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Between deregulation and reregulation: limited diffusion of temporary staffing businesses

Hyunji Kwon (Korea Labor Institute)
Introduction: slow growth of temporary staffing businesses in Korea

This study examines the institutional impact on employers’ choice of nonstandard employment in Korea. In particular, it attempts to uncover why the proportion of temporary agency workers (hereafter, agency temps) has shown a sluggish increase in Korea during the last decade, while the Korean labor market has witnessed an incomparable and continuous proliferation of nonstandard employment in the same period.

In March 2007, the percentage of agency temps was 1.1 percent of wage earners and 3.0% of the nonstandard workforce. Given that their proportion of the total workforce in Europe ranged from 0.6% in Italy to 2.6% in the UK in the early 2000s (European Union 2006), the figure for Korea does not seem particularly low. However, compared to the rapid increase in the nonstandard workforce, which currently reaches even 37% of the total workforce, and given that 63% of the nonstandard workers are direct-hire temps, the share of agency temps is insignificant. Moreover, while agency temps make up a large part of the nonstandard workforce in other advanced economies and research has documented their rapid expansion in many countries (Autor 2004; Burgess and Connell 2004; Houseman et al. 2003; Peck and Theodore 2002; Purcell et al. 2004), agency temps in Korea make up only 4.6% of fixed-term workers, and their growth has been slow.

Another indicator of the underdeveloped temporary work agency (TWA) market in Korea is that major global players in the business are not as active as they are in other countries. Only two of the top twenty global TWAs that “Staffing Industry Analysts” identified in 2006 (Coe et al. 2006), Swiss-based Adecco and US-based Manpower, run branches in Korea. Moreover, these two companies neither play a leading role nor extensively diffuse their business practices in the Korean staffing industry.

Why is the Korean labor market exceptional? To answer that question, this paper pays particular attention to the role that institutions play and to employers’ strategic behavior in coping with both the constraints and opportunities that institutions offer. Between the contradictory trends of deregulation and reregulation in the last decade, employers have chosen one secondary employment subsystem over another to meet their own objectives. For most employers, hiring agency temps does not pay off because regulations make the costs outweigh the benefits, and because employers can find easy and cheaper alternatives. One popular alternative is onsite subcontracting, which has prompted numerous legal disputes because it is often suspected of functioning as illegal temping. This paper argues that institutions condition employers’ decisions among the different choices in nonstandard employment. This argument is linked to Grimshaw and Rubery’s (1998) claim that employers have continuously been redrawing the boundaries between core and periphery employees and changing the contours of the external labor market in order to cope with changes between labor market deregulation and reregulation.

One of the propositions this paper suggests is that there is an interdependent relationship between the three different types of nonstandard work arrangements: use of direct-hire fixed-term workers, use of agency temps, and onsite subcontracting. This paper sets forth two related propositions: changes in regulations have caused employers to alter their choices between these types and to reconstruct the secondary employment system; and employers’ primary objective in using nonstandard employment determines their choices.

This paper first overview the characteristics of TWA business in Korea and move on to the institutional changes that have affected both employers’ decisions on nonstandard staffing and nonstandard workers’ labor market outcomes.  Finally this paper conducts a brief comparison between three industry cases to examine how institutions and employment strategies result in different types of nonstandard employment practices. 
Agency temps in the Korean labor market

Before delving into the research questions and propositions, let us describe the trend of agency temps in Korea. Table 1 recapitulates the development of TWAs in Korea (Ministry of Labor 2007). The table shows that the number of licensed TWAs has stayed between 1,100 and 1,300, and that slightly more than 2/3 of these licensed agencies are active in providing workers to their clients. Because the table shows only licensed TWAs, the total number of TWAs in this table may be somewhat underestimated. Although the total number of TWAs with permission was stagnant until 2006, the number of active TWAs has increase steadily for the last couple of years, reaching about 900 in 2007. Yet the rate of increase is not very dramatic.

The most significant change is the increase in the number of clients. In 1999, when the law had just passed, only 6,500 firms used agency temps, but the number is now slightly more than 10,000. Accordingly, the number of agency temps has also increased for the last few years, although there were ups and downs between 1999 and 2004. Overall it seems that the demand for agency temps is currently growing steadily. Particularly in 2007, all indicators demonstrate steep increases, and institutional changes partly explain this. That is, while legal regulation placed more constraints on the use of direct-hire temps, the regulations that limited the use of agency temps to certain occupational groups were somewhat relaxed. I will come back to these institutional changes in the following section.

Table 1. Temporary staffing companies in Korea

	　
	TWAs
	# of clients
	% changes
	#of agency temps
	% changes
	per agency 

	
	# of all agencies with permi-ssion (A)
	# of active agencies (B)
	B/A (%)
	% increase in B
	
	
	
