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Decomposition of GDP per capita gaps

Figure 2. The sources of real income differences

Panel A. OECD countries, 2009"

Percentage gap with respect

to the upper half of OECD countries Percentage gap for labour

. 2 resource utilisation®
in terms of GDP per capita

Percentage gap for
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Luxembourg® Luxembourg®
MNorway Norway
United States United States
Switzerland Switzerland
Ireland Ireland
Netherlands Netherlands
Austalia Australia
Austria Austmia
Cenada Conada
Sweden Sweden
Iceland Iceland
Denmark Demnark
United Kingdom United Kingdom
Genmany Germany
Belgum Belgmm
Finland Fmland
France France
EU19° EU1g"
Spain Spamn
Japan Japan
Traly Ttaky
Greece Greecs
Slovenia Slovenia
MNew Fealand New Zealand
Israel Israel
Korea Korea
Czech Fepublic Czech Fepublic
Pormegal Pormugal
Slovak Republic Slovak Republic
Hungary Hungary
Estona Estonia
Poland Poland
Chile Chile
Turkey Turkey
Mexico Mexico
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1. 2008 for Chile, Israel and Slovenia.

Relative to the simple average of the highest 17 OECD countries in terms of GDP per capita, based on 2009 (2008 for Chile,
Israel and Slovenia) purchasing power parities (PPPs). The sum of the percentage gap in labour resource utilisation and labour
productivity does not add up exactly to the GDP per capita gap since the decomposition is multiplicative.

3. Labour resource utilisation is measured as total number of hours worked per capita.

4. Labour productivity is measured as GDP per hour worked.

5. In the case of Luxembourg, the population is augmented by the number of cross-border workers in order to take into account
their contribution to GDP.

6. EU19 is an aggregate covering countries that are members of both the European Union and the OECD. These are the

EU'15 countries plus Czech Republic, Hungary, Poland and the Slovak Republic.

Source: OECD, National Accounts Database, QOECD, Economic Outlook 87 Database and OECD (2009), Employment Qutiook.
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Table 1. Distribution of Going for Growth policy recommendations by subject area

Per cent
Going for Growth edition 2005 2007 2009 2011 2011
Pre-enlargement OECD Oggﬁ ™ BRIICS

Productivity

Product market regulation 30 25 25 24 26 33

Agriculture 5 5 5 5 4 0

Human capital 10 14 15 15 15 17

Other paolicy areas 17 15 14 17 16 33
Total 63 59 58 61 61 83
Labour utilisation

Average a_nd marginal taxation 8 - 3 8 7 0

on labour income

Social benefits 17 20 17 16 17 7

Labour market regulation and 10 12 13 11 11 10

collective wage agreements

Other policy areas 2 2 3 5 5 0
Total 37 41 42 39 39 17
Overall 100 100 100 100 100 100
Overall (number of priorities) 155 155 155 155 175 30
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Table 4. Potential impact of structural policies on fiscal positions

Potential cost savings from . . :
- . Side effect of priorties on increasing efficiency m the Patent ‘1" Eost *_s'_a-.-mﬁs., rom
Couniries - increasng efficiency in the
the fiscal position "Eah" Care system aducation svstem (% of GOP]
(% of GDF) cation system | -
Australia o 0.5 0.6
Austria +++ 1.8 a.5
Belgium +++ 21 n.a.
Canada O 2.5 n.a.
Czech Republic ++ 1.3 0.3
Denmark ++++ 2.8 0.z
Finland ++++ 25 0.3
Francs ++ 1.3 a3
Germany ++ 1.3 0.6
Greecs ++ 2.8 0.a
Humgary +++ 1.7 0.4
leeland ++++ 1.8 n.a.
Ireland - 4.8 0.3
Italy ++ 1.1 0.G
Japan ++ 0.8 0.2
Korea . 0.8 0.3
Luxembourg +++ 2.0 0.8
Mexico + 0.7 0.4
Methedands ++ 2.7 0.4
Mew Zealand ++ 2.8 n.a.
Maorway ++++ 1.5 1.3
Poland ++ 1.5 0.3
Foriugal ++ 1.0 0.2
Slovak Republic ++ 27 0.4
Spain ++ 1.6 0.3
Sweden +++ 27 a7
Switzerland +++ 0.5 0.4
Turkey ++ 1.5 a.2
United Kingdaom +++ 3.7 0.7
United States +++ 2.7 1.0
Brazil O n.3. n.a.
Chile -- n.a. n.a
China + n.a. n.a
Estonia . n.a. n.a.
India O n.a. n.a.
Indonesia . n.a. n.a.
Israsl o n.a. n.a.
Ruszia + n.a. n.a.
Slovenia ++++ n.a. n.a.
South Africa 0 n.&. n.a.

