% (959)
	0.0(0)
	0.0(0)
	0.0(0)
	0.0(0)
	0.0(0)
	0.0(0)

	Total(1,267)
	22.7
(288)
	18.0(228)
	22.3(283)
	22.0(253)
	15.5(197)
	19.5(247)

	Note: Income groups are differentiated by income, which is determined by subtracting transfer income from regular income.
1 Income(1): Regular Income - Transfer Income

2 Income(2): Income(1) + Private-Transfer Income

3 Income(3): Income(1) + Public-Transfer Income

Source: National Statistical Office, Raw data from the urban household survey, compiled in 1998.


     As cited, the poverty-stemming effect of private-income transfer was prevalent in the income groups where the income gap compared to the poverty line was minimal. The low income groups in extreme poverty, for whom the gap between income and the poverty line, was significant did not benefit from such transfers. 

3. The Poverty-Stemming Effect of Unofficial Welfare Practice In Unemployed Households 

     In this section, private-transfer income will be considered in analyzing their poverty-stemming effect in unemployed households after the foreign exchange crisis and to study differences in the effect according to income groups. The poverty lines for urban working households were fixed at half of the 1998 average income of urban working households and at half of the median income. 

   1) The Poverty-Stemming Effect of Private-Transfer Income 

     Table 5-9 presents the results of an analysis of the poverty rate according to all unemployed households' income groups. As seen in the table concerning Income (1), which subtracts transfer income from regular income as a standard, the total poverty rate of unemployed households was 73.6% where the poverty line was fixed at half the average income of urban households and 71.4% where the poverty line was fixed at half the median income. With Income (2), which adds private-transfer income to Income (1) as a standard, the poverty rate was 71.5% when the poverty line was based on average income and 69.1% when the poverty line was based on median income. The poverty rates of unemployed households benefiting from the private transfers of income declined by 2.1% and 2.3%, respectively. (The poverty reduction rates were 2.9% and 3.3%). Such poverty-stemming effects of private-transfer incomes were greater here than when Income (3) was used as a standard (the poverty-stemming effect of public transfer). However, similarly to the case of urban working households, the difference was not noticeable. 

	<Table 5-9> Poverty-Stemming Effect of Private Income Transfer (among all unemployed households)
(Unit: %) ()= No. of Cases

	 
	Poverty Rates

	
	Poverty Line Fixed At Half of Average Income of Urban Households (922,273 Won)
	Poverty Line Fixed At Half of Median Income (835,937Won)

	Income(1)1 (2,412)
	73.6(1776)
	71.4(1723)

	Income(2)2 (2,412)
	71.5(1725)
	69.1(1667)

	Income(3)3 (2,412)
	72.8(1756)
	70.5(1701)

	1 Income (1): monthly average income - transfer income
2 Income (2): Income (1) + Private-transfer income.

3 Income (3): Income (1) + Public-transfer income

Source: Korea Labour Institute, Korea Institute of Health and Social Affairs, Raw data of the survey on unemployment and welfare needs, compiled in 1998.


     Table 5-10 shows the poverty-stemming effect of private transfer incomes in benefiting unemployed-households. In the case of fixing the poverty line at half the average income, before and after the inclusion of private-transfer income, poverty rate was dropped from 87.0% to 70.8%, and from 84.1% to 66.3% when fixing the poverty line at half the median income. In other words, the poverty-stemming effect of private transfers in unemployed households benefiting from there was significant, dropping the poverty rates, respectively, by 16.2% (18.9% poverty reduction rate) and 17.8% (21.1% poverty reduction rate). 

	<Table 5-10> The Poverty-Stemming Effect of Private-Transfer Income (in unemployed households benefiting from private-transfer income)
(Unit: %) ()= No. of Cases

	 
	Poverty Rates

	
	Poverty Line Fixed At
Half of Average Income

(922,273Won)
	Poverty Line Fixed At
Half of Median Income

(835,937Won)

	Income(1)1 (315)
	87.0(274)
	84.1(265)

	Income(2)2 (315)
	70.8(223)
	66.3(209)

	1 Income (1): average monthly income - transfer income
2 Income (2): Income (1) + private-transfer income

Source: Korea Labour Institute, Korea Institute of Heath and Social Affairs, Raw data from the survey on unemployment and welfare needs, compiled in 1998.


	<Table 5-11> Poverty-Stemming Effect of Private-Transfer Income Among Income Groups (in all unemployed households)
(Unit: %) ()= No. of Cases

	 
	Poverty Line Fixed at Half of Average Income 50%(922,273Won)
	Poverty Line Fixed at Half of Median Income (835,937Won)

	
	Income (1)1
	Income (2)2
	Income (1)
	Income (2)

	Lower 20% or Below(659)
	100(659)
	99.4(655)
	100(659)
	99.4(655)

	21-40%(297)
	100(297)
	99.3(295)
	100(297)
	99.0(294)

	41-60%(590)
	100(590)
	94.9(560)
	100(590)
	93.6(552)

	61-80%(403)
	54.3(219)
	50.6(204)
	41.2(166)
	38.7(156)

	81-100%(463)
	2.4(11)
	2.4(11)
	2.4(11)
	2.2(10)

	Total(2,412)
	73.6(1776)
	71.5(1725)
	71.4(1723)
	69.1(1667)

	Note: The income groups are differentiated according to the total income excluding private-transfer of income
1 Income (1): average monthly income - transfer income

2 Income (2): Income (1) + private-transfer income

Source: Korea Labour Institute, Korea Institute of Health and Social Affairs, Raw Data from the survey on unemployment and welfare needs, compiled in 1998.


  

     2) Poverty-Stemming Effect of Private Income Transfer Among Income Groups 

     Table 5-11 and Table 5-12 compare differences in the poverty-stemming effects of private transfer incomes among income groups1) to determine which income group benefits from such transfers to reduce poverty. According to Table 5-11, the poverty rate in the lower 20% group with no income apart from private-transfer income dropped by 0.6% (0.6% poverty reduction rate), and, in the 21-40% group with little income, by 0.7% (0.7% and 1.0% poverty reduction rates) due to private transfers. In other words, poverty rates were only lowered by less than 1.0%. This indicates that there was no benefit from private-transfer income in the low income groups. Nevertheless, in the 40-60% income group under poverty, where income was relatively greater than in the previous two groups, the private transfer of income reduced the poverty rates by 5.1% and 6.4% (the poverty reduction rates were 5.1% and 6.4%), and by 3.7% and 2.5% (the poverty reduction rates were 6.8% and 6.0%) in the 61-80% income group. Thus, the poverty-stemming effect of private-transfer income was greater in the income groups under poverty which had some income compared to the groups with little or no income. 