	
	# of agency temps
	# of clients

	2007
	1,208
	915
	75.7
	6.4
	10,670
	6.1
	75,020
	13.1
	81
	11.7

	2006
	1,076
	860
	79.9
	-3.4
	10,055
	11.0
	66,315
	15.6
	77
	11.7

	2005
	1,153
	890
	77.2
	7.4
	9,056
	12.1
	57,384
	15.7
	64
	10.2

	2004
	1,061
	829
	78.1
	-3.5
	8,081
	-5.1
	49,589
	-7.1
	60
	9.7

	2003
	1,114
	859
	77.1
	-4.7
	8,512
	9.4
	53,369
	-16.5
	62
	9.9

	2002
	1,243
	901
	72.5
	3.8
	7,784
	8.3
	63,919
	10.7
	71
	8.7

	2001
	1,257
	868
	69.1
	5.9
	7,187
	1.9
	57,763
	8.9
	67
	8.3

	2000
	1,357
	820
	60.4
	-1.4
	7,054
	8.7
	53,029
	-0.4
	65
	8.6

	1999
	1,244
	832
	66.9
	
	6,488
	
	53,218
	
	64
	7.8


Source: the Ministry of Labor (2007) internal data
Table 1 also shows that the scale of TWAs is still quite small: on average, an agency hired 81 employees in 2007 and distributed them to 11.7 client firms. Table 2 shows that, in fact, about 85% of TWAs employed fewer than 100 workers. Some researchers in Korea argue that this large population of small agencies affects the overall underdevelopment of this industry. By and large, these small agencies lack expertise and do not play appropriate roles as labor market intermediaries, mostly because they engage in too much price competition. In addition, this becomes worse because client firms—mostly large firms—often stimulate price competition and take advantage of it. Also, the institutional constraint that limits temping to marginal jobs contributes to their lack of specialty in business (Kim 2006).

Table 2. Distribution of TWAs by employee size

	
	Total
	Inactive

(employing 0)
	1-50
	50-99
	100-300
	300+

	Late 2007
	1,208

(100)
	293

(24.2)
	599

(49.6)
	122

(10.1)
	140

(11.6)
	54

(4.5)


Source: Kim 2006

Table 3 shows the distribution of TWAs by industry. The major finding is that agency temps are heavily concentrated in low-wage sectors such as retail and hotel and restaurants. Some are distributed in high-tech sectors such as information technology services.

Table 3. Distribution of TWAs by industry

	Industry
	　%
	Industry
	%

	
	
	Transportation & logistics
	11.5

	Manufacturing
	4.2
	Financial services
	6.7

	Construction
	6.3
	Real estate
	9.5

	Retail
	17.2
	Information technology services
	17.7

	Hotel & Restaurants
	11.1
	Public services
	6.8

	Public utilities
	5.2
	Total 
	8.6


Source: the Ministry of Labor (2007) internal material
The following tables demonstrate the labor market characteristics of agency temps. These figures show that the position of agency temps is precarious in Korea. Only 19% of 75,000 agency temps work for the same employer for more than one year. More than half of the temps work less than six months (see table 4). The proportion of short-term agency temps is larger than in 2006 partly because of the decrease in the number of agency temps employed in jobs that require regular work duties. In any case, as table 5 shows, the majority of agency temps are sent to work on a regular basis (76.6%); less than 1/4 work as temporary substitutes.

Table 4. Contract duration of agency temps 

	　
	1-2 years
	9-12 months
	6-9

Months
	3-6

Months
	Less than

3 months
	Total

	%
	19
	12.6
	12.1
	20.9
	35.4
	75,020 (100)


Source: the Ministry of Labor (2007) internal material

Among agency temps who perform regular work functions, clerical assistants are the majority, followed by customer service workers and telemarketers. Although production workers are not considered agency temps by law, they constitute the majority of light-assembly workers if their work is temporary. Indeed, simple-assembly-line workers are the most frequently used agency temps, followed by workers in other simple manual jobs in the manufacturing sector. This implies that if deregulation takes place and extends the licensing of temping businesses to the manufacturing sector, it is highly probable that TWAs will rapidly increase in Korea.

Table 5. Distribution of agency temps by their job functions



each, %
	regular use
	temporary substitute

	clerical assistants
	customer service
	telemarketing
	drivers
	nursing
	total
	assembly workers
	other manual jobs in manuf.
	total

	22,492
	4,328
	4,103
	3,940
	3,392
	57,465
	9,615
	4,915
	17,558

	39.14% 
	7.53% 
	7.14% 
	6.86% 
	5.90% 
	100(76.6)
	54.76% 
	27.99% 
	100 (23.4)


Source: the Ministry of Labor (2007) internal material

The National Statistics Office (NSO) offers somewhat different figures for the distribution of job functions, as seen below (figure 1). One reason why they are different from what table 5 suggests is that the Ministry of Labor statistics are based only on firms with licenses, while the NSO statistics arise from the annual survey, the contingent employment supplements of the Economically Active Population Survey (a survey equivalent to the Current Population Survey in the US), that do not distinguish between companies that are qualified and those that are not. Furthermore, the NSO statistics do not differentiate between workers whose work duties are set on a regular basis and those whose duties are set temporarily. Figure 1 shows that low-wage sectors, such as sales and simple manual work, account for more than 40% of agency temps. The other occupations evenly (8–11%) employ the remaining workers. Thus one can say that agency temps provide their employees to mainly low-wage-sector clients. However, because there is a significant level of demand for skilled labor, the staffing industry needs to be sophisticated and specialized to some degree.

Figure 1 Distribution of agency temps by occupation
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The wages of agency temps are slowly increasing, and temps who work regularly earned $1,304 a month in 2007, an increase of 7.4 percent from previous year’s monthly wages. Agency temps working on a temporary basis earn much less: their average wages are less than $1,000 a month. The wage levels for agency temps vary according to their job functions: while professional agency temps such as computer and information system specialists and patent agents earn more than regular workers, low-skilled temps such as routine clerical workers or security guards are usually paid less than $1,000 a month. Because the majority of agency temps are performing low-skilled work, their wage levels are usually much lower than those of regular permanent workers.
Table 6. Distribution of agency temps by the types of work performed by the workers  
each, %
	Total
	Work performed on a regular basis
	Work performed a temporary and substitutive basis

	1,232,125
	1,304,886
	994,001


Source: the Ministry of Labor (2007) internal material

Other statistics help us examine this aspect more closely. Figure 2 shows a fairly large gap between workers with different employment status, even among nonstandard employees. 
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Figure 2. Changes in wages by employment status: 2002-2007
Source: Economically Active Population Survey, Nonstandard employment supplements, each year.
Regular permanent workers receive the highest wages in 2007, and their wage levels have been constantly increasing for the last five years. Direct-hire temps who can expect contract renewals have narrowed the wage gap with regular permanent workers over time. Yet fixed-term workers can be divided into at least three different groups by earning profile, as figure 2 demonstrates: direct-hire temps with renewal expectancy (A), direct-hire temps without renewal expectancy (B), and agency temps (C).