Mezte: The first cofumn reflecis the sum of priorities that are likely to drectly improve the fiscal positien minus the number of pricrfies
that are expected o weaken it For example, (+++] indicates that three pricnties (net of deficit-augmenting pricrties) are likely to
improve the fiscal balance.
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Structural indicators
Average annual trend growth rates, per cent

——

Labour utifsation
of which: Employment rate
Avera

Labour produ

ofwhich:  Capital intensity

1999-2009
3.9
0.7
i
44

1999-2004

13
04
07

vy

2004-2009
35
'GB
0.7

Multifactor productivity

Source: Estimates based on OECD Economic Outiook, No. B7.

A. Gaps in GDP per capita and productivity have been

B. Agricultural support remains very high

narrowing
Per cent Gap to the upper half of OECD countries’ Per cent of farm receipts
25 - : ]
—— GDP per capita - GOP per hour worked w2003 02005 o008
3 | 60
45 ] 45
55 30
55 = 15
-5 _— — o
1991 1993 1995 1897 1999 2001 2003 2005 2007 2009 KOREA Japan EL® OECDP
C. Employment protection legislation is relatively D. Competition in network sactors is low*
unbalanced, 20084
Index Index
i B
ERegular confracts OTemporary coniracis mOverall network requlation’ B Eniry barriers in network sectors
L 5
4 4
3 = 3
2 2
1 1
KOREA Japan EU OECD KOREA EU OECD

1. Percentage gap with respect to the simple average of the highest 17 OECD countries in terms of GDP per capita
and GDP per hour worked (in constant 2005 PPPs).

2. Average of European countries in the OECD excluding Estonia and Slovenia.
3. Average of OECD countries excluding Chile, Estonia, Israel and Slovenia.
4. Index scale of 0-6 from least to most restrictive.

Source: Chart A OECD, National Accounts and Economic Outlook 87 Databases; Chart B: OECD, Producer and Consumer Suppaort
Estimates Database; Chart C: OECD, Employment Database; Chart D: OECD, DAF/INV/WP(2010)4/FINAL and Product Market
Regulation Database.

_15_



0.3z IHE

-

r>
N,

: Going for Growth : new set of recommendations
(B3L A% FEA)

<7 9] g %>
D AAE AAL ALY EX7 gER A AX3EA??

@ FZAY Zho] ARl WAL ol FolaeA? A APAA
AL ERAAA?

o wepn wiAe AR ARNDEE $7 FRe AY =9

FEF Az dXIHL = F US

O o, 34 AAY el A fEe] 2HL DFL YoIA
Aol 4B VA & e AF - FERE A MFe 4o

_16_



(] % 718 wE FAA o] ZA4 ¢
BE Lz
Aslo] A £

o T, AEAE) - AFA =

offl
>

X
o

B 5
TEAY AAL AY AR AT & 9

AZAAAR Aol 71dd & Av= B9

<Summary of Questions>

distribution of priority policy distribution?

current time?

@O 1Is the delegation’s viewpoint consistent with the suggested

@ Do you agree with the impact of structural reform policy on

fiscal conditions? What implications could be drawn at the

@ Do you see that the suggested recommendations are consistent

with the delegation’s viewpoint?
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[] The Korean economy has made consistent efforts to
implement structure reforms to sustain the stable growth

since the financial crisis.