     Table 5-12 compares the poverty-stemming effects of private-transfer income among unemployed households benefiting from this type of income according to income group. The outcomes are very similar to those that were drawn from Table 5-11, although the poverty reduction rates resulting from private-transfer income seem greater. 

	<Table 5-12> Poverty-Stemming Effect of Private-Transfer Income Among Income Groups (among unemployed households benefiting from private-transfer of income)
(Unit: %) ()= No. of Cases

	 
	Poverty Line Fixed at Half of Average Income 50%(922,273Won)
	Poverty Line Fixed at Half of Median Income (835,937Won)

	
	Income (1)1
	Income (2)2
	Income (1)
	Income (2)

	Lower 20% or Below(96)
	100.0(96)
	95.8(92)
	100.0(96)
	95.8(92)

	21-40%(77)
	100.0(77)
	97.4(48)
	100.0(77)
	96.1(74)

	41-60%(78)
	100.0(78)
	61.5(48)
	100.0(78)
	51.3(40)

	61-80%(40)
	55.0(22)
	17.5(7)
	32.5(13)
	7.5(3)

	81-100%(24)
	4.2(1)
	4.2(1)
	4.2(1)
	0.0(0)

	Total(315)
	87.0(274)
	70.8(223)
	84.1(265)
	66.3(209)

	Note: The income groups are differentiated according to the total income excluding private-transfer of income
1 Income (1): average monthly income - transfer income

2 Income (2): Income (1) + private-transfer income

Source: Korea Labour Institute, Korea Institute of Health and Social Affairs, Raw Data from the survey on unemployment and welfare needs, compiled in 1998.


  4. Significance 

     From the preceding findings we can conclude that the Korean welfare system has depended heavily on unofficial welfare practices, such as the private-transfer of income, which to a certain degree contributed to stemming the spread of poverty after the December 1997 foreign exchange crisis. However, the degree of benefit is not particularly significant. Also, the poverty-stemming effect of unofficial welfare prevailed mostly in households experiencing poverty whose income gap compared to the poverty line was minimal, while showing no benefit in households under extreme poverty where the income gap compared to the poverty line was wider. This was because the absolute amount given to each benefiting-household was insignificant, for the source of private-transfer income was limited by the income of transfer initiators. In other words, unlike public-transfer, private-transfer income does not aim at the maintenance of a minimum living standard for benefiting-households. In this respect, private transfer of income contains a fundamental shortcoming in stemming the spread of poverty. For the purpose of eradicating or reducing poverty, by and large, the government's role is crucial. 

     Considering that the absolute poverty group is expanding in Korea in the wake of the crisis, the government's strong commitment to reducing poverty is required through the stabilization of public welfare practice, including public relief and the expansion of public welfare. By such means, the aggravated poverty problem in post-crisis Korea can be resolved. 

Chapter 6. Government Poverty Countermeasures 

     Poverty countermeasures taken by the Korean government before 1997, prior to the foreign exchange crisis, were carried out through the Livelihood Protection System which serves as a public relief system. The Livelihood Protection System is a system that provides a monthly low-level living stipend to the extremely poor who are incapable of working, while providing services such as job training, business loans and job searches to the extremely poor who are capable of working. 

     With the advent of the foreign exchange crisis in 1997, the increase in unemployment and the growing number of poor people, proved the ineffectiveness of such governmental poverty countermeasures in dealing with the poverty problem. Thus, the Korean government developed and implemented new poverty and unemployment countermeasures. In this chapter, such government efforts will be examined and evaluated. 

  1. Poverty Relief Measures For the Poor 

   1) Changes in Budget 

     This section will examine the budgetary aspects of the government's poverty countermeasures. After the crisis, the poverty countermeasures taken by the Korean government were carried out in tandem with unemployment countermeasures. Thus, it was virtually impossible to consider the budget for poverty countermeasures alone, and that is why the budgets set for both poverty and unemployment countermeasures are under consideration here. 

     The social and economic shock from the foreign exchange crisis in December 1997, was something never experienced since the 1960s. Hence, the measures taken to reduce its impact were implemented hastily because such a turn of events was totally unexpected. This haphazard quality of the government's unemployment and poverty countermeasures can be seen in the course of changes in the government budget since the crisis began. The first 1998 budget making provisions to deal with unemployment caused by the crisis, totalled 1.0035 trillion Won, which consisted of 3.535 billion Won for subsistence protection, 0.3535 trillion Won for job training, 148 billion Won for job stability, and 0.3267 trillion Won for job maintenance. However, the enormous surge in unemployment, which caught the government by surprise, quickly demonstrated the inadequacy of the budget. As a result, the government soon produced new, comprehensive unemployment countermeasures along with a new budget totalling 7.902 trillion Won, considerably higher than the one set forthe previous unemployment countermeasures of March 26, 1998. For the same reasons as the first time, however, the second budget was still inadequate and the government again raised it, this time to 10.707 trillion Won, along with new projections for the growing number of the unemployed. Finally, unemployment countermeasures accounted for 13.3% of the total government budget in 1998, which was 75.5329 trillion Won. Another change in the government budget for unemployment countermeasures was made in 1999. The initial government budget for unemployment, including indirect government spending, was 13.1859 trillion Won. However, it was readjusted in April of the same year to 16.0539 trillion Won. It was about 19.2% of the total government budget of 83.6851 trillion Won for 1999. 

     Among the unemployment countermeasures, the unemployment relief budget targeted at the low-income unemployed, is directly related to poverty relief, as in Table 6-1. It was initially 4.6437 trillion Won in 1998, and was later increased to 7.6599 trillion Won, including the supplementary budget in the same year. The largest expenditures within the total budget were spent on public labor projects (including within the supplementary budget, which was 2.35 trillion Won). Also, the lunch-money support for children in poverty showed the highest growth rate compared to the 1998 budget for the same purpose (from 7.4 billion Won to 38.8 billion Won). Similar high growth was seen in the limited livelihood protection budget (from 2.16 trillion Won to 6.02 trillion Won). 

	<Table 6-1> Changes in Livelihood Protection Budget for the Unemployed
(Unit: one hundred million Won)

	Categories
	1998 Budget
	1999 Initial Budget
	1999 Changed Budget on April, 1999 (including the supplementary budget)

	Unemployment Stipend
	8,500
	15,012
	15,102

	Loans for Unemployed
	7,500
	6,382
	11,382

	Wage-Bonds Security
	1,900
	-
	-

	Daily-Workers Measures
	450
	-
	-

	Support for Farms and Fisheries
	220
	20
	170

	Support for Secondary Education
	1,000
	2,000
	2,128

	Lunch-Money Support
	74
	342
	388

	Living Stipend to Self-Help Protection Beneficiaries
	398
	2,340
	2,340

	Limited livelihood Protection
	2,160
	4,973
	6,020

	Current livelihood Protection
	13,791
	14,531
	14,531

	Public Labor Services
	10,444
	16,000
	23,500

	Unemployment Prevention Countermeasures
	-
	1,000
	-

	Total
	46,437
	62,600
	76,599

	Source: Prime Minister's Office (Unemployment Policy Planning and Evaluation Board), Ministry of Labor, et al (1999).