Workers belonging to the B or C groups have different wage levels and career trajectories from those in group A. Workers in group B form a low-wage faction along with onsite-subcontract workers, so direct-hire temps are not an identical, homogenous group. Agency temps exist between the two. Although they experienced some wage growth every year, the wage gap between these workers and both regular permanent workers and direct-hire temps with renewal expectation has widened over the years, which means that relative wage levels for agency temps have decreased. Table 5 shows that one of the most frequent reasons for using agency temps is cost-reduction. Thirty-three percent of client firms reported that cost-saving is their top priority in using agency temps. However, cost-saving is not the only reason for hiring agency temps. As figure 2 shows, their wage levels are higher than those of group C workers and onsite-subcontract workers (although onsite subcontracting is much more popular in the manufacturing sector, this particular survey does not reflect this because the onsite-subcontract workers represented in this figure work mostly in the low-wage service sector). In fact, 32.7% of the client firms depend on TWAs to increase their efficiency and effectiveness in personnel, and 24% of the firms use TWAs to increase flexibility, followed by to respond to the demand for skilled knowledge workers (7.3%).

Table 6  Main reason for using agency temps 





%
	Cost saving
	Increasing efficiency in personnel
	Response to business fluctuation
	Demands for professional
	Others

	32.7
	32.7
	24
	7.3
	3.4


In a similar context, there are considerable differences in benefits between regular permanent workers and nonstandard workers, and between different types of nonstandard workers, as the following four figures show. As figure 3 suggests, while 17.1% of regular workers earn less than 2/3 of the median wage, 33.9% of all types of nonstandard workers and 28.8% of agency temps fall into that category. Interestingly, 14.4% of direct-hire temps with renewal expectation are at risk of being working poor, which is slightly lower than the risk for permanent regular workers.
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Figure 3. Risks to becoming the working poor by employment status (March 2007; %)
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Figure 4. Social insurance coverage by employment status (March 2007; %)
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Figure 5. Company provided benefit coverage by employment status (March 2007; %)
Figure 6. Union coverage by employment status (March 2007; %)

These characteristics appear fairly consistent in the figures, figure 4 to figure 6. . Agency temps do not enjoy as much social security, as many company benefits, or as much union coverage as regular workers and direct-hire temps with renewal expectation, but their benefits, except for union coverage, are greater than those of other precarious nonstandard workers. In particular, the percent of agency temps who receive company training is fairly high—even higher than for regular workers. Given that the majority of agency temps work in the low-wage sector and that the duration of contracts is getting shorter, these characteristics are rather unexpected. One possible reason behind is that regulation to protect workers differentiates the working conditions of agency temps from those of other precarious nonstandard workers. Another interesting finding from these figures is that the gap between regular workers and some direct-hire temps has consistently narrowed over time, which means that employers create further segmentation in the secondary labor market and incorporate some nonstandard workers into the upper layers of their firms—possibly (re-)drawing them from external labor markets to internal labor markets(ILMs)—and degrade other nonstandard workers to the lower layers.

Institutional changes and temporary work arrangements

Previous studies have documented the reasons why employers use temps instead of permanent regular workers. Several reasons have been examined: to save wages and benefits, to gain more flexibility, to save personnel costs, to recruit employees for permanent positions (screening purposes), to obtain specific skills that are difficult to internalize, and to save the costs associated with turnover (Autor 2004; Houseman 2001; Houseman et al. 2003; Purcell et al. 2004).

Some of these reasons are closely related to institutional conditions. Autor (2003), for example, emphasizes the institutional impact on increasing TWAs as he draws attention to the rising risk of wrongful discharge litigation which questions the legal presumption of “employment at will” in the US. He argues that the adoption of wrongful-discharge laws by US state courts in part can explain the rapid growth of TWAs. In this sense, rising turnover costs may cause employers to use more TWAs. In fact, several OECD reports (e.g. Employment Outlook) have discussed the trade-off relationship between the presence (or strength) of employment protection laws (EPLs) and the growth of temporary employment. What these studies emphasize is that it may be that employers use temps because they require employment flexibility and at the same time wish to minimize dismissal costs.

While the presence of strong EPLs can be an indirect cause of the growth of temps, deregulation regarding nonstandard employment may directly drive the growth. The Japanese experience is an example of this (Goka and Sato, 2004). Since the legislation of staffing business (called the “Worker Dispatching Law” in Japan) in 1986, the number of TWAs, their sales, and the number of agency temps have increased in Japan. The Japanese experience is particularly interesting because it shows that different types of institutional constraints result in different outcomes. For ten years after its first enactment in 1986, the law persisted in its limited permission for temping: agency temps were allowed to work in only thirteen occupational categories. In 1996, the restriction was relaxed a little, and thirteen more occupational categories (26 categories) were added to the list. So the change was characterized as regulated deregulation. In fact, the increase in agency temps was not very significant in the early period. Between 1993 and 1996, agency temps increased by only 6.5% (from 574,686 to 612,056 workers). Affected by the relaxation, there was a small leap between 1996 and 1998: about 170,000 new workers entered the industry (the growth rate during this period was 23%). In 1999, further deregulation took place, and the former limitation imposed on job categories was eliminated. As a result, the Japanese labor market witnessed a sharp increase in the number of agency temps between 1999 and 2001. In 2001, TWAs numbered 11,571, and their employees totaled 1.748 million, a 95% growth from 1,067,949 in 1999.

