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P A study of OECD countries estimates that relying on social insurance
payments reduces formal employment by 8-10% and total employment

by 5% to 6%(Wagstaff, 2009a) _ — .
group for each elderly person (Figure 4.8). That figure is projected to fall to 1.3 by 2050, boosting
tbaludy oL ORD

the burden of social insurance payments and discouraging employmen
countries estirnates that relying on social insurance payments reduces formal em
-10% and total employment by 5% to 6% (Wagstaff, 2009a).~ Shifting to tax financing may
thus accelerate the shift to formal employment.
The compeosition of taxes is also important for growth. There is empirical evidence
that indirect taxes?> have a less negative impact on labour than direct taxes, notably
income tax and social insurance payments (OECD, 2008).%® The burden on labour can be
measured by the “tax wedge”, defined as the difference between labour costs and the take-
home pay of workers as a share of labour costs. The tax wedge in Korea is currently one of
the lowest in the OECD area, reflecting the early stage of development of its safety net
(Figure 4.12) and the importance attached to limiting the burden of taxes and social
charges in order to promote economic growth. The low tax wedge is thus a factor
encouraging labour input in Korea, which is the highest in the OECD area relative to the

ployment b

population (Figure 1.4).
OECD ECONOMIC SURVEYS: KOREA © OECD 2010
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