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ABSTRACT 

Thirty-five years after the introduction of the 

minimum wage system in South Korea, concerns 

over the minimum wage system continue. While 

various problems have been raised, such as the 

burden of employers, a decrease in employment, 

and a rise in prices due to the increase in the 

minimum wage, the minimum wage for 2020 was 

set at 8,590 won, less than the pledge of 10,000 

won. However, some say that a simple increase in 

the minimum wage cannot solve the problem in 

terms of income redistribution and increased 

aggregate demand. Rather, there is even an opinion 

that an increase in the single minimum wage causes 

an increase in the Gini coefficient and deterioration 

of income redistribution. Amid this controversy, 

the differential application of the minimum wage is 

being discussed to compensate for the 

shortcomings of the current minimum wage. 

By examining the purpose of the minimum wage, 

this study aims to ultimately set goals that the 

government should pursue through the system and 

find applications that meet those goals. When 

setting goals, the purpose of the minimum wage 

system was defined from both welfare and 

economy perspectives, and we tried to focus on the 

impact of the minimum wage on low-wage/low-

skilled workers to be protected. 

As a result of examining each model by referring to 

several previous studies, the minimum wage 

system by age is appropriate in terms of welfare 

and the minimum wage system by industry is 

appropriate in terms of economy. In terms of 

welfare, the disadvantages affecting low-wage, 

low-skilled workers and other workers were mainly 

reviewed, and in terms of economy, economic 

effectiveness was mainly considered along with the 

unemployment rate affected by the policy. In 

addition, the Living Wage Ordinance, a system 

similar to the form of the minimum wage system 

by region, was examined. 

Through the above study, the advantages 

and disadvantages of the introduction of each type 

were examined, and finally, it was judged that the 

amount should be discussed above the poverty line 

no matter what form the minimum wage was 

implemented. 

Keywords: Minimum wage, Differentiation, 

Employment, Welfare, Labor Market 

 

1. INTRODUCTION 

In 1894, the first statutory minimum wage system 

was New Zealand’s Industrial Conciliation and 

Arbitration Act. Successively, Australia, United 

Kingdom, and United States passed the minimum 

wage act, and Korea enacted the minimum wages 

act in December 31 1986. The initial period’s 

minimum wage was only applied for certain type of 

industry or business, which are considered as a 

low-income, but it has gradually expanded the 

range of application. 

Currently, among 37 OECD member countries, 29 

countries enforce minimum wage, and according 

to Global Wage Report 2020-21: Wages and 

minimum wages in the time of  COIVD-19, 

“minimum wages, statutory or negotiated, exist in 

90 percent of the 187 ILO member states”. Also, 

“globally, around half of the countries that have a 

statutory minimum wage have a single national 

minimum wage rate; the other half have more 

complex systems with multiple minimum wage 
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rates, determined by sector of activity, occupation, 

age of employee or geographical region.” 

In 2016, as one of a presidential election pledge, 

₩10,000 minimum wage was insisted. Although 

achieving initial goal failed, the minimum wage in 

2021, a year before the end of his term, was set at 

₩8,750, about 45.1% increase from 2016’s 

₩6,030. However, the rebuttal is also suggested 

that simply increasing minimum wage cannot 

improve employees’ standard of living and 

alleviate income inequality. 

Because each country’s price level, social and 

economic conditions are different, simply 

comparing minimum wage level cannot be an in-

depth research about the policy’s adequacy. 

Moreover, because of each country’s diverse 

differentiated exceptions, it is hard to estimate with 

collective standard. 

More than 100 years have passes since the 

introduction of the minimum wage system, and 

many countries adjusted minimum wage system 

with making exceptions, such as differentiated 

minimum wage rates determined by industry, age 

of employee or region. These exceptions aim to 

minimize the negative effect of minimum wage. 

However, Korea’s researches are more focused on 

the amount of minimum wage and its effect than 

differential applications. Although differentiated 

exception of minimum wage is written in law, it 

has never been implemented except in the first 

year of the introduction of the minimum wage. 

In economic field, it is still controversial about the 

minimum wage’s effect. Past discussions were only 

limited to reduction in employment, but with the 

real world’s complexity, the idea is further 

expanded. There are three remarkable ideas about 

the minimum wage’s effect: employment 

dynamics, new employment creation, the proper 

level of minimum wage. To resolve the problem, 

adjusting the amount of minimum wage can be a 

solution, but the differentiated minimum wage rate 

also can alleviate the negative effect. 

Therefore, this paper would inspect the purpose of 

the minimum wage and set the goal which the 

government should prioritize when it decides the 

minimum wage. Moreover, this paper would 

analyze types of the differentiated minimum wage 

rate and verify that each model is suitable for the 

goal. 

