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“The major incentive to productivity and efficiency are social and moral rather than financial”

- Peter F. Drucker

Abstract

Intellectual capital and social capital is gaining attention as key variables for sustainability
and prosperity of ‘the next society.” Despite its economic miracle, the old paradigm manual of
Korea has distorted its ability to accumulate intellectual capital and social capital. The unique
situation of Korea requires a customized solution in order to obtain future competitiveness.
The New Paradigm Economic Policy, concentrating on work-life balance and life-long
learning at workplace, may provide a stepping stone for the Korean economy to advance
towards knowledge based economy with abundant social capital.
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l. Introduction

In his book “Managing in the Next Society ,” Peter F. Drucker predicted that a paradigm
shift in socio-econom ic sphere is beginning. According to Druc ker, the next society is a
“knowledge econom y” dom inated by “knowledge workers” that will replace the “m anual
economy” dom inated by physical laborers. = Knowledge econom y “supports creation of
knowledge by organizational employees and helps and encourages them to transfer and better
utilize their knowledge that is in line with company/organization goals.” Knowledge workers
differ from m anual workers as m anual work ers work with his hands to produce goods and
services while knowledge work ers work with their head to produce ideas, knowledge, and
information. Motivations for the knowledge work ers are social and m oral incentives rather
than financial. Therefore, the new paradigm knowledge economy is a post-capitalist economy
that differs from the old paradigm economy that concentrates on capital-labor relationship or
economic growth. It rather pays m ore atte ntion to broad factors of socio-econom ic
development previously neglected such as inte llectual capital and social capital. These new
factors are being acknowledged by m  any sc holars as the essence to sustain  ability and
prosperity.

Studies on knowledge econom y and a new socio-econom ic para digm are gaining more
attention with rapidly increasing importance in intangible assets in the business sector and the
lessons from the global financial crisis in 2009.
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<Picture 1 — Countries Most Affected by 2009 Global Financial Crisis>

<Picture 1> from BBC W orld shows countries most af fected by the 2009 global financial
crisis. Countries less af fected are either countries that do not have enough accumulated
capital to be affected, or countries with high intellectual capital and social capital. According
to various indexes such as Knowledge = Economy Index(KEI) by W orld Bank, National
Intellectual Capital Index(NICI) by United Nation, and Prosperity Index by Legatum Institute,
such countries are generally Northern European countries with advanc ed life-long learning
program and work-life balance. The correlation between advanced life-long learning program
and work-life balance with intell ectual capital and social capit al indicates th at su stainable



future is achievable through improving employment situations.

In regards to susta inability and pro sperity, Ko rea is n ot re ady for the next soc iety. The
economic growth has failed to integrate into acc umulation of intellectual and social capital.
Such failure attributes to the exacerbating employment crisis that leads to income polarization,
high working hours, high industrial fatality rate, increased household debt, and low birth rate.
Poverty is driving people to criminal activities and suicide. As dating becomes less affordable,
marriage and having children are being renounced by younger generation. Fa mily values and
social virtues are disappearing due to plumm eting trust among the m embers of the society .
Such tendencies lead to further depreciation of intellectual and social ca pital. Therefore, in
order to reverse the spiral of plummeting intellectual and social capital, work-life balance and
life-long education needs to be ensured by new employment policies appropriate for the new
paradigm economy. Such policy will im prove productivity and sustaina bility necessary for
the next coming society.

The paper first introd uces the con cept of intellectu al capital and social capital. The paper
then examines the Korean socio-economic situation to identify the symptoms that impede the
accumulation of intellectual and social capital. Finally, the paper prov ides a solu tion, ‘new
paradigm econom ic policy’, aim ed to achieve work-life balance and life-long learning at
workplace is provided as an alternative towards the next society. The implem entation of the
solution will establish the foundation for a sust ainable socio-economic growth for the future
by creating a positive cycle of prosperity.

1. Intellectual Capital

The concept of intelligence capital em erged as a tool to discover va lue creation and value
extraction of intangible assets that af fect quality and productivity . Although there is not a
commonly accepted definition of  intellectual capital (Cabrita and V  az, 2006), the core
concept is related to “knowledge that can be converted into value” (Ed vinsson and Sullivan,
1996) and intellectual m aterial that has been fo rmalized, captured, and leveraged to create
wealth by producing a higher valued asset (Choo and Bontis, 2002).

The origin of the concept is developed af ter the Second World War by Deming and Durant
as a new concept concentrating on knowledge as a tool to enhance quality . Peter F. Drucker
developed this concept to claim  t he em ergence of the knowledge based society led by
knowledge workers. After many years of studies by various scholars such as Sullivan, Sveiby,
Edvinsson, and Lev , knowledge m anagement and intelligence capital is gainingm  ore
attention as the importance of un-explained values of busine sses increase compared to book
values in market value of com panies as shown by <Picture 2>. For exam  ple, Edvinsson
claims that the com pany Google’s total value consists of 90% intellectual capital and 10%
financial ¢ apital. As the socio-e  conomic paradigm makes trans ition towards the new
knowledge economic paradigm, the importance is expected to increase even further.
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<Picture 2 — Un-explained value vs. Book value>

Intellectual capital cons ists of business recipe, human capital, or ganizational capital, and
relational capital. The four =~ components deal with productiv ity and ef ficiency of the
organization varying by capabilities and attitudes of its members. General intelligence capital
assessment includes the following criteria:

(1) Business recipe — increased employment and competitiveness

(2) Human capital — capability, attitude, and maintenance

(3) Organizational cap ital(internal s tructural capital) — human resource developm  ent,
organization, and culture