     The livelihood protection budget, which was specifically intended to support the poor, increased significantly in the wake of the foreign exchange crisis. According to Table 6-2, it increased to 574.9 billion Won in 1998, which was 20.8% higher than 1997, and increased to 1.1353 trillion Won in 1999, which was 97.5% higher than 1998. 

	<Table 6-2> Changes in Livelihood Protection Budget: 1996-1999
(Unit: hundred million Won, %)

	Year
	1996
	1997
	1998
	1999

	Absolute Budget
	3,606
	4,357
	5,749
	11,353

	Increasing Rate
	-
	20.8
	31.9
	97.5

	Source: Ministry of Health and Welfare, 1999 Health and Welfare White Paper, 2000.


   2) Structural Changes 

     Structural changes in the poverty countermeasures after the foreign exchange crisis were carried out in two different ways. One was carried out by complementing and reinforcing the existing poverty policy through the establishment of a temporary new policy as an initial reaction to the crisis. The other was carried out by establishing comprehensive poverty countermeasures by means of enacting the Minimum Living Standard Security Act. 

     (1) Complementing the Existing System and Organizing a Temporary System 

     Observing the complementary changes in the existing system, the poverty countermeasures prior to the foreign exchange crisis centered around the Livelihood Protection System as a poverty relief system. However, due to the economic deterioration and limited job opportunities after the crisis, the number of unemployed increased significantly and the livelihood of the unemployed was seriously threatened, even if they were capable of working. Therefore the government took some action that complemented and reinforced the existing livelihood protection. This was done in two ways. One was through a measure called “limited livelihood protection,” which provided livelihood protection to the unemployed and low-income groups who could not subsist on their own. In 1998, the beneficiaries from this protection numbered 333,000, dramatically rising to 7.6 million in 1999. 

     The other measure was carried out in the form of stipends, some of which were increased after the crisis, to the existing beneficiaries of the livelihood protection and a limited number of people from low-income groups. The increase in stipends was seen in the implementation of the Special Job Search Service and provision of the Winter Living stipend to some people classified under the Self-Help protection beneficiaries. The Special Job Search Service is a system that provides a job that pays 20,000 Won a day to the Self-Help protection beneficiaries who are less capable of working, as well as the unemployed who cannot maintain their own livelihood. In 1998, the recipients of the service numbered 1.39 million and, in 1999, it rose to 6.75 million. The Winter Living stipend was granted to 260,000 households under extreme poverty, who were also included among the Self-Help protection beneficiaries. The amount of the monthly stipend for the six-month winter period ranged from 79,000 won to 320,000 won. Table 6-3 shows the 1999 practice of the Livelihood Protection System. 

     New measures taken by the government to deal with unemployment and poverty were the public labor project and the special homeless protection project. The public labor project was implemented on May 1, 1998 for the purpose not only of protecting the livelihood of the jobless, but also to reward their productive labor initiatives. It was carried out in 3,668 project domains of locally-governed organizations and in 11,515 project domains of the state departments, handling 20 project-related public works, such as urban street check-ups, self-initiated activities, etc., nationwide. The budget spending on the project was, as can be seen in Table 6-1, 1.0444 trillion Won in 1998 and 2.35 trillion Won in 1999. 

	<Table 6-3> Livelihood Protection System in 1999

	Categories
	Criterion
	Supports

	Home-Protection
Beneficiaries
	- incapable of working
- below 230,000 Won monthly income

- below 29 million Won personal assets
	- an average 166,000 won monthly living stipend per person
- medical insurance

- tuition for dependents

- subjected to the special job search service (after the foreign exchange crisis).

	Facilities-Protection
Beneficiaries
	- residents of protection facilities
	- an average 128,000 won monthly living stipend per person
- medical insurance

	Self-Help Protection
Beneficiaries
	- capable of working
- below 230,000 won monthly income

- below 29 million Won personal assets
	- winter-time living stipend (after the crisis)
- medical insurance

- business loans

- subjected to the special job search service (after the crisis)

	Limited Livelihood
Protection Beneficiaries

(implemented after the

foreign exchange crisis)
	- incapable of working
- below 230,000 won monthly income

- below 44 million won personal assets
	- living stipend (1-person: 79,000 won; 6-person: 320,000 won)
- medical insurance

- business loans

- subjected to the special job search service (after the crisis)

	Limited Self-Help
Protection Beneficiaries

(implemented after the

foreign exchange crisis)
	- capable of working
- below 230,000 won monthly income

- below 44 million won personal assets
	- medical insurance
- tuition for dependents

- business loans

- subjected to special job search service (after the foreign exchange crisis)

	Source: Ministry of Health and Welfare, 1998 Health and Welfare White Paper, 1999


     The special homeless protection project was one that helped the homeless, whose number increased along with the number of the unemployed after the foreign exchange crisis, by providing for their basic needs so that they could live decently. The main project activities involved setting up rest areas for the homeless, free-meal services, counseling, and financial assistance to Self-Help protection beneficiaries. 

     (2) Enactment of the Minimum Living Standard Security Act 

     After the foreign exchange crisis, the most remarkable change in government poverty countermeasures was the enactment of the Minimum Living Standard Security Act in August 1999. This act provides a living stipend for all households whose income is below the minimum living cost, regardless of age or the capability to work. The act, taking effect in October, 2000 guarantees a minimum living standards for all citizens. 

     The passage of the Act was influenced by the decisive role played by civil organizations. PSPD (Peoples' Solidarity for Participatory Democracy), one of the most influential civil organizations in Korea, had first demanded in 1995 that the government enact a law, called the “Livelihood Guarantee Act,” which was similar to the Citizens Minimum Living Standard Security Act. (Yoon, Chan-Young). Before the foreign exchange crisis, the public demand for enacting such a law wasn't noticeable, and the government's lack of volition to enact such a law prohibited it from coming to pass. However, as the unemployment rate surged after the crisis, along with a rise in the number of poor, Korean labor groups, like the Democratic Labor Union General League, and other civil organizations demanded the enactment of the Minimum Living Standard Act as a welfare plan for the poor and unemployed with low-incomes (Moon, Jin-Young, 1999). Also, there was widespread public support for such measures. Thus, the efforts initiated by civil organizations were an important contributing factor to the passage of the Act. 