This research is focusing on the suggestion of 

different minimum wage model for Korea. 

To achieve the goal, minimum wage’s purpose and 

effect are listed to help the readers’ understanding 

the background of the policy. Each model’s 

explanation and pros and cons are also explained 

for readers who only know about the Korean 

minimum wage model and do not have any idea 

about the other models. Finally, the research 

provides the minimum wage model which is fit to 

the purpose of the minimum wage and suggests the 

evidence. However, each model’s explanation and 

pros and cons let people decide detailed operation 

of the policy with considering whether it is 

appropriate to each country and the way to 

minimize the demerit. 

The aggregate period of the trend of the minimum 

wage unemployment rate is four years in total from 

July 2016 to July 2019. In the case of the recent 

two years, data were excluded from consideration 

for fear of being distorted due to COVID-19. 

In terms of a single minimum wage, the minimum 

wage and unemployment rate were estimated by 

KOSIS as the value of the total age added to the 

economically active population by gender/age. 

In the case of the minimum wage by age, KOSIS 

used the economically active population by 

gender/age to calculate the unemployment rate for 

each of the three age groups aged 15-19, 20-59, and 

60 or older, and calculated the unemployment 

elasticity along with this trend. 

In the case of the minimum wage by industry, data 

on the "economic effect of the minimum wage 

differentiation" of Kyung Yeop Cho were 

referenced. When the real minimum wage increases 

by 3%, the minimum wage for each year is 

assumed to increase the minimum wage to 3% for 

industries with low productivity and high impact 

rate, and for other industries, the legal minimum 

wage reaches 10,000 won in 2021. 

Minimum wage: Minimum wage is “the minimum 

amount of remuneration that an employer is 

required to pay wage earners for the work 

performed during a given period, which cannot be 
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reduced by collective agreement or an individual 

contract”. 

Differential application of minimum wage: It is an 

exception to the application of the minimum wage. 

The types of differentiation can be age-

differentiated, sectoral, or regional. 

Low-skilled worker: Low-skilled worker is the one 

who received less education, or who has low 

productivity. Usually, young or elderly employees 

are included. 

2. Research Background 

Study on differentiation of minimum wage 

application (Sang Gyun Cho) 

This paper suggests Japan’s minimum wage system 

and concludes with examining scenario of 

differentiation of minimum wage in Korea. 

However, the review is focusing too much on why 

differentiation should not be applied. It is 

undeniable that current single minimum wage in 

Korea has flaws, but this paper argues the 

maintenance of current minimum wage system 

with only suggesting the flaws of other 

differentiation models. Each model has pros and 

cons, so every factor should be considered so that 

the model which is better fit to Korea should be 

decided. Also, this paper does not mention 

statistical evidence about economic impact of 

minimum wage when discussing about the 

minimum wage system in Korea. 

Economic impact of differentiation of minimum 

wage application (Gyeong Lyeob Cho) 

This paper calculates economic impact, especially 

on unemployment level, of industrial 

differentiation and argues to adopt it. The paper 

fully addresses the industrial differentiation among 

the differentiation models, but it might be not 

enough to decide the direction of the policy 

because not all differentiation models were 

considered. 

Reflecting the limit of other studies, this paper 

suggests four types of minimum wage 

differentiation and provides the statistical evidence 

to show the fitness to Korea. 

3. The objective and impact of 

minimum wage 

According to The International Organisation of 

Employers’ Guidance Paper, governments’ prior 

goal with minimum wage is to protect low-income 

workers. There are five general objectives of 

minimum wage policies: fairness/ reducing 

inequalities, poverty alleviation, imbalance of 

power in the employment relationship, and 

incentives to work. 

The Minimum Wage Commission in Korea 

introduces the purpose of minimum wage specifies 

that minimum wage is a system that protects low-

income workers by intervening in the wage-setting 

process between labor and management, setting the 

minimum wage level, and forcing them to pay 

more than this level by law. 

Article 32 (1) second line of CONSTITUTION OF 

THE REPUBLIC OF KOREA stipulates that “The 

State shall endeavor to promote the employment of 

workers and to guarantee optimum wages through 

social and economic means and shall enforce a 

minimum wage system under the conditions as 

prescribed by Act.” 

“The purpose of this Act is to stabilize employees’ 

life and to improve the quality of the labor force by 

guaranteeing a certain minimum level of wages to 

employees, thereby contributing to the sound 

development of the national economy.” 

(MINIMUM WAGE ACT Article 1) 

Practice of minimum wage raises the wage of 

workers who are earning less than the minimum 

wage to levels above the minimum wage, and it 

brings following effect. 