Unions are another institutional factor that affects employers’ choice to use temporary workers. Previous research on how unions affect the choice does not provide a consistent view. Indeed, researchers have argued that unions play contradictory roles as regulators and motivators in employers’ decisions regarding nonstandard work arrangements (Abraham 1988; Davis-Blake and Uzzi 1993; Gramm and Schnell 2001; Houseman 2001). Some researchers suggest that more union members means fewer temporary workers (Abraham 1998; Gramm and Schnell 2001; Houseman 2001); others suggest that union density has a positive effect on temporary work arrangements (Davis-Blake and Uzzi 1993). Some argue that union effects vary by type of nonstandard employment; for example, Houseman (2001) found that union density decreased the use of temporary work agencies, short-term contracts, and part-time work but had a positive effect on the use of independent contracts (see also Abraham and Taylor 1990).

In Korea it appears that institutions have shaped employers’ decisions about nonstandard work arrangements to a great extent. There has been an interesting dynamics between institutional changes and employer decisions about the types of nonstandard employment to use. This dynamics is one of the keys to explaining why direct-hire temps have prevailed over agency temps and why some employers in the Korean labor market prefer onsite subcontracting to using temps.
In the earlier, postcrisis period, the primary objective of employers was to make their internal labor markets as slim as possible. This objective transcends simple objectives such as cost reductions and flexibility. Because internal labor markets in Korea had previously provided their employees with lifelong employment and a seniority-based wage scheme with annual, automatic wage increases, and since these characteristics were usually applied to all employees within the firm boundary, even before the crisis employers had constantly attempted to reduce their internal labor market. Yet it was not easy to do so, because most internal labor markets and their basic rules in large firms were strongly supported by the labor unions, which were organized at the firm level. Moreover, the internal labor market has been also supported by the Labor Standards Act, which plays a crucial role in protecting workers from wrongful and unjust discharge.
The financial crisis and some deregulation of labor market protection in the late 1990s gave employers an opportunity to reduce the size of internal labor markets and to secure only a core workforce without strong resistance from unions, whose leaders also realized that their priority was to protect their core members from losing their jobs. In most large firms, employers created second-tier labor markets for the semi-peripheral jobs that were eliminated from the internal labor market. They filled the second-tier labor market with a nonstandard workforce, mostly direct-hire temps. If the job characteristics were marginal, employers outsourced them. Here, if the marginal jobs met legal requirements, employers used temp agencies to perform the job functions.

Some employers avoided filling the second-tier labor market with direct-hire temps regardless of the nature of job functions. In most of these cases, employers decided to use onsite subcontractors because they wanted to avoid any obligations as employers that Labor Standards Act orders and union pressure drive as well. In addition, many firms remain concerned that there are few qualified and reliable TWAs in the market, as pointed out in the earlier section (interview with a HR manager in a large bank using onsite subcontractors). Moreover, they also have a legal responsibility to treat agency temps as their own employees if the temps have been working for them for more than two years. Thus they prefer onsite subcontractors, who usually serve them exclusively and can provide their permanent workers on a long-term basis if required.

Because Korean labor laws consider it illegal for client firms to engage in both directing and supervising tasks and conducting personnel practices for onsite subcontract workers, many complexities were brought to this triangular relationship, and some of them were linked to serious disputes. Some of the disputes resulted in the court decision that onsite subcontracting is illegal temping. 

In any case, the dramatic increase in nonstandard workers was largely caused by the aim of employers to restructure their internal labor markets in most industries; thus the incidence of nonstandard employment, particularly direct-hire temps, remained steady until the law began to regulate direct-hire temporary employment in 2007. Also, employers were not much interested in shifting some direct-hire temps to agency temps because those direct-hire temps with multiple contract renewals performed semi-core functions in their firms and were partially internalized. This aspect is also supported by the figures in the previous section that showed a narrow gap between these direct-hire temps and regular permanent workers with respect to various working conditions. In other words, direct-hire temps who are better off are not substitutable with agency temps, whereas direct-hire temps who do not expect contract renewals could be replaced by agency temps.

In sum, employers’ choice of employment systems is conditioned by both the nature of the work and the combination of institutional characteristics: the presence of relatively strong worker-protection laws and labor unions favoring regular workers, the lack of legislation regarding direct-hire temps, relatively strong regulations imposed on TWAs, and the lack of legal responsibility of users to the workers employed by their on-site subcontractors. If an element in this combination changes, so does the dynamics. In addition, the varying stances unions have taken on the types of nonstandard employment have also affected the outcomes of nonstandard employment. 

In the rest of this section, let us focus on the legal changes that have directly affected employers’ choice of employment systems.