	<Table 6-4> Livelihood Protection System vs. Citizens' Minimum
Living Standard Security Act

	Livelihood Protection System
	Criterion of Comparison
	Minimum Living Standard Security Act

	Determining the beneficiaries on the basis of the demographic criteria
- Home-protection beneficiaries: minors under the age 18 elders over the age 65

- Self-Help protection beneficiaries: capable of working according to the demographic criteria
	Determination
of the

beneficiaries
	No criteria in determining the beneficiaries
- anyone who is in need of support regardless of age or employment

* except for the age criterion, household circumstances, such as physical or mental capability and familial support, nursing, rearing may be taken into consideration.

	?Dualistic standard of income and asset
* 1999: 230,000 Won monthly income per person 0.29 million Won assets per household
	Criterion in
determining

the

beneficiaries
	?All citizens whose regular income amount is below the minimum living costs (regular income amount on a daily basis)
* Regular income amount: income + asset convertible income

	?Subsistence protection
- applied to home-protection beneficiaries

?Medical care

?Education care

?Delivery care

?Funeral care

?Self-Help care
	Allowance
contents

and types
	?Increase in the living stipend
- provided to all beneficiaries, except conditional to people capable of working if they have agreed to participate in the Self-Help related projects

?Provision of residential allowance

?Provision of emergency allowance

?Other existing protections (5 kinds)

	 
	Allowance
Method
	?Assistance to Self-Help protection beneficiaries through the establishment of a self- support plan according to households capable of working

	?Social welfare specialists: one for 417 welfare beneficiaries (4,200 persons)
?Inspection, administrative work by the specialists, and unconnected Work-Net

?Inspection of income and assets which is unconnected with related network

?20 Self-Help promotion centers

?Provision of basic welfare services(such as allowance) in local administrative units (Eup, Meon, and Don)
	Delivery
System
	?More social welfare specialists: one for every 250 welfare beneficiaries (additional 3,000 persons in demand)
?building of data-based (D/B) network structure, managing and inspecting beneficiaries via network and connection, and Work-Net with no connection

?Inspection of income and assets via network and connection with the local administration network, and other related networks, such as of land, buildings, and taxes (for accuracy in information)

?expansion in the number of Self-Help sponsoring groups - 270 grps.

?Provision of employment services and welfare services in cooperation with local administrative units, job security centers, and private welfare institutes


     Table 6-4 shows the main provisions of the Minimum Living Standard Security Act. As seen in the table, the Minimum Living Standard Security Act vitiated the anthropological criteria of the existing Livelihood Protection System in determining the beneficiaries, but included all households whose household income is below the minimum living costs as beneficiaries. Thus, the number of beneficiaries is expected to rise by a large margin. Moreover, it sought residential stability among low-income households through the establishment of a residential allowance, which reinforced the support system for recipients who are in urgent need of a living stipend. 

     Furthermore, it created a Self-Help promotion plan applied to each household by taking labor capability, household circumstances, and the desire to participate in Self-Help in to consideration. For people with labor capability, the plan is designed with a work-incentive mechanism, which encourages recipients to seek employment. The work-incentive mechanism functions in a way that calculates the amount of income-regarded earnings, while exempting part of the income from labor activities. Thus, the Self-Help promotion plan was structured so that the criteria for determining the beneficiaries are sound and reasonable, and adopted on the basis of the minimum living costs according to region and household. 

  2. Evaluation of the Governmental Poverty Countermeasures 

     In this part, the poverty countermeasures after the foreign exchange crisis will be evaluated, concentrating mainly on the poverty and unemployment countermeasures adopted during the period between 1998 and 1999, when the crisis was at its peak. This is because the Minimum Living Standard Security Act assumes the characteristics of post-crisis poverty countermeasures and has not been implemented yet. The evaluation of the unemployment and poverty countermeasures exercised during the crisis will be approached from the aspects of poverty-stemming effects and system management. 

   1) Poverty-Stemming Effects1) 

     As mentioned before, the Korean government has exerted much effort into fighting unemployment and poverty through budgetary expansion, the revision of existing poverty relief programs, and the adoption of a new anti-poverty policy. However, as far as the real scope of poverty after the crisis is concernde, the government poverty countermeasures have not contributed much to reducing poverty 

     The fact that the effect of government poverty and unemployment countermeasures on low-income groups has been small can be explained in two ways. One is that the number of poor people benefiting from the poverty and unemployment countermeasures is relatively small, considering the real scope of poverty and unemployment. This can be ascertained by comparing the real number of people in poverty and unemployment to the number of beneficiaries of the unemployment and poverty countermeasures. First, the number of beneficiaries from the Livelihood Protection System, as a poverty countermeasure, is compared to the real number of people in poverty. Table 6-5 compares the poverty rate, which was previously estimated in Chapter 5, and the rate of livelihood protection beneficiaries. 

	<Table 6-5> Comparison Between Poverty Rate and Livelihood Protection Beneficiaries
(Unit: %)

	 
	96
	97
	98
	99

	Poverty Rate1
	13.6
	11.7
	20.3
	17.3

	Extreme Poverty Rate2
	4.3
	3.7
	7.6
	6.0

	Rate of Livlihood
Protection Beneficiaries3
	3.3
	3.1
	3.2
	4.1

	1 The ratio of people in poverty, estimated in Chapter 5, to the total population
2 The ratio of people in extreme poverty -- people whose income is 2/3 of the minimum living costs -- to the total population

3 The ratio of livelihood protection beneficiaries to the total population

Source: National Statistical Office, Prospect on Population Increase, 1996; Raw data from the Family Income and Expenditure Survey in each year concerned.


     Table 6-5 shows a big gap between the poverty rate and the rate of livelihood protection beneficiaries. In 1998, the poverty rate amounted to 20.3%, while the rate of livelihood protection beneficiaries was 3.2%, which was 17.2% points less than the poverty rate. In other words, out of the total population, 84.2% of the people in need were excluded from the benefits of the Livelihood Protection System. In the case of 1999, compared to the 17.3% poverty rate, the rate of livelihood protection beneficiaries was 4.1%, which was 13.2% points lower. This means that 76.3% of the total population of poor were people who did not benefit from the Livelihood Protection System. Even with a lowered poverty line, the ratio of people in poverty without livelihood protection seemed substantial. The extreme poverty rate, presented in Table 6-5, is estimated to show the ratio of people whose consumption expenditures are below 2/3 of the minimum living costs compared to the total population. In 1998, the extreme poverty rate was 7.6% while the rate of livelihood protection beneficiaries was 3.2%, from which it can be concluded that 57.9% of the people living in extreme poverty did not benefit from the Livelihood Protection System. Likewise, in 1999, 31.7% of the people in extreme poverty were without the benefit of the Livelihood Protection System. 