O The entry regulation on the service industry were reduced and
so were various other regulations that have curtailed market
competition. In addition, efforts have been put in to improve
the productivity by strengthened flexibility and human

resource power in the labor market.

O Therefore, recommendations suggested in the paper could be
considered mostly consistent with the reform direction of the

Korean government.

[] However, since most policies are focused on deregulation, it
seems that relatively less attention was given to fiscal and
financial sectors which could act as essential factor to Korea’s

growth.

<Do you agree with the impact of structural reform policy on
fiscal conditions? What implications could be drawn at the

current time?>

[ ] Considering that structural reform-driven economic growth could
lead to the rise in tax revenue, I generally agree with the

paper's viewpoint that structural reform could contribute to

_18_



strengthening the soundness of public finance.

O However, structural reform policies which accompany fiscal
burdens, such as reduced tax rates and aggressive labor market

policies, could end up undermining fiscal soundness.

O In this regard, amid efforts to normalize the expanded fiscal

expenditure to the pre-crisis level, it is necessary

- to reduce inefficient expenditures through performance

assessment, and

- to make the expenditure structure work efficiently by
increasing the spending to improve future growth engine and

productivity.

_19_



Round 2. The Impact of Structural Policies on Saving, Investment, and

Current Accounts
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Figure 2. Global imbalances 1990-2008

Current account balances, % of world GDP

W China+Emerging Asia! BEOil producers? B Germany Olapan United States ORestof world

=25
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Notes: 1. Hong Kong (SAR China), Malaysia, Philippines, Singapore, Vietnam, Thailand, India, Indonesia.
2. Azerbaijan, Kazakhstan, Brunei Darussalam, Bahrain, Iran, Kuwait, Oman, Libya, Yemen, Ecuador, Trinidad and
Tobago, Venezuela. Angola, Congo, Gabon, Sudan, Saudi Arabia.
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Table 1.

Baseline estimation results for OECD sample 1865-2008

Country and period fixed effects

SAVT

SAVE

INVT

INVF

CA

Long-run relationship

Productivity growth

1.063**
(0.386)

0.542"
(0.250)

1.808*
(0.343)

1.912%*
(0.335)

-1.497
{0.530)

Change in terms of trade

0427+
{0.130)

0.172™
(0.083)

0.489"*
{0.162)

Old-age dependency ratio

-0.547**
{0.145)

-0.330™
(0.156)

-0.680°*
{0.216)

Government net lending

0.322%
(0.118)

-0.596%*
(0.107)

0.008
(0.160)

Short-run dynamics

ZA Dependent variable

0,114+
{0.040)

0.154*
(0.057)

0.152"**
(0.058)

ZA Productivity growth

0.222%*
(0.055)

0.042
(0.079)

0.207*
(0.034)

0.253"
(0.030)

-0.234™

ZA Change in terms of trade

0.100*
(0.014)

0.047*
(0.016)

0.135%+
(0.023)

IA Old-age dependency ratio

0.562*
{0.240)

0.248™

(0.365)

ZA Government net lending

0.178**
(0.033)

-0.416™*
(0.042)

0.114*
{0.062)

Nofes: Robust standard emrors in parentheses. *, ** and *** denote significance at the 10%, 5% and 1% significance level. SAVT,
SAVPE, INVT, INVF, and CA denote the GDP shares of respectively total saving, private saving, total investment, private investment,

and the current account balance. All models include country and period fixed effects.
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Table 2. Baseline estimation results for OECD/non-OECD sample

SAVT INVT CA
Real interest rate -0.101™ -0.069™ -0.059
(0.031) (0.033) (0.046)
Productivity growth 0.326 1.146 -1.011
(0.196) (0.308) (0.659)
Change in population aged 15-64 0.514* 0.454
(0.282) (0.924)
Change in terms of trade 0.263 0.501
(0.120) (0.131)
Old-age dependency ratio -0.572 -0.323
(0.139) (0.175)
Youth dependency ratio -0.281 -0.223
(0.044) (0.063)
Number of cross sections 96 117 o7
Number of observations 240 314 245
43. AFE B AN Fo] v XE T
(] GDP il FFo|BAZ] BS54 AZEL BRI, AY5AE
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Table 3. The impact of structural policies on saving, investment and current accounts in OECD countries
Country and period fixed effects