Similar to the Japanese experience, temporary staffing businesses had been long prohibited by law in Korea until the late 1990s despite employers’ constant demand to make staffing businesses legal throughout the 1990s. The strong objection by labor unions to any types of private intermediaries played a crucial role in blocking several attempts to make the temporary staffing business lawful. The Asian financial crisis in late 1997 was a turning point. The new government that was just convened under the emergency duty executed a series of labor market reforms resolutely in spite of strong opposition from labor unions. The Act on the Protection, Etc., of Dispatched Workers was finally enacted in 1998.
Despite this legislation, the new law on third-party staffing activities also constrained employers greatly, because it took a hybrid stance as a result of class compromise: it pursued both labor market deregulation and worker protection. Similar to the earlier shape of the equivalent Japanese law, companies were able to use agency temps for only twenty-six occupational categories and for up to two years only. A client company could use an agency temp for a fixed term of no more than a year, and this one-year contract, at its maximum, allows a one-time extension for up to one additional year. The selected twenty-six occupational categories are characterized either as professional knowledge, skills, and experience, or as marginal manual jobs. The law excludes any job category in the manufacturing sector unless the worker is sent to meet temporary demands. Also, the law requires agencies to comply with the Labor Standards Act and imposes some employer duties such as overdue wages on user companies. Because of the law’s regulatory characteristics, since it was enacted there has been incessant debate between labor, employers, a temp agency association, and the government over further deregulation. In particular, employers have often advocated following the Japanese trajectory of deregulation by eliminating the occupational limitation for utilizing agency temps for more flexibility, while labor unions have made a strong case that there was dramatic increase in agency temps in the Japanese labor market after deregulation.

In the meantime, employers who were not able to use agency temps because of occupational-category limitations, who need to use the same temps for longer than two years, and who wanted to avoid various protective regulations enforced by the law sought alternatives: some chose direct-hire temps and others took onsite subcontractors as their alternatives.

After the first wave of deregulation, which lasted for about ten postcrisis years, the Korean Parliament passed another nonstandard-employment act, the Act on the Protection, etc. of Fixed-term and Part-time Employees, in 2007 after several years’ debate in the Tripartite Commission. This new law is also influential enough to revise patterns of employer behavior.

Facing an extremely high incidence of nonstandard employment and accordingly increasing numbers of working poor in the country, the government was determined to pass a new law. The new law basically prohibited employers from using both direct-hire temps and agency temps for more than two years. If an employer uses a temp for more than two years, the law considers the temporary worker to be a regular permanent employee, with some exceptions. At the same time, the new law reinforces the regulations that disallow wage discrimination against temps if their jobs are comparable with those of regular workers.

However, facing strong opposition from the organized labor, the law fails to amend the clause in the temp agency law that limits the use of agency temps to a certain number of occupations. Instead, the government was able to add occupational categories to the list of temping businesses and allowed employers to enjoy more room to use agency temps.

The series of these institutional changes in 2007 brought about huge debate within Korean society. The government, driving the changes, faced strong criticism from both labor unions, particularly the union that did not participate in the Tripartite Commission, and employers in general. Some labor unionists were disappointed that the law does not regulate the reasons for using temps. They argued that the current law would not be able to decrease temps and that two-year limitations on use would instead cause employers to rush into subcontracting and outsourcing. By contrast, employers made the strong case that the two-year restriction is excessive regulation for their business because the duration is too short and would, furthermore, freeze employment.

With new nonstandard-work legislation activated in July 2007, employers have begun gradually rearranging nonstandard jobs by classifying them into the following groups: 1) the group that needs to be internalized, 2) the group that needs to be directly managed but whose occupants change every two years, 3) the group that needs to be externalized and managed by TWAs, 4) the group that needs to be externalized and managed by onsite subcontractors, and 5) the group that needs to be outsourced. Since August 2007, the overall picture of the nonstandard labor market has slightly changed: the internalization of some direct-hire temps who are better off is gaining speed, while other marginal nonstandard workers, including agency temps working in the lower-wage sectors, are experiencing a widening gap in working conditions.

In the following section, I will compare three different employment choices by analyzing different industry cases.  

Three cases

These case studies comprise two stories. First, I compare the postcrisis changes triggered by the Asian financial crisis and the subsequent labor market deregulation in the auto industry and the banking industry. Second, I look at the recent changes triggered by the law on nonstandard employment in 2007 (re-regulation) by comparing the experience in the banking industry to that in the retail industry.  

1. The first shift

In the first movement, I found that employers attempted to reduce their internal labor market by segmenting labor markets. In other words, the building of a secondary employment subsystem was found in both industries, and the secondary employment subsystem was filled with nonstandard workers: onsite subcontract workers in the auto industry and direct-hire temps in the banking industry. I first pay attention to the business objective for each in choosing a particular nonstandard employment type. In the auto industry, employers tried to decrease their direct-employer responsibility in order to avoid contentious relationships with labor unions. In the banking industry, employers working with rather cooperative unions did not strongly wish to avoid union influence but wished to trim their internal labor market, which caused high labor costs and a rigid employment structure.
In either case, employing TWAs was not considered: in the banking industry second-tier temporary workers replaced former regular workers performing frontline service and sales, the core work functions in banking. Employers require direct-hire temps to provide business with stability, security, and customer relations skills; they did not expect agency temps to be able to meet these objectives. In addition, the National Financial Supervisory Board has strictly regulated firms’ outsourcing behaviors to minimize risks and hazards caused by a complex firm network and to secure customer information by keeping it in-house. In this context, banks were not free to use TWAs or subcontractors.

In the automobile industry, employers’ objective in segmenting the labor market and minimizing union influence in the workplace was not obtained by using TWAs, either. As mentioned before, the temping business was strictly banned from applying to manufacturing industries except for the temporary substitution for regular workers’ absences.

The use of direct hire temps vs. onsite subcontracting: auto and banking comparison

The diffusion of nonstandard employment in these industries reflects systemic changes in both internal labor markets and labor relations. I hypothesize that employers’ primary objectives in increasing nonstandard employment can differ across these selected industries as their motivations were, first and foremost, driven by the industry-specific institutional setting to which they attempted to bring systemic changes. Although labor-cost-saving and manning flexibility were both given significant weight in their considerations, employers in the large automobile manufacturing firms aimed first to curb union regulations, whereas employers in the banking industry were primarily concerned with their costly internal labor market.