(1) Resolving the low wage reduces the wage 

gap and contributes to improving income 

distribution. 

(2) By guaranteeing workers certain level of 

living standard, employees’ lives are 

stabilized, and labor productivity 

increases. 

(3) Avoiding wage-based competition and 

paying appropriate wages, fair 

competition and rationalization of 

management are promoted. 
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According to the post-Keynesians’ wage-led 

growth theory, wage-led growth through pro-labor 

distribution policies can lead to a short-term 

economic revival. Because low-income class’s 

Marginal Propensity to Consume (MPC) is higher 

than high-income class’s MPC, increased low-

income workers’ income, which is heavily affected 

by the minimum wage, increases demand, and the 

increase in demand leads to an increase in money 

volume, which improves the economy. According 

to Marc Lavoie and Engelbert Stockhammer’s 

Wage-led growth: concepts, theories and policies, 

“domestic demand regimes are likely to be wage 

led in most economies.” 

Based on the prior analyses, the objectives of 

minimum wage can be categorized into welfare 

side and economic side. 

In welfare side, protecting low-income workers and 

ensuring living standard are important, so each 

minimum wage exceptions’ effect on employment, 

new employment, and employment dynamics will 

be compared. Also, poverty reduction effect will be 

discussed in this paper. 

In economic side, minimum wage’s impact on 

economies, expect employment, such as effect on 

product market, wage-led growth, and benefit for 

business, will be included. 

4. Each Country’s Minimum Wage 

Application Model 

4.1 Single Minimum Wage 

Single Minimum Wage is the application of the 

same minimum wage nationwide without making 

any exceptions in age, sector, or region in the 

application of the minimum wage. 

 

The advantage of single minimum wage  

The single minimum wage can avoid problems 

which come from differential application of 

minimum wage. 

The disadvantage of single minimum wage  

Each sectors’ management condition and labor cost 

burden are different, and because of substitution 

effect, low-income, low-skilled workers decrease in 

employment can be accelerated. Compared to 

2017, the average increase in employed people in 

2018 fell from 316,000 to 97,000, and the Gini 

coefficient increased significantly to 0.347 in the 

first quarter of 2018(Gyeong Lyeob Cho, 2019). 

4.2 Age-differential Minimum Wage 

Age-differentiated Minimum Wage is 

differentiating minimum wage depends on the 

employees’ age, and its rages are different from 

country to country. 

The advantage of age-differentiated minimum 

wage  

Because of substitution effect, if the minimum 

wage increases, low-skilled workers receive 

disadvantage in labor market. Therefore, age-

differentiated minimum wage can offset the 

drawback and maintain the portion of low-skilled 

workers in total employment. Moreover, according 

to Jan van Ours, “substantial increase in youth 

minimum wage would not only harm youth 

employment, but might also stimulate youngsters to 

leave school earlier.”  

The disadvantage of age-differentiated 

minimum wage  

The age-differential minimum wage might be a 

violation of the ACT ON PROHIBITION OF AGE 

DISCRIMINATION IN EMPLOYMENT AND 

ELDERLY EMPLOYMENT PROMOTION. Also, 

the employment of youth and elderly is an area that 

may have to be dealt with an additional policy. 

4.3 Sectoral and Occupational 

Minimum Wage 

Sectoral and Occupational Minimum Wage is 

differentiating minimum wage depends on the 

sector, occupation, or business. 

The advantage of Sectoral minimum wage  

The sectoral minimum wage can protect low-

skilled industries because increase in minimum 

wage might cause the withdrawal of not only low-

skilled jobs but also the businesses that rely on 

low-skilled jobs. 

The disadvantage of Sectoral minimum wage  
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The sectors, whose minimum wages are set low, 

can be stigmatized as a low-wage sectors, and it 

can cause inequality and conflict among 

employees. Moreover, dual structure of labor 

market can be aggravated, and there is not enough 

statistical data which can support reasonable 

standard for differentiation of industry.

5. Minimum Wage Application Model 

in Korea 

In the case of Republic of Korea (ROK), Korea 

adopts single minimum wage system. 

In Korea, the minimum wage “shall be determined 

taking into account the cost of living of employees, 

the wages of similar employees, the labor 

productivity and the distribution of income, etc. In 

such cases, the minimum wage may be determined 

by type of business.” (Minimum wage Act, Article 

4, paragraph 1 and 2) 

 

The exceptions of minimum wage application are 

- Wages, other than those paid regularly once or 

more often each month, which are determined by 

the Minister of Employment and Labor 

- Wages, other than those paid for the contractual 

working hours under Article 2 (1) 7 of the Labor 

Standards Act (hereinafter referred to as 

"contractual working hours") or the contractual 

working days, which are determined by the 

Minister of Employment and Labor 

- Other wages determined separately by the 

Ministry of Labor as inappropriate to be included 

in the minimum wage amount. 

