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abstract

The economic effects of working hours reduction in Korea

Kwanho Shin, Donggyun Shin, Gyeongjoon Yoo

This paper investigates the effects of hours reduction on growth, investment, and
consumption as well as employment. We adopt the basic framework of the
indivisibility of labor developed by Hansen (1985) and Rogerson (1988) and
extend it by allowing heterogeneity of workers in productive efficiency. On the
basis of monthly panel data constructed from Economically Active Population
Surveys and Household Income and Expenditure Surveys, we estimate the value of
productive efficiency parameter of newly hired workers relative to existing workers
by considering differences between the two groups in unobservable as well as
observable ~worker characteristics. Numerical simulation of steady states
demonstrates that reduction of statutory weekly hours from 44 to 40 leads to a
rise in employees by 4.9 percent. However, GNP, investment, and consumption are
all reduced by 2.03 percent, which is attributed to reduction in the amount of
effective labor input, which in turn comes from reduction of actual average hours
and productivity differences between exiting and newly hired workers.