These differences led two industries to choose different types of nonstandard employment: onsite subcontract employment in the auto industry and direct-hire temps in the banking industry.

a. The automobile industry

According to a report by the Korea Metal Workers’ Federation, Korea Metal Union, and Korean Nonstandard Workers’ Center (2004), the major assembly plant X of company A had 797 onsite subcontract workers in June of 1999, but the number increased dramatically to 3,652 by May 2000. Thus, the number of nonstandard workers increased more than fourfold in just one year. And it continued to increase the following year, to 5,992 in 2001, and to 7,800 in 2002, reaching 27.5% of the entire plant workforce. The company began to employ onsite subcontract workers while holding back on recruiting full-time workers when business rebounded again.

Indeed, the prevalent type of nonstandard worker in the auto industry and in the manufacturing sector in general is onsite subcontract worker. Although subcontracting had been widespread in the auto industry in the past, recent onsite subcontracting is unique in that a substantial number of subcontract workers work in the client’s plant.

These onsite subcontract workers lack a stable employment relationship with either the user company or the subcontractor. In this subcontracting system, the subcontractor hires workers and sends them to the client’s workplace; yet it is the client who dictates work rules and supervises the labor process in its facilities. Thus, even though such workers are formally employed by the subcontractor, they work in the contractor’s plant and are directly controlled by the latter. In many cases, the subcontractor’s task is limited to recruiting and placing workers at the request of the client. The subcontractor’s essential function is no different from that of temporary help agencies (THA) in that it is mostly confined to the simple business service of labor supply, and the term “subcontractor” is quite misleading. It is widely acknowledged that this particular type of subcontracting is adopted to avoid legal disputes, since the law prohibited user companies from hiring production-line workers from TWAs (later, the Ministry of Labor ruled out the practices in the auto companies as “illegal temping”).

One of the most important features of onsite subcontract employment is that most subcontract workers work not in a separate production unit but side by side with full-time regular workers. In this way, company A has a “blended work arrangement” in which subcontract workers work in the same production line as regular workers (Cho et al.; 101). Another common work arrangement feature for subcontract workers across automobile manufacturing firms is that those workers are taking on jobs that have traditionally been done by full-time regular workers, but that are being rejected by them. The painting line, where working conditions are poorer and work processes are more labor-intensive, is a typical example of this.
Onsite subcontract arrangements had already been introduced in the auto industry in the late 1980s as an attempt to increase flexible work arrangements, but the proportion of onsite subcontract work has been kept to a small fraction of the workforce. Although because of strong union opposition employers failed to increase the use of nonstandard employment until the economic crisis, the practice of onsite subcontract work had been embedded in the industry, albeit minimally. These industrial practices linked to past employer strategies resulted in a distinctive type of nonstandard work arrangement—the onsite subcontract system—in the manufacturing sector in general.
The primary underlying objective for the implementation of nonstandard work arrangement can be different from one industry to another. Specifically, employers in the auto industry were more concerned about the regulatory mechanism set forth by collective bargaining arrangements with militant unions. Thus, large manufacturing firms in the auto industry aimed first to curb union regulation by increasing the proportion of the workforce on which employers can exert unrestricted rights of layoffs. This does not mean that labor-cost-saving was not an important factor in the auto industry: In fact, employers had to face increased cost constraints because unions in the sector were strong enough to gain higher wage-increase rates through collective bargaining agreements. Thus, the objective of bypassing union regulation had as much to do with lowering the political risk attached to strong union regulation as with reducing the economic costs attached to union contracts.
Unions in the large manufacturing firms relied on labor militancy based on strong rank-and-file mobilization and focused their struggles on pressuring employers to give them greater wage increases and improved employment status. This has deepened the segmentation between the large firms and the small and medium-sized firms, but workers in the larger firms have succeeded in obtaining relatively strong collective bargaining rights.

Employers targeted this kind of labor relations regime in large factories that provided greater union involvement in workplace regulation through collective bargaining agreements. Employers perceived these institutional arrangements as constraints and tried to bypass the regulatory mechanism by increasing the proportion of onsite subcontract workers in their manufacturing plants. This strategy also succeeded because management pursued standardization of work processes as much as possible, thereby decreasing the importance of worker discretion and proficiency on the assembly line. Technology-driven standardization also helped management pursue this production strategy. Thus using subcontract workers for assembly-line jobs was not technically impossible for auto employers. 

The fact that onsite subcontract employment can provide employers with relatively unrestricted rights to both individual and collective dismissals gave user companies particular incentive to increase this type of employment. This also explains why onsite subcontract employment had become the dominant type of nonstandard work arrangement in the auto industry in contrast to the banking industry, in which direct-hired temps constitute a larger labor segment. In the latter, where economic rationale—reducing labor cost through ILM restructuring—predominates, employers prefer to use direct-hired temps because it is more efficient for them to directly manage and control the workforce. As opposed to this, in the auto industry, where the economic rationale is subordinate to the political rationale and where the circumvention of union regulation underlies the logics of “employment flexibility,” the use of direct-hire temps increases the political risks for employers.

