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Adjusted wage share and growth in Korea 

*Adjusted labour share= compensation per employee*Total employment/GDP at factor cost 
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Empirical findings: What happens when wage share↓?  
(Onaran & Galanis 2012/14, UN/ILO / EPA on G20) 

• Negative effect on consumption is larger than the positive effect on 
investment in all developed and developing countries inc Korea 

→ Domestic economy (consumption + investment) is wage-led 
• Net export effects on growth not too important in large economies  

→ Korea, US, Japan, EU as a whole, and other large economies 
are wage-led 

• Korea: a 1%-point fall in the wage share → GDP↓ by 0.1%;  
• Global race to the bottom: a 1%-point fall in the wage share   

– global GDP↓ by 0.36%; Korean GDP↓ by 0.9%; EU15 GDP↓ by 
0.27%   

• Conversely a global wage-led recovery scenario:  
– Global GDP↑ by 3%, Korean GDP ↑ by 7%; EU GDP ↑ by 2.4% 
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Short-term demand vs. long run potential growth and productivity 
• Long Run: productivity increases when wages, demand and investment 

increase.  
• Productivity needs investment but increasing profits does not always 

lead to higher private investment  
– Investment is more sensitive to demand and lower wages ->low 

demand 
– Investment is not profit-led in many countries (Obst, Onaran, 

Nikolaidi 2017, EU15)   
• inequality→lower productivity & potential growth 
• Low road labour market policies and low wages → low productivity in LR 
• High road labour market policies and high wages→high productivity LR 
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Wage-led growth = Equality-led growth   
(Onaran, Oyvat, Fotopoulou 2018) 

• wage share↑ & gender gaps↓→ upward convergence & ↑equality   
– →higher growth in a wage-led economy  
– Wage-led growth = Equality-led growth   
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• Effects of wage-led recovery on growth and hence employment however 
is modest, albeit positive.  

• ->A wage-led recovery scenario and public investment stimulus in G20 
(Onaran 2014 L20)  

• increase wage share by 1%-5% +public investment by 1% of GDP in 
each country in the next 5 years in G20  

• Public investment impact is very strong 
• Public investment crowds in private investment 
• Effects are stronger when policies implemented simultaneously   
• →9-13% more growth in Korea; 3.9-5.8% more growth in G20 

 A coordinated policy mix of equality-led recovery and public investment 
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Policy Implications 
• mobilize all the tools of economic policy   
→ importance of wage and fiscal policy coordination 
• Avoid beggar thy neighbour policies 
• Regional cooperation 
• Wage-led development is an option also in a single 

country such as Korea, but effects are stronger if 
coordinated 
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...Policy Implications 
• Labour market policies 

– Increase the bargaining power of labour via 
• regulating the labour market 
• improving the union legislation,  
• increasing the coverage of collective bargaining 

– Close gender wage gaps 
• gender equality-led growth 

– Establishing sufficiently high minimum wages 
– Regulating high/executive pay by enforcing pay ratios 

• Re-orienting macroeconomic policies towards full employment    
– public investment in both social & physical infrastructure 

• Re-distribution: more progressive taxation of income and wealth 
• Reversing financialization; taxation and corporate governance   
• Shorter working time in parallel with the historical growth in productivity.  
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• Equitable and sustainable development 
needs green and purple public investment 
and pay rise for both women and men and 
shorter hours! 

• Advice: 
• Take care of full employment, decent pay 

for women and men, equality, and 
ecological sustainability, and the budget 
will take care of itself. 
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FT on Onaran and Galanis 2012 
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Interview at South Korean daily newspaper, Hankyoreh, 13 Oct 2017 
“Distribution is not the result of the growth, but the source of the growth.”  
“When wage is raised, productivity will also be raised”. 
http://www.hani.co.kr/arti/economy/economy_general/814287.html  
 

http://www.hani.co.kr/arti/economy/economy_general/814287.html
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