     Next, the number of unemployed will be compared with the scope of the benefits of the unemployment countermeasures. According to a survey by the Korea Institute of Health and Social Affairs and the Korea Labour Institute done in 1998, the ratio of the unemployed, who receive stipends from the five unemployment countermeasure programs -- unemployment stipend, job training, business loans, livelihood protection, public labor services -- only accounted for 15.5% of all. If the overlapping stipends are taken into consideration, the ratio of the unemployed who receive stipends from more than one program is reduced to 13.5%. Thus, the percentage of the unemployed who do not get any benefits from the government unemployment countermeasure program is estimated to be over 80% (Bark, Neng-Hoo, 1999). 

     As seen above, a substantial number of people in poverty and unemployment did not benefit from the government poverty and unemployment countermeasures. This fact indicates that the poverty-stemming effect of the government poverty and unemployment countermeasures was rather meager. 

     Another aspect that proves the ineffectiveness of the government poverty and unemployment countermeasures in reducing poverty is the petty level of the stipend, as well as the provision of a living stipend to a very limited number of people. For the home-protection benefiting-households with no income, the monthly living stipend is 152,000 Won for 1-person households and 443,000 Won for 4-person households (Ministry of Health, 1999). This is far below the minimum living costs (230,000 Won per person) suggested by the Ministry of Health. Moreover, the living stipend was given to only 60% of the Self-Help protection benefiting-households1), which comprise the majority of the livelihood protection benefiting-households, for the six-month winter period. Even in the case of the home-protection benefiting-households supported by the winter-time living stipend, the amount of the stipend is too little. For 5-person households with no income, the living stipend granted was 300,000 Won a month. The fact that a limited number of people is supported by the living stipend from the Livelihood Protection System and the fact that the amount of the living stipend is meager, demonstrate the limited effectiveness of the Livelihood Protection System in reducing poverty. 

   2) System Management 

     When the post-crisis government poverty and unemployment countermeasures for low-income groups are taken into consideration, there emerge several problems related to system management. 

     First, some of the unemployment countermeasure programs are targeting relatively high-income groups rather than low-income unemployed groups needing poverty relief, which is unfair social treatment, while reducing the poverty-stemming effect in general. In order for the unemployment countermeasures to be effective, they must be mainly concentrated on the groups with the greatest needs. Nonetheless, the current government unemployment countermeasures are concentrated on high-income groups for the low Safety-Net inclusive rate of the unemployed low asset groups rather than the unemployed high-asset groups. Not only is their over-all inclusive rate of the unemployed low, but also the included groups are relatively in groups with a stable household economy. Therefore, the government unemployment countermeasures contain a fundamental problem that contradicts the social equality principle(Bark, Neng-Hoo, 1999: 11-12). 

     Second, the needs of people are not provided for by the government through its policy implementation. The effect of government policy implementation can be maximized when it is designed from the perspective of the people to meet their needs. However, the Korean government's unemployment countermeasures are not designed from the perspective of the people. According to a survey by the Korea Institute of Health and Social Affairs and the Korea Labour Institute in 1998, the most desired livelihood stability countermeasure program is the “expanded livelihood protection,” and the next most desired program is the broadened application of medical care and social welfare. By contrast, the current unemployment countermeasure programs are designed from the perspective of the supplier, whereby the livelihood stability countermeasures are focused on public labor services and unemployment loans services (Kim, Mi-Kon, 1999: 36). 

     Third, there is a lack of network connections between public and private organizations, and among civil organizations themselves. Due to the different network structure of each government program, a one-stop service to the groups under its care is difficult to provide. In order to mitigate this problem, the government resorts to the means that reinforce the Work-Net and induce the former job registration from the unemployed. Nonetheless, the comprehensive data-based (D/B) network structure has not been manifested even in the public sectors. As well, the information exchange between the government and private organizations is not available, likely because there was an overlapping in provided services as well as the creation of blind-spots. Therefore, they have been insufficient in providing professional services when demanded by the beneficiaries under the Livelihood Protection System. 

     Fourth, the support for beneficiaries of the Livelihood Protection System has been carried out temporarily or fragmentarily. The low-income families by and large suffer from unfavorable conditions for employment, such as low levels of education, menial labor skills, and advanced age. Therefore, it is crucial to provide them either with a long-term, stable job because they can't easily transfer to other job sectors if unemployed, or with some support for a stable livelihood. However, the current services provided for the unemployed in poverty are provided a temporary-basis. This characterizes the unemployment stipend, the temporary livelihood protection, the temporary public labor, and the employment-inducing stipend, which is granted for only six months. 

     Fifth, more psychological counselling services are needed. The increase in the scope of unemployment and poverty as a result of the foreign exchange crisis does not simply denote a decrease in income, it must also take into account the social as well as psychological damage inflicted on each individual. Indeed, many of the unemployed low-income household members have experienced mental instability and depression while suffering from the loss of self-confidence and motivation. The increase in the number of suicides by jobless people while Korea was under IMF financial control is representative of this phenomenon. Despite the desperate need of psychological counselling services, however, the government's unemployment countermeasures are centered around the material supports while overlooking the need for psychological supports. Considering the insufficiency in mobilizing resources from the private sector in Korea, financial support from the government to civil organizations to provide counselling services is needed more than ever. 

     However, the medical stipend and education stipend are provided to benefiting-households only if there are household members who are eligible to receive them. As a result, under the assumption that these stipends are given equallyn to all households, the living stipend in households with no eligible members for the medical stipend and education stipend is barely at a subsistence level in a relative sense. For example, suppose the minimum living costs of 4-person households are 1,000,000 Won while the monthly medical stipend is 50,000 Won per person on average (200,000 for 4-person households), and the average tuition is 5,000 Won per person (20,000 W for 4-person households). The benefiting-household with no medical stipends or educat 

ion stipends must maintain a living on 780,000 Won (including household income), which is below the minimum living standard. Although the minimum medical stipend and the minimum education stipend are included in the minimum living costs, it would be far less than 220,000 Won.1) Thus, the living stipend should consist of the minimum living costs, from which the minimum living stipend is subtracted, rather than subtracting the average stipend. Also, to a benefiting-household in which there are many people who receive medical and education stipends, the same amount of living stipend must be provided. This is because medical and education expenses are spent unrelated to the maintenance of living. Even if the medical and education expenses are large, as much as the living stipend as mentioned before, it is necessary to maintain the minimum living standard. 

     3) Self-Help Stipend: It must not be used in limiting the stipend to benefiting-households, but in helping to regain the ability to benefit from Self-Help and being independent 

     First, the Self-Help promotion projects must be definitive of their beneficiaries. In general, the subjects of the Self-Help stipend under the Citizens Minimum Living Standard Security Act are considered to be those households whose income is below the minimum living costs. However, they must be broadened to include mid-range income groups. In the near future, the beneficiaries of the Minimum Living Standard Security System, regardless of their household status, will receive either or both a Self-Help stipend and a living stipend. As a result, it is possible that their total income will be higher than that of mid-range income groups. In other words, there may possibly arise a problem of unequal treatment. This problem can be resolved by providing a Self-Help stipend to mid-range income groups, and it is appropriate that this is done. 