By contrast, the onsite subcontract system provides a safeguard to user companies when labor disputes occur between the contractor and onsite contract workers, because the contractor can easily deny its employer status and refuse to bargain with the employees, while transferring the employer’s responsibility to the subcontractor. Thus, in addition to the fact that the practice has already existed in the manufacturing sector to make the option nearer at hand, onsite contract employment was perceived to be politically less risky.
b. The banking industry

Direct-hire fixed-term employment has been the dominant type of nonstandard employment in the retail banking industry (Ahn et al., 2004). By definition, direct-hire fixed-term employment takes place when employers hire some workers directly on a contractual basis with a fixed ending point, determined by the completion of a task or by a date (Kalleberg, 2000; Houseman, 2000).

A fixed-term contract tends to be used for short-term employment, but this is often not the case in the Korean banking industry. Although employers replaced regular jobs with fixed-term hires mostly for frontline customer service positions, they often renew the contracts over time because they still desire stable, high-quality services from long-term fixed-term employees. Hence direct-hire fixed-term workers are more likely to be perma-temps (employed for years as “temporary,” without benefits equivalent to those of permanent employees). It was during the period between 1997 and 2000 when most significant changes in employment relations accompanying massive downsizing—approximately 40,000 full-time regular employees (out of 130,000 employees) lost their jobs—and an increase in the use of temps were carried out. It is notable that the restructuring pressure was harsh enough for the banking unions to finally agree to a 32 percent employment reduction, even after the first-ever strike in their union history. In contrast, direct-hire temps increased: 5,400 workers were hired in the same period between 1996 and 2002.
The main objective of the banks in hiring fixed-term workers was to reshuffle their costly internal labor markets. The crisis did not bring about the decline of internal labor markets per se, despite the reduction of their size, yet it did result in the separation of teller jobs, which had been incorporated into the internal labor market during the previous decade, from the core internal labor market.
The restructuring of the internal labor market has been implemented so as to construct a secondary subsystem (or a two-tier contingent subsystem) by deconstructing an integrated internal labor market that had included women frontline service employees ranked mostly at the lower level. A large fraction of lower-level customer service and sales jobs have been transmitted to the secondary subsystem. Yet, despite the fact that the industry has been heavily unionized, the union presence has not made fundamental changes to internal labor markets because middle managers (equivalent to 3rd and 4th grade) have made up core union constituencies (Cho et al., 2003).

It is also noteworthy that banks have attempted to stabilize this secondary subsystem by using direct-hire-temps. In fact, the tenure for workers in the secondary system has been longer than is usually expected for fixed-term workers. As we argued earlier, the increase in temps was not an ad hoc response of employers to economic turmoil, and one of the supportive observations is that the increase in temps has continued even after firms’ financial situations became stabilized.

Given that customer service and sales functions that involve some financial security issues are still the indispensable work functions of retail banks, too much flexibility may not be desirable to employers. This is why banks use fewer part-timers, even in call centers, where time-based flexibility could be much more crucial. Although most banks choose a six-month- or one-year-term contract with tellers who have a temporary employment contract, some banks have adopted a relatively longer contract term (2 to 3 years) to stabilize the employment of direct-hire temps. According to the Economically Active Population Survey in 2003, although workers with a one- to two-year tenure still make up the largest group (25.7%) of direct-hire temps, it appears that long-term employment of more than three years is also fairly common in the financial industry (42%), which may stem from the customary employment practice of multiple contract renewals. Given that the employment duration of direct-hire temps tends to be longer in the banking industry than in other financial industries, the proportion of temps with longer tenure is expected to be higher than the average for the financial industry as a whole.

As a survey administered by the Korea Labor Institute partly supports, the primary purpose of employers in rebuilding the banking industry subsystem seems to be different from that in the auto industry. In the auto industry, employers were trying to avoid strong labor unions and thus to divide workers into separate employment systems. However, in the banking industry, union avoidance was not employers’ main motivation in rebuilding a secondary ILM subsystem, as labor and management have developed a relatively cooperative relationship over the decades. The primary objective of unions has focused on economic advantages such as increasing compensation and promotion opportunities. 

Indeed, employers’ main purpose for expanding the secondary subsystem was the high wage costs and corpulent firm organizations attached to the traditional internal labor market in the banking industry. Managers claimed that they found it hard to respond effectively and swiftly enough to the soaring competition and spanning boundaries of the product market with their costly and standardized internal labor market systems. Employers often consider that it might be impossible for an entire firm to move toward a flexible work organization. They raise two problems: a) it is too costly to obtain consensus from an entire organization in order to implement a performance-driven work system; and b) the promotion of the entire workforce to be equipped with skill and knowledge to adapt to an industrial environment may hamper the firm in responding spontaneously to increasingly complicated market demands (personal interview). Hence employers cultivate motivations to draw a discrete line of segmentation within a firm and to implement different human resource and work organization systems within the divided segmentations.
As a matter of fact, most banks have exerted much effort to implement a performance-based system for their core subsystem by elaborating on evaluation-and-rewards systems, performance-based placement systems, and job-based human resource management, and by dismantling seniority-based wage and promotion systems since early 2000. At the same time, they are motivated to hire fixed-term workers in the secondary subsystem because they seek to buffer their core workforce and to give the core a sense of relative stability in the face of market uncertainties.

In the banking industry, employers’ aim in reconstructing the ILM subsystem was not to create an entirely new system but instead to revitalize a system embedded in the existing organization. In other words, the employer strategy of restructuring the internal labor market to implement an explicit secondary subsystem has been learned and developed over the decades. Gender dynamics is the key to understanding this process: the new segmented system replicated the gendered two-tier internal labor market that had existed in the banking industry until the early 1990s. The earlier system was dead as a result of pressure by internal and external criticism of gender discrimination in the early 1990s.