(Minimum wage Act, Article 6, paragraph 4) 

 

However, in Korea, there has never been practical 

case of differential application except in 1988, the 

first year the Minimum Wage Act was enacted. 

6. Models and grounds that fit each 

point of view 

6.1 Perspectives 

There are two perspectives that this research would 

introspect the minimum wage system with: welfare 

and economy. 

In the perspective of welfare, two following factors 

would be the considering point. 

-Whether low wage workers can be protected or get 

less disadvantage  

-Whether minimum wage is effective to alleviate 

poverty problem 

On the other hand, the universality of welfare will 

not be considered because of Minimum Wage Act 

Article 6: “The minimum wage shall not apply to 

an employee with a very limited working capacity 

due to a mental or physical handicap; Other 

employees to whom it is deemed inappropriate to 

apply the minimum wage.” If it is valid in current 

Korean minimum wage system, differential 

application of minimum wage also should be 

considered equivalent to a single minimum wage in 

the perspective of welfare’s universality. 

In economic perspective, minimum wage’s impact 

on macro economy, specifically on the employment 

would be the major consideration. There are two 

judging factors. 

-Minimum wage’s overall impact on employment 

-Minimum wage’s impact on job creation 

6.2 Welfare 

In the perspective of welfare, age-differential 

minimum wage is the most appropriate system. 

The first basis that we should apply a single 

minimum wage system is the universality of 

welfare. The purpose of the minimum wage itself is 

to stabilize workers' lives by guaranteeing a certain 

level of livelihood, and the minimum level of 

livelihood of workers does not change depending 

on the industry and age. However, in the case of a 

single minimum wage system, it is clear that low-

skilled/low-wage workers are disadvantaged in the 

labor market. The disadvantage is that the 

minimum wage system is for the minimum living 

level of workers, which threatens not only the wage 

level but also the job search itself. Ultimately, due 

to this, the poverty problem cannot be solved due 

to its low effectiveness. Moreover, the universality 

of welfare will not be considered because of 
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Minimum Wage Act Article 6: “The minimum 

wage shall not apply to an employee with a very 

limited working capacity due to a mental or 

physical handicap; Other employees to whom it is 

deemed inappropriate to apply the minimum 

wage.” If it is valid in current Korean minimum 

wage system, differential application of minimum 

wage also should be considered equivalent to a 

single minimum wage in the perspective of 

welfare’s universality. 

In the case of the specific minimum wage system 

by industry, there is an advantage that 

disadvantages can be reduced by reducing the 

minimum wage rate by applying the optimal 

minimum wage for each industry. However, the 

minimum wage system by industry is only an 

approach in terms of increasing the efficiency of 

the minimum wage, and it is not appropriate in 

terms of welfare because it does not reduce 

disadvantages by considering low-wage, low-

skilled workers in particularly. 

The minimum wage system by age is appropriate in 

that it not only has a welfare aspect but also 

reduces the disadvantages they receive in the labor 

market by targeting minors and the elderly who 

choose low-skilled low-wage jobs. 

6.3 Economy 

In the perspective of economy, industrial 

differentiation is the most appropriate system. 

 

In the graph above, the vertical axis is the 

unemployment rate, and the horizontal axis is the 

rate of increase in the minimum wage for each 

year. The unemployment rate of the 20-59 years 

old group remains unchanged even in the minimum 

wage increase, while that of the 15-19 year olds 

and 60 year olds and older group shows a large 

change in the unemployment rate every time the 

minimum wage increases. 

If the minimum wage is designated as 90% of the 

youth for these two age groups and calculated 

along with unemployment elasticity in the wage 

curve, the unemployment elasticity of 15-19 years 

old is 1.1, and the unemployment elasticity of 60 

years or older is 1.05. And the calculation results 

are as follows. 

Table 1. The unemployment rate for the ages 

 July 2016 July  2017 July  2018 

15-19 years 4.9% 6.2% 6.3% 

Over 60 1.7% 1.9% 1.7% 

 

7. About the Regional Minimum Wage 

Regional Minimum Wage is differentiating 

minimum wage by region so that the minimum 

wage can consider price level and living expenses. 

For instance, in US, central government decides the 

central minimum wage, and each state government 

individually set state minimum wage above the 

central minimum wage with considering state’s 

situation and price level. In case of Japan, central 

minimum wage does not exist, and each region set 

the minimum wage autonomically. 