SAVT SAVP INVT INVP CA
LR SR LR SR LR SR LR SR LR SR
Social security programs
Unemployment benefit 0.008 -0.029 -0.090
replacement rate (0.067) (0.052) (0.088)
Public social spending, -0.165 -0.260 -0.185
total (0.191) (0.206) (0.304)
Publie social spending, old 0.099 -0.005 -0.008
age (0.564) (0.499) (0.518)
Public social spending, -1.889" -1.549 -2.269""
health 0.612) (0.523) (0.626)
Standard retirement age (g::;% (g'_ggg) (g:ggé)
Labour market policy
Employment protection -0.456 0.068 1.043* 0.626" 17117
legislation (EPL) (0.5786) (0.431) (0.439) (0.346) (0.948)
0.170 0.595 0.262 0.181 -0.980
S En e e E (0.943) (0.821) (0.695) (0.444) (1.188)
EPL on temporary -0.270 -0.052 0.819™" 0.589"** -1.033"
contracts (0.375) (0.314) (0.290) (0.218) (0.583)
Financial market regulation
Credit to the private sector -3.954™ 0.593" -2.987™ -1.133™ 1.842 1.126™ 1.896" 0.970™" -2.930
(% of GDP) (1.262) (0.315) (1.362) (0.470) (1.180) (0.451) (1.019) (0.452) (1.848)
Stock Market Capitalization -1.744 -0.342 -0.821 -0.389 0.181 1.979 1.036™ -2.636
(% of GDP) (2.391) (0.544) (1.421) (0.720) (1.435) (2.220) (0.498) (1.918)
Stock market trade -1.085 -0.594* -1.065 -0.442™ -0.332 0.250 0.312* -1.057 -0.692*
(% of GDP) (1.184) (0.206) (0.662) (0.214) (0.697) (0.692) (0.179) (0.802) (0.326)
Financial reform index 0.016 -0.076 0.146 0.153 -0.096
(0.087) (0.104) (0.131) (0.117) (0.168)
Product market regulation
Regulation in seven non- 0.150 -0.543" 0.270 -1.002" -0.866
manufacturing sectors (0.375) (0.221) (0.355) (0.390) (0.598)

Table 6. Overview on the impact of structural policies on saving, investment and the current account

Total Total Current

saving investment account
Macroeconomic conditions
Increase in productivity growth + + -
Increase in the user cost of capital - (+)
Increase in the growth rate of working age population + -
Terms of trade improvement + +
Increase in the real rate of interest - (-)
Increase in the old-age dependency ratio - -
Increase in the youth dependency ratio +
Increase in government net lending (+)
Structural policies
Improvement in coverage/quality of social welfare system - -
Increase in retirement age - ()
Lowering of employment protection 0 - +
Product market deregulation + (-)
Financial market deregulation 0/- 0/+ (0/-)
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Table 8. Simulated impact of illustrative structural reforms and fiscal consolidation scenarios

Percentage point deviation from no-change scenario

Euro area scenario II)l|+=

on saving-investment gaps

T—

Year after Global scenario 1 Euro area scenario 1

initial shock United States Germany Japan China Germany Greece Portugal Spain
5 0.27 -0.15 0.13 -0.25 -0.20 0.69 0.36 0.65
10 0.61 -0.35 0.31 -0.56 -0.50 1.71 117 1.73
15 0.99 -0.57 0.50 -0.91 -0.73 240 1.58 247
20 1.12 -0.865 0.56 -1.03 -0.80 2.63 1.71 272
25 1.14 -0.66 0.57 -1.05 -0.81 2.66 1.73 2.74
Year after Global scenario 2 Euro area scenario 2

initial shock United States Germany Japan China Germany Greece Portugal Spain
5 0.64 -0.05 0.35 -1.60 -0.17 0.39 0.17 0.41
10 1.18 0.03 0.77 -3.33 -0.40 0.89 0.39 0.94
15 1.60 -0.01 1.08 -4.49 -0.65 1.44 0.63 1.52
20 1.74 -0.04 1.18 -4.92 -0.73 1.63 0.71 1.72
25 1.76 -0.04 1.19 -4.98 -0.74 1.65 0.72 1.74
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Figure 5. Simulated impact of structural reforms and fiscal consolidation on global
and intra-euro-area imbalances