After losing the secondary labor market, many banks started limiting the size of their annual recruitment for frontline service jobs and replaced vacancies with direct-hire temps. By the spring of 1997, just before the economic crisis, direct-hire temps had increased to about 4–5 percent of all employees in most major banks. Because this movement progressed gradually and the growth was not significant enough, labor unions neither paid attention to this increase nor warned employers, despite the concerns of some female unionists (interview, 2004). The combination of the previous experience of a gendered two-tier internal labor market and the use of female-only direct-hire temps seemed to help employers shape their choice to rebuild a secondary subsystem of the internal labor market to be filled completely by female direct-hire temps.
The new secondary ILM is slightly more detached from the core ILM than the previous version of the secondary one upheld by the female banker system, because direct-hire temps are more precarious in terms of job security and career prospects than before. Yet, the workers are still internally sourced and managed, and they usually expect long-term employment. Then, what are the advantages for employers in maintaining this internal system? Although those jobs often involve routinized transactions and work processes that are highly standardizable through the use of advanced technology, they still require significant tacit knowledge, customer interaction skills, and complex, product-related knowledge because of the broadening product market. Moreover, most bank branches that deal with personal customers have not developed a sophisticated business strategy of customer segmentation, and their frontline service workers serve a broad range of customers. Banks seem to retain internal employment policies for direct-hire-temps as they consider that frontline service work contains elements of work processes that are complex, that involve customer transactions which are nuanced or uncertain, and that require a strategy of service quality and customization. This is one reason why banks do not use yet onsite subcontractors or any tertiary employment relations, arrangements often seen in other financial service firms. However, current employers’ pervasive use of so called perma-temps is, from a certain perspective, hybrid and contradictory in terms of its mixture of external and internal employment relationship elements; thus it may not be sustainable in the long run.
2. The second shift

In the second movement of re-regulation, employers made different choices in coping with changing institutional environments. Some incorporated their direct-hire temps into the internal labor market, and others decided to outsource the jobs previously performed by direct-hire temps. The former was found in many banking cases, and the latter was observed in low-wage sectors such as the retail industry. Because service and sales jobs in the retail industry could be performed by agency temps without legal constraints, employers in this sector have even extended the use of TWAs to cashiers’ jobs.

As mentioned earlier, in the banking industry employees require a relatively long time to be qualified to do their jobs, and banks were devoted to improving customer relations on the front line. Moreover, as industrial deregulation lowers the barriers between different financial services, frontline service workers need to be better qualified and more knowledgeable about a variety of products. Responding to this changing work environment, banks had gradually shifted their temps to permanent positions. The 2007 legislation accelerated the process, and many firms actually decided to move their direct-hire temps to the internal labor market. Yet the new positions for the former temps are still differentiated from those of core workers with respect to the career-prospect and wage-determination systems. The older model of a unified internal labor market has been shifting toward a job-based, segmented internal labor market. Triggered by the decision of bank A, where 3,100 fixed-term workers were shifted to permanent positions on a career track separate from the incumbent regular permanent workers, most major banks moved some of their temps into the internal labor market. But the specific ways of doing this vary according to each bank’s conditions, such as the size of its temp pool, its financial situation, the characteristics of its current internal labor market, and its business strategy for frontline service and sales. 

The retail industry showed a somewhat different experience from banking. Outsourcing was not pursued for most job functions, even though there were some exceptions such as collections, simple transactions, and telemarketing performed by call center representatives in the banking industry. However, even though some retailers decided to internalize their direct-hire temps, a significant number of retailers determined to use TWAs in response to the changing laws. While the primary objective of banks was some mixture between saving money and providing high-quality services, the primary objective of retailers was simply cost reduction. In addition, it is noteworthy that the regulations imposed on the retail industry are definitely lighter than those imposed on the banking industry. 

One of the big retailers, A department store, which is unionized, is an example of a firm that transferred some job functions to TWAs. This firm has recently conducted downsizing practices for the last two years and reduced their employees from 5,304 to 2,292. The labor and management of this firm, responding to the new law, agreed to use TWAs for the positions of cashiers and food maintenance workers. A total of 416 jobs were transferred to TWAs, and the regular workers who had performed those jobs were placed in different positions. Since this decision, the firm now deals with three different types of workers in its workplaces: regular permanent employees, some direct-hire temps whose contracts have not yet expired, and agency temps. This company claimed that it was extremely difficult to survive in a business where the margin is narrowing and competition is increasingly serious. Its decision to outsource the jobs was driven mainly by cost concerns. In addition, because it had blended regular workers and direct-hire temps who had been recruited for former regular jobs and paid much lower wages to the temps than to the equivalent regulars, the employer needed to correct this problem in order not to violate the new law’s discrimination clause. 

Conclusion

This study, prompted by the question of a sluggish increase in TWAs in the Korean labor market, examined the different motivations and institutional constraints that affected employers’ choices about using nonstandard employment. It paid particular attention to the changes in institutional contours between deregulations and re-regulations and examined how institutional changes affect employers’ coping strategies and their outcomes.

This study argues that primary business objectives—cost-driven vs. quality-driven—and labor-relations strategies that interacted with changes in labor laws are the key determinants in employers’ choice of secondary employment subsystem. The descriptive statistics and case studies showed that employers have chosen one secondary employment subsystem over another—whether to use direct-hire temps, agency temps, or subcontract workers. Although there is common ground where those three types of nonstandard employment could substitute for one another, each option occupies its own ground separate from the other types and produces different labor market outcomes, such as job security, earnings, and benefits. It also emphasizes that use of TWAs have been constrained by the legal regulations. This characteristic has led employers alternative nonstandard employment strategy to have similar effects and avoid legal restrictions, which has causes much complex relationship between employment and nonstandard workers.    