At the time of enactment of [Minimum wage Act], 

opinions to apply the regional minimum wage were 

reviewed, differentiation of the minimum wage by 

region was rejected because it can cause conflicts 

between regions. Also, the problem that regional 

minimum wage can lead to a vicious cycle of 

further hollowing out the local economy by causing 

job shortages in areas with low minimum wage was 

proposed. (Sang Gyun Cho, 2018). 

The reasons that regional minimum wage is not 

considered in this research are two. 

First, some local governments in Korea have living 

wage ordinances aimed at contributing to 

stabilizing workers’ lives and improving the quality 

of life in various fields such as education, culture, 

and housing by supplementing the problems of the 

existing minimum wage system. However, the 

basis for legally implementing this system does not 

exist, so its effectiveness is insignificant. 
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Second, Korea is a one-day life zone, so the 

difference of price level between region is not 

enough to differentiate minimum wage. Hose 

pricing might be the problem, but not a small 

amount of people’s workplace and living place are 

different. Therefore, differentiating minimum wage 

cannot solve the problem. 

8. Conclusion 

It can be seen that the implementation of the 

minimum wage is aimed at two purposes: welfare 

and economic revival. Various types of minimum 

wage systems are being implemented to achieve the 

above objectives, and in this study, they were 

classified into single, age, and industry types based 

on differential application criteria. In terms of 

welfare, the appropriate form is the minimum wage 

by age, which is most suitable for welfare purposes 

in terms of protecting low-wage, low-skilled 

workers in the labor market. A model that is more 

economically consistent is differential application 

by industry, which can play a role in most 

effectively reducing the side effects of the current 

minimum wage system, such as employment 

reduction, by reflecting differences between 

industries. As another differential measure, there is 

a minimum wage system by region, but this is not 

appropriate for the situation in Korea and is not 

subject to consideration because similar living 

wage ordinances already exist. 

In this study, we examined various forms of the 

minimum wage system and examined whether it 

meets its purpose, and the most important point is 

to increase its effectiveness and reduce side effects 

when operating the minimum wage system. When 

the minimum wage rises, inflation inevitably 

follows. Therefore, even if the minimum wage 

rises, there will be a difference between the 

nominal wage and the real wage. Workers who 

receive wages that are not affected by the minimum 

wage may be burdened by inflation, and real wages 

may fall. Therefore, when setting the minimum 

wage, the government should come up with 

measures to minimize the side effects.   

Even if the minimum wage is raised, workers' 

salaries will not actually rise if the non-compliance 

rate is high. Therefore, it is necessary to come up 

with a plan to thoroughly implement the minimum 

wage. 

For the purpose of implementing the minimum 

wage, there is a guarantee of workers' living, and 

the amount for guaranteeing living should be more 

than enough to make a living. According to Yoo 

Sun Kim (2019), in statistics on working hours per 

week required to cross the relative poverty line 

with the OECD's minimum wage, it is necessary to 

work 61.6 hours as of 2015 to cross the poverty 

line for four-person households. This shows that it 

is not suitable for the situation in Korea, which sets 

52 hours a week as the maximum amount of work, 

and that the minimum wage needs to be raised. 

Even if differentiation is made, adjustments need to 

be made above the amount crossing the poverty 

line. 

Finally, the minimum wage has set the minimum 

wage limit, and this line is only intended to protect 

workers' living standards. In order to guarantee 

workers' human rights, the social conventional 

wisdom that the minimum wage equates with the 

general wage should be changed, and the unpaid 

minimum wage should also be reduced through 

strict regulations. If the government makes efforts 

at the social level through institutional 

improvement and members of society pay attention 

to and speak out on related issues at the personal 

level, social inequality will gradually decrease. 

9. Limitations and Significance 

This study aims to expand the perspective on the 

implementation form by classifying the differential 

application form of the minimum wage system 

implemented around the world and examining each 

pros and cons. However, a clear limitation of this 

study is that it may be difficult to compare the 

minimum wage by industry with the minimum 

wage by industry in economic terms because data 

on the minimum wage by industry were not 

calculated in the same way. Therefore, it is 

desirably considered to create a separate model in 

subsequent studies and conduct a comparative 

study between the two models. In addition, since 

the unemployment rate and the employment rate 

are judged based on those who show an intention to 

engage in economic activities, it is sometimes 

difficult to fully reflect factors such as losing their 

intention to find a job due to employment 

difficulties. Therefore, when conducting follow-up 

studies on the minimum wage, I think that 

determining whether jobs change based on the 
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employment rate can produce results that reflect the 

real economy more. 
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