% of region-wide GDP
Global scenarios Euro area scenarios
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@ Have the mechanisms through which reforms may affect saving

[]

O

]

and investment been correctly identified? Are the empirical
findings consistent with Delegates’ views on the importance of
these channels?

I think that the theoretical explanation of the impact of structural
reform on savings and investment is adequate and most of the
empirical analysis results are highly reasonable.

Meanwhile, it is necessary to measure the size of sheer impact of
sectoral structural reforms on current account through scenario

analysis.

Could aspects of the current economic situation imply that
reactions of saving and investment to structural policies will be
different from those observed in the past?

It is possible that in response to structural reforms, savings and

investment could move differently, compared to the past.

O The global economy recently appears to maintain the recovery trend

led by emerging economies, but continue downside risks on real
economy.

In particular, Eurozone still faces the possibility of public finance
crisis, posing risk to global financial markets, and advanced
economies have not yet solved the problem of a delayed employment
recovery.

Under such conditions, investors may continue to show the

strong preference for safe assets and are expected to move
differently for risk avoidance.
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@ What role should structural reforms play in rebalancing current account
positions?

[] The structural reform policies of each nation today seems to be
focused more on short-term goals, such as economic growth and
employment expansion, than on redressing global imbalances. More
long-term oriented approaches are required.

O I think that the structural reform policy could alleviate global
imbalances in a long term perspective by pursuing the supply
expansion  through improved economic flexibility and
productivity and also by pursuing the demand expansion
through minimizing future uncertainties.

O In particular, countries with current account surplus could be
benefitted from structural reform policies aiming for domestic growth
which could directly contribute to redressing their current account
position.

@ Do Delegates agree with the classification of policy priorities according
to their current account effects in ECO/CPEMWP1(2010)12?

[] I agree that structural reform policies suggested here seem
appropriate.  However, the strategy of selection and
concentration will be required to prioritize necessary policies in
accordance with local conditions of each nation.

O Asian emerging markets, including China, could strengthen social
safety net through the reform of social welfare and pension schemes,
thereby decreasing private savings and stimulating domestic demand.

O In addition, these countries need to reform the financial market so as
to induce the private sector to reduce precautionary savings.

O Meanwhile, the US now needs a strong fiscal contraction policy. Tax

cuts aiming for boosting domestic demand could end up aggravating
global imbalances.
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Round 3. Macroeconomic Risk Sharing; Concepts and Reality
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Figure 3. Household leverage factors by age and education groups
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@ Can features be identified that shape how common and

idiosyncratic = macroeconomic shocks are distributed across

countries?

[] It is almost impossible to identify ex-anfe how macroeconomic
shocks are distributed across countries. However, it may be

possible to compare the relative risk sizes country to country.

O While the relative size of common macro risks may be
compared by looking at economic structure and major
industrial infrastructure of each country, that of idiosyncratic
macro risks may be closely related to geographic location, the

type, frequency, and probability of natural disasters.

@ Do Delegates agree that private insurance is likely to remain

marginal in redistribution macro risk within a country?

[] Structural reform policy on the financial market will provide an
opportunity to make the insurance market work more efficiently,
and in this case the private insurance is expected to play an

enhanced role in dispersing various risks met by households.
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@ What are the criteria to assess whether a given distribution of risk
among households is satisfactory? What would be the policy tools to
achieve a satisfactory sharing of risk?

[] It is almost impossible to assess the adequacy of the risk
distribution among households, since there exist lot of difficulties
in identifying macro risk itself and further more evaluating the

depth of impact of macro risk on each households.

[ ] For a satisfactory sharing of risk, country specific structural

reform to expand social safety net is required.