     Second, a detailed plan consistent with the Self-Help promotion method must be laid out, including not only the methods, such as the creation of a safe Self-Help joint-group and social bonding (Kim, Soo Hyun, 1999), but also plans for the provision of technical education (job training), and job-hunting services, with which people can go back to work (day-care services, home-welfare services). 

	<Picture 6-1> Subjects and Methods of Self-Help Promotion
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     Third, the Self-Help promotion projects for low-income groups should not resemble a sharing of “a small piece of pie.” After recent massive lay-offs, the government started paying a lot of attention to promoting venture businesses and technical training. However, these areas are exclusively directed at people with high levels of education or with a certain level of resources. Since there was only a limited number of jobs available during the economic crisis, people with limited job skills, resources, and educati 

on fell into low-income groups. And the jobs they could do were limited in kind. Even if they started a new business, it was more likely to be by sharing the profits made by the existing petty business owners. Thus, a system needs to be established whereby low-income groups can share the profits made by the upper income-groups, rather than those of the same group. For example, taking the case of the Self-Help joint-unit or the low-income business owners; as mentioned in their declaration statement, they got their work from public organizations or small-sized public-private businesses. 

     Fourth, a household whose members are capable of working is provided with a living stipend, conditional to working, under the Citizens Minimum Living Standard Security Act. Hence, it is possible that the government may only support those households with minimum living costs, on the condition that those capable of would work for a whole month (in public labor services, job training, job search, etc.). For example, given that the minimum living costs for 4-person households are 900,000 Won, it is possible that the government may support a 4-person household, whose income-regarded earnings a 

re 700,000 Won, with the outstanding 200,000 Won on the condition that the person(s) with work capability within that family would work for a whole month with no break. In such a case, the government may order the people who are capable of working to work as long as they are paid for the labor they provide. That is because they are entitled to receive rewards for their labor services, which contain the potential to create additional value. In addition, for beneficiaries of the Self-Help stipend, there should be the stipulation of labor rights protection devices such as work-accident insurance benefits in the Citizens Minimum Living Standard Security Act. 

     In the case of public labor services, it is necessary to develop as well as provide numerous public labor programs, contributing to the placement of the participants at a job according to their interests and capabilities, the development of labor skills, and the promotion of re-employment. As for the determination of candidates, primary concern should be given to the low-income groups. Moreover, through the implementation of a consistent long-term system, the poor with work capability should be able to benefit from it in terms of maintaining a living. In addition, it is necessary to develop projects which are designed to coordinate the characteristics of the income groups in poverty, of the unemployed, and for different regions. By differentiating the goal-oriented groups and placing them according to specialized projects, the productivity of a project as well as the efficiency of management can be induced. In addition, as a way of providing a Self-Help stipend, it is desirable to review a plan which prescribes the provision of a stipend for a certain period to a beneficiary who has been hired by a business corporation The job training project needs to adopt more variety in its educational and training programs, as well as the specialization of programs according to job training institutes. 

   4) “Labor Inducement” Device: The determining criterion of work capability should not be severe 

     In the case of a household with a person capable of working, the determining criteria of work capability is very crucial, because the living stipend is conditional on the availability of labor. However, if the criteria are wrongly defined, many households in need of support will be excluded from being beneficiaries. For example, it is possible that a beneficiary might to be placed to in a job either too demanding or undemanding of his/her capability, and when he/she fails to meet the expectations in job performance, he/she may be considered as someone who has no interest in working. Hence, succinct, detailed provisions concerning work capability and the Self-Help stipend system must be stipulated in the Act. Furthermore, familial caretakers for the ill and college students should be excluded from being subjected to the determination of a person with work capability. Considering the fact that familial caretakers for the ill could not work regardless of their desire to work, and that for college students finishing their education is the best way of getting out of poverty, both groups should not be included. 

   5) Other stipends: they should be maintained at a reasonable level while taking mid-range income groups into consideration 

     Provision of partial stipends (funeral stipend, education stipend, medical stipend, etc.) for mid-range income groups is necessary. The government has already been expanding the number of free-education subjects among pre-school children and middle or high school students. 

     In the case of the medical stipend, the individual's share of the medical fee must be minimized. As the distinction between the home-protection subjects and the Self-Help protection subjects becomes meaningless after the enactment of the Minimum Living Standard Security Act, a household with a person who is capable of working (the former Self-Help protection beneficiary, the second degree medical care) should be subjected to all medical care, including that of outpatient or inpatient, free of charge. After a household is determined by the government to be a living stipend beneficiary, it is not reasonable to expect its family members to pay any medical fees. Thus, living stipend households should not in principle be burdened with paying any part of the medical fees. This is due to the fact, even if they are provided with the living stipend they cannot use it for maintaining a living when their medical expenditures are high. 

     The residential stipend must be paid in cash. Moreover, for the fair distribution of the residential stipend among the beneficiaries, there must be standardized criteria for estimating its amount. Also, residential stipend criteria according to the type and location of the recepient's house must be developed. There must be some diversity in the form of the residential stipend, such as lending the deposit for term/monthly lease residences, endowment of residential rights and support for paying rents. 

     Concerning the education stipend, as mentioned before, college students among the benefiting-households members should be excluded from being subject to the determination of work capability. As well, education stipend programs, such as long-term college loans, are necessary to support students in low-income groups. 

     Finally, a funeral stipend and childbirth stipend should be created. The existing stipend granted for funeral protection and childbirth protection does not have a detailed foundation. Thus, a fully-developed method of calculating the stipend scientifically needs to be determined. Also, funeral expenses and childbirth expenses should be paid in full amount, for they are not part of the daily living costs, but rather special expenditures. 

   6) Incorporation and Rearrangement Among Social Welfare Programs 

     It has been previously mentioned that government programs of the state departments. overlap one another. Thus, it is desirable that the unemployed loans projects, which are targeted at the livelihood protection subjects are incorporated with the business loans system. This should also be true for the public labor services and the job search projects. Furthermore, by unifying the different determining criteria and investigating methods of personal assets among public support programs (programs for investigating personal assets) of all kinds, a coherent and systematized social safety-net system must be structured. 

	<Picture 6-2> Structure of the Minimum Living Standard Security

	 
	Households Below Minimum Living Costs
	Mid-Ranged Income Groups
(Welfare Optimal Line)

	 
	Households with no work capability
	Households with Work Capability
	

	 
	
	Unemployed Households
	Households with Strong Will to Work
	

	Household Characteristics
	 
	Unable to Work(For Caring Disabled Family Member, etc)
	Avoiding Work
	Little Work Capability
	Unemployed
	Low-Income Workers & Poor Farmers and Fishers
	Unemployed or Workers

	 
	①
	②
	③
	④
	⑤
	⑥
	⑦

	 
	↓
	↓
	↓
	↓
	↓
	↓
	↓

	Living
Stipend
	support stipend
	○
	○
	-
	-
	-
	○
	 

	
	conditional stipend1)
	-
	-
	○
	○
	○
	-
	 

	Self-
Help

Stipend
	public labor
	-
	○
	○
	○
	○
	○
	○

	
	job training
	-
	○
	○
	○
	○
	○
	○

	
	loan project
	-
	○
	○
	○
	○
	○
	○

	Education Stipend; Tuition Support
	○
	○
	○
	○
	○
	○
	○

	Medical Stipend?
Medical Care Loans
	○
	○
	○
	○
	○
	○
	○

	Residential Stipend
Home Lease Loans
	○
	○
	○
	○
	○
	○
	○

	Childbirth?
Funeral Stipend
	○
	○
	○
	○
	○
	○
	 

	Home Welfare Services
	○
	○
	○
	○
	○
	○
	 

	Protection Services
	○
	○
	○
	○
	○
	○
	○

	Counselling
Treatment
	-
	-
	○
	-
	-
	-
	 

	Additional
Stipend
	?According to the characteristics of household members

	
	(Tean-Ager Household Heads)
	(Minors)
	(Disabled)
	(Aged)
	(Single-Parent Household)

	
	↓
	↓
	↓
	↓
	↓

	
	Stipend to Teen-Ager Household Heads
	Rearing Expenses Support& Rearing Stipend
	Living Stipend
	Social Security
	Rearing Stipend, etc

	Reference 1 The living costs should first be obtained by the households in  poverty themselves by participating in the public labor services, and, wherre the household income is below the minimum living costs, the government shhould provide the rest. For households whose members are capable of working,, but who avoid or reject working, the living stipend should be granted to tthe rest of the family.


Chapter 7. Summary and Conclusions 

     Concerning poverty problems, Korea, in the aftermath of the foreign exchange crisis is a country that attracts attention due to various aspects. First of all, Korea had not experienced such a serious economic setback for the past 40 years, while achieving stable, rapid economic growth. In the meantime, it succeeded in reducing absolute poverty within a short period of time. Moreover, the dramatic reduction in absolute poverty, with little expansion of the government anti-poverty policy, is considered unique to Korea. In this way, an analysis of Korean poverty conditions after the crisis and consideration of the government's poverty countermeasures was expected to be very informative with regard to poverty eradication. 

     Post-crisis, the poverty and distributional conditions in Korea were drastically aggravated. Contrary to the decreasing poverty rate and improving distributional conditions between 1996-1997, before the crisis, the poverty rate surged and the distributional conditions greatly deteriorated in 1998 in the wake of the crisis. The absolute poverty rate in 1997 was 13.7%, yet it rose to 23.5% in 1998, an increase of 9.8% points within only a one-year period. Moreover, the differences in income and expenditures among income groups widened by a large margin. The decrease in income prevailed in all income groups, except the upper 20%, and its magnitude was higher farther down the spectrum. As a consequence, the income gap between the upper 20% and other groups grew, resulting in income polarization. In the same way, expenditures decreased in all income groups after the crisis, especially in the lower 20%. Also, the percentage of unemployed households after the crisis significantly increased, especially in the lower 20%, so that the percentage of unemployed households in the lower 20% was 33%. 

     It is deemed quite problematic that the poverty and distributional conditions dramatically aggravated after the crisis, showed no sign of improvement even in the first quarter of 1999, when Korea's economy began to improve. In the case of the poverty rate, it decreased a little in the first quarter of 1999. The absolute poverty rate in the first quarter of 1999 was 20.1%, which was a decrease of 3.4%, yet still 6.3% points higher than in 1997, before the crisis. Furthermore, the distributional conditions had deteriorated further by the first quarter of 1999. The income GINI Index in 1998 was 0.3123 while the household expenditures GINI Index was 0.3162. However, they both increased to 0.3198 and 0.3198, respectively, in the first quarter of 1999. The increase in the income and expenditures GINI Index in 1999 is attributed to the increase in the income and expenditures gaps between the upper 20% and the remaining income groups. From the aspect of income, despite the fact that the nominal income of the upper 20% increased in 1999, that of the other income groups decreased and the decrease seemed greater further down the income spectrum. In the aspect of expenditures, by 1999, the expenditures of all income groups began to rise, though not to the 1997 level, and the rate of increase was more noticeable farther up the income spectrum. 

     Korean society is a society in which rigorous unofficial welfare activities, whose main providers are immediate family members, relatives, and neighbors helping each other in the time of need, are prevalent. Development of the unofficial welfare practices, therefore, has been considered one of the main characteristics of the Korean social welfare practice. Even up to the present, the scope of unofficial welfare system in Korea is greater than that of public welfare system. In fact, unofficial welfare practice contributed to stemming the spread of poverty in post-crisis Korea to a certain degree. The number of households benefiting from unofficial welfare practices such as private transfers after the crisis amounted to about 40% of all urban working households, while 17% of all unemployed households received the benefits of unofficial households. Nonetheless, the poverty-stemming effect of the unofficial welfare practices seemed minimal. The poverty reduction rate of the unofficial welfare practices was only around 3% in all urban working households. Furthermore, the unofficial welfare practices had little or no effect on reducing poverty among the income groups under extreme poverty. Thus, government efforts to reduce poverty are absolutely crucial. 

     The Korean government has exerted efforts to cope against unemployment and poverty conditions, which have become aggravated after the crisis, in various areas. It expanded the budget related to poverty and unemployment, complemented the existing poverty countermeasures, and implemented new poverty and unemployment countermeasure programs. However, the government efforts have not contributed noticeably to reducing poverty. There are two reasons for this. One is that the scope of the governmental poverty and unemployment countermeasures was limited. In other words, the governmental poverty and unemployment countermeasures could not catch up with the growing number of poor, some of whom were unable to be included under the government umbrella. The other is that the level of stipends provided as poverty relief was low. The level of the stipends, guaranteed by the Livelihood Protection System --- the Korean welfare system --- was far below minimum living costs. 

     Problems with the government poverty countermeasures surfaced in several aspects. The needs of the poor were not fulfilled by the benefits the government intended to provide with its anti-poverty policy, or through the connections and readjustment among government poverty countermeasure programs and among the state departments dealing poverty issues. These problems can be attributed to the fact that the magnitude and impact of the financial crisis was unanticipated. Still, many problems are founded in the government countermeasure approaches to poverty. The Korean government had been neglecting the demand of civil organizations for the adoption of systemic, comprehensive poverty countermeasures prior to the crisis. The government perspective on the problem of poverty before the crisis centered around the belief that the government is only responsible for the poor with no work capability, and the expectation that the poor with work capability would take care of their own poverty problems. Such a government attitude was indeed one of the main reasons why the poverty conditions in Korea after the crisis became further aggravated. 