O In this case, it is necessary for the government to make an
active intervention in cases of market failure due to limits of
mechanism of private insurance, while at the same time

implementing aggressive structural reform policies.

@ Are the preliminary empirical results consistent with Delegate’s views

on how various population segments are affected by macroeconomic risks?

[] I agree with the analysis result concerning the direction of
macroeconomic risk factors affecting population segments, but it
should be noted that the degree of impacts may turn out

differently country to country.
O In other words, the impact of appreciation of home currency

on each income quintile could vary considerably from country

to country.
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Round 4, 5. Housing Policy
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<Summary of Questions>

@ Does the delegation believe that the method in this agenda to
explain the relation between the housing market and policy is
useful? Do you agree with the idea that the supply responsiveness
is a detrimental factor in the long- and short-term balance? What
policies could enhance the supply responsiveness? Should those
policies be applied separately to the self-owned housing and

rental housing markets?

@ What are the goals of the housing policies and what would be
helpful improvement measures for accomplishing the goals? What
are the characteristics of the housing market affecting the
macroeconomic conditions? What would be appropriate policies to

avoid negative effects, such as decreasing labor mobility and

highly volatile price swings?

@ Does the delegation believe that the method in this agenda
to explain the relation between the housing market and
policy is useful? Do you agree with the idea that the
supply responsiveness is a detrimental factor in the long-
and short-term balance? What policies could enhance the
supply responsiveness? Should those policies be applied
separately to the self-owned housing and rental housing

markets?

[] Approach Assessment

© The housing market is where policy factors as well as
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demographic and social factors play a significant role.

O In this sense, it is meaningful that this agenda systematically
gathers data on respective policy impacts considering housing
policies and macroeconomic conditions that are different

from country to country.

[] Elasticity of Supply

O The elasticity of supply is very important in the long run,
but in terms of housing market characteristics, supply is

short-term inelastic.

O Therefore, the demand for house purchase could serve as a

significant detrimental variable to the short-term balance.

[] (Policy Approach) It is necessary to apply separate approach

method to self-owned housing and rental housing market.

O As for the self-housing market, it is necessary to establish a
market-friendly system such as reduced regulations on supply,
thereby encouraging the emergence of elastic supply that

meets the public demand and preferences.

» Reducing the mandatory provision ratio of a small-sized house when

reconstruction

O As for the rental housing market, such as the housing welfare
sector, including the construction of rental houses for low
income classes, it is necessary to implement measures that
could make up for the market failure while at the same time
to carry out measures for revitalizing the provision of private

rental houses.
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= Providing lease purchase operators with tax reduction on capital gains and
comprehensive real estate holding, when requirements are met.

@ What are the goals of the housing policies and what would
be helpful improvement measures for accomplishing the
goals? What are the characteristics of the housing market
affecting the macroeconomic conditions? What would be
appropriate policies to avoid negative effects, such as

decreasing labor mobility and highly volatile price swings?

[ Goals of Housing Policies

© Housing policies are designed and implemented for
enhanced housing stability and housing welfare level of

the public.

O To that end, the government has implemented policies to
revitalize housing transactions and support the residential

stability of the ordinary people.

[] Impacts on Macroeconomic Conditions

© The housing industry takes quite a large share of Korea's
macroeconomic performance, and a large population has been

working for the housing-related sector.

* The share of construction investment in GDP recorded 14.7% in 2009.
= The number of ordinary people employed in house moving, real-estate, and
interior companies are estimated to reach 1,700,000.

O Therefore, a change in the housing market tends to bring a
significant impact on economic sentiment, which requires a

close monitoring of the market.
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[] Desirable Policy Approach

O A policy to increase the elasticity of housing supply is expected
to cause relatively less adverse impacts on other sectors of the

society.

O It is necessary to flawlessly implement the medium and
long-term plan to provide houses considering changes in
household type caused by demographic changes , income,

and loss of existing houses.

- Short-term response measures as well need to be prepared in
case for market instability caused by the imbalance between

supply and demand or an external shock.
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