     Due to the experience of the foreign exchange crisis, fortunately, the Korean government's understanding on the problem of poverty changed. From August 1999, the starting point of economic recovery, the government enacted the Citizens Minimum Living Standard Security Act to guarantee all citizens with a minimum living standard through the provision of a living stipend to all households whose household income is lower lowers than the absolute poverty line, regardless of the possession of work capability. Passage of the Act signifies the birth of a public relief law in a modern sense in Korea, different from the existing poverty laws. (Youn, Chan-Young, 2000). It is obvious that the post-crisis aggravated poverty conditions and functioned as an inducement to the passage of the Act. However, the efforts by civil and labor organizations cannot be disregarded in making the Act possible. Civil organizations, even before the foreign exchange crisis, had been demanding that the government establish comprehensive and systemic poverty countermeasures that resemble the Citizens Minimum Living Standard Security Act. And, in the aftermath of the crisis, they tried to make the general public see the need for such a law in cooperation with labor organizations and, therefore, contributed significantly to the creation of the law. 
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1 According to a recent report, the real income and expenditures, even in the 3rd quarter of 1999 when the increase in income and consumption was noticeable, have not recovered to the level prior to the foreign exchange crisis (National Statistical Office, Changing Trend in Household Income and Expenditures of Urban Working Households in the 3rd Quarter of 1999).
2 The reduced consumption was relaxed and started to go up rapidly as there were signs of economic recovery from 1999. And this increase in consumption has been led by the high income group.
3 The income GINI index was computed on the ground of labor income earners households. Given that the number of the unemployed increased drastically after the crisis and that the reduction in income is greater in the lower income groups, it is very likely that the income distributional situation in Korea is worse than shown in the table, if the scope of analysis includes non-labor income earners households, such as petty business or unemployed households.
4 The analysis according to income category in Urban Households Survey is limited to labor income households. Thus, the 5 stratified income groups in this table are formed from only labor income households, excluding the self-employed.
5 Of course, nominal income of the lower 40% income groups reduced already in 1997 before the crisis, which resulted the widening of income gap with the upper strata. However, such phenomenon was prevalent in all income groups except the upper 20% after the crisis.
6 Expenditure, in comparison to income, needs to be analyzed more thoroughly. In other words, the changes in expenditure depend on the involvement of more factors than the changes in income. It is because they are closely related to the changes in life itself or the mode of life, which is shaped, not only by the economic factor, but also by many social and cultural factors. With this in mind, there is a justice in saying that the unnoticeable changes in family expenditure or consumption expenditure are inevitable unlike the changes in income. Instead, expenditure difference among income groups can be witnessed more clearly through a categorical analysis of expenditure. A good example would be the analysis on differences in expenditure used in education, entertainment, transportation and communications. However, such categorical analysis of expenditure of different income groups would not be carried out here for the intention to leave it as a future project. And detailed categorical analysis of consumption expenditure among poor households can be found in Chapter 4
7 The 4% points decrease in the composition rate of those with below high school education in all households from 1997 to 1998 cannot be regarded as a mere reflection of the proliferation of higher education in the society. But rather it should be attributed to the shortcomings pertaining to sampling. It is possible that an analysis using these data could undermine the poverty situation in households with below -high school education, given that the problem of unemployment and poverty is more serious in these households.
8 The urban households survey excludes single (1-person) households for it is conducted with households whose members are at least 2. However, given that the rate of poor households is relatively higher in single households, the number of household members in the lower group is expected to be even lower, if single households are included in the survey.
9 It could be argued that the 15-16% rate of unemployed households was too high even during the foreign exchange crisis, considering that the unemployment rate in this period was 8-9%. Nevertheless, the rate was, first, calculated from household heads only as objects of the survey. Thus, if all household members are included in the survey, the rate of households in absolute unemployment is expected to be lower. Secondly, since the economically inactive populations are included in the survey, the rate is not abnormally high.
9 It could be argued that the 15-16% rate of unemployed households was too high even during the foreign exchange crisis, considering that the unemployment rate in this period was 8-9%. Nevertheless, the rate was, first, calculated from household heads only as objects of the survey. Thus, if all household members are included in the survey, the rate of households in absolute unemployment is expected to be lower. Secondly, since the economically inactive populations are included in the survey, the rate is not abnormally high.
Indeed, the unemployment rate in 1996 and 1997 was around 3-4% while the rate of unemployed households was 8-9%. With this in mind, the twice increment in the rate of unemployed households under the crisis reflects the fact that the unemployment rate in this period increased as much.
10 According to survey results on the previous job categories of the unemployed by the Korea Institute of Public Health and Social Affairs and the Korean Labor Institute, the total composition rate of the regular, temporary, and daily employees was 78.4% and of the total unemployed household heads, 80% were labor income earners (Korea Institute of Public Health and Social Affairs and Korean Labor Institute, 1999).
11 The poverty rate and the average number of family members in farm households are regarded same as those of urban households since there are no data available on farm households in the urban households survey.
12 The comparison uses data on urban working households, rather than urban households in general, because the income data in the yearly household survey is limited to only working households. In other words, the only available data for the study of private-transfer income was limited to working households.
13 Unemployed household refers to households with at least one member who lost his/her job after the foreign exchange crisis.
14 The lowest 5% is composed of households with regular income less than 422,383 Won, excluding transfer income. The next lowest 6-10% is composed of households with income between 422,384 Won and 631,872 Won, and the next 11-20% is composed of households with regular income, excluding transfer income, between 631,872 Won and 955,025 Won.
15 The lower 20% income group is composed of households with no income except private-transfer income, while the next 21-40% is with below 300,000 Won, the next 41-60% with income between 301,000 Won and 600,000 Won, the next 61-80% with income between 601,000 Won and 1 million Won, and the next 81-100% with income above 1,010,000 million Won.
16 In Korea, there are no raw data available to evaluate the empirical poverty stemming effect of the governmental poverty countermeasures. Hence, this research intends to carry out a qualitative evaluation using indirect data.
17 80% of the total livelihood protection benefiting-households.
18 In the 1994 minimum living costs, calculated by the Korea Institute of Health and Social Affairs, the ratio of the medical care expenses (4.81%) and the education/recreation/entertainment expenses (5.58%) was 10.39%. However, since the education/recreation/entertainment expenses are inclusive of many expenses other than education, the added amount of medical care and education expenses is expected not to be much greater. Korea Institute of Health and Social Affairs, Calculation of the Minimum Living Costs, 1994, p.216