(4) Relational capital(external structural capital) — trust

Such criteria have been developed by m any sc holars and have been standardized by the
World’s largest intellectual capital assessment organization, Actcell Corporation. The mixture
of the values, as shown on <Picture 3> is not shown on the balance sheet, but is of critical
importance to a company’s future success. The psychologically supportive design contributes
to innovation and enhanced productivity.
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<Picture 3 — Value Platform from worldicmanagement.com>

According to Leif Edvinsson’s recent book “National Intellectual Capital: A comparison of
40 countries,” the top 10 nations over the last 15 years in term s of in tellectual capital are:
Finland, Sweden, Switzerland, Denmark, United States, Singapore, Netherlands, Norway, and
Canada. Korea was ranked 21 *, which is lower than its Asian rivals such as Singapore(6 th),
Japan(14™), and T aiwan(17"™). Edvinsson noted that count  ries with high accum  ulated
intellectual capital “invest the highest percentage of gross domestic product in education
(5.4%-7.4%), have the highest ratio of broadband subscribers, the highest level of e-readiness
and they in vest the hig hest perc entage of GDP in R&D.” The result is also sim ilar to the
findings of Knowledge Assessm ent Methodo logy(KAM) developed by the W orld Bank.
According to Edvinsson, the weakness of Ko rea lies on its low investm ent on education,
especially on life-long learning programs and economic incentives that are directly related to
employment. Therefore, in order to accumulate intelligence capital, Korea needs to invest in
education and alleviate the employment situation.

I11.  Social Capital: Trust

Social capital is ano ther socio-economic concept that is gaining more attention as a factor
of sustainab ility. The idea origin ates from the old ideas of Alexisde T  ocqueville who
attempted to explore the strength of the societ y in its social cohesion and connectedness. In
his book “Social Capital and Development: The Coming Agenda,” Francis Fukuyama defines
social capital as “shared norm s of values th at prom ote social coope ration, instantiated in
actual social relationships.” Schol ars such as Ro bert Putnam claim that social cap ital is an
essential component of democracy and market economy. While social capital is important for
social stability and political progress, it is also essential for sustainable economic growth.



Among the different forms of social capital, trus t directly correlates to confidence in trade,
investment, em ployment, and econom ic perf ormances. For exam ple, a study by Stephen
Knack and Phillip Keefer show th at with everything held consta nt, 10% rise in the level of
trust is asso ciated with .8% of econom ic growth. Therefore, trust is the most common ly
accepted index for m easuring the relationship between social cap ital and econom ic growth.
Since the p aper seeks sustain ability in a soci o-economic perspective, the paper will also
concentrate on trust in stead of other social capi tals such as networkability , civil ethics, and
virtues.

The Merriam-Webster Dictionary defines trust as “assured reliance on the character, ability,
strength, or truth of someone or something; dependence on som ething future of contingent.”
In economics, trust is defined as “the situation when agents expect a particular agent to do
something.”" Francis Fukuyama finds trust as an econom ic catalyst that reduces the cost of
transaction, enables new forms of cooperation, a nd furthers business activities, em ployment,
and prosperity. He also claim s that higher level of trust pr ovides (1) lower adm inistration
costs; (2) higher institutional reliability; and (3) large and efficient organizations. Lower level
of trust, on the other hand, yields (1) corrupti on and trade with influences; and (2) sm all and
inefficient organizations. This explains how societies without sufficient level of trust may fail
to achieve targeted economic growth with abundant amount of capital and labor.

In 2009, Deutsches Institute of W irtschaffsforschung(DIW) Berlin Socio-Econom ic
Panel(SOEP) has found that there is a strong  correlation between the level of trusta mong
members of the society and th e level of socio-econom ic development. The study shows that
education and em ployment are hi ghly inf luential e lements determ ining the lev el of trust.
Income inequality , poor labor environm  ent, une mployment andi nadequate education
negatively impact the accumulation of trust.

Korean society serv es as a m odel example of how inadequate em ployment and education
can negatively af fect the leve 1of trust in the society . According to Sam sung Econom ic
Research Institute(SERI), the trust level of Korea is 24™ among the OECD member countries.
This is one of the lowest am ong the develo ped countries. Sim ilar result was shown by the
Legatum Institute’s 2010 Prosperity Index, in which Korea ranked 59 ™ in the world socia 1
capital ranking. Such low level of trust am ong members incurs high social cost as shown
above by the claim s of Francis Fukuya ma. Si nce education and employm ent are such
important factors of trust accumulation, Ko rea needs to im  prove its education and
employment situation to obtain sustainability through social capital accumulation.

V. The Situation in Korea

The intellectual capital and social capital of Korea suggests th at there is a need to improve
the em ployment and education. In order to pr ovide a custom ized solu tion, it is important
explore the current socio-economic situation and examine the problem.

On the surface, Korea is experiencing phenom enal economic growth rate. The grow th of
Korean Gross Domestic Product(GDP) reached .2% in the midst of the 2009 global financial
crisis. In 2010, the growth ra te reached 6.1%. The two number s are significantly higher than
most of the developed countries. According to the International Monetary Fund(IMF),
Korean GDP ranked 15 ™ largest in the world. It is estim ated that Korea export has reached
470 billion dollars yielding a surplus of 40 billion. With the highest number in history, Korea
is ranked the 7 ™ lar gest exporting country in the wo  rld. W ith the exceptional econom ic




performance, Korea is expected to becom e one of the lar gest economies in the near future.
Therefore, Korea seems to be the model country on the right tr ack to become a country with
advanced development.

However, the econom ic growth m easured with quantitative indexes such as GDP can be
misleading when measuring prosperity and sustainability. As United States Senator Robert F.
Kennedy said:

“...Gross National Product counts air pollution and cigarette adve rtising, and ambulances to
clear our highways of carnage... It counts the de struction of the redwood and the loss of our
natural wonder in chaotic sprawl... Y et the Gross National Product doe s not allow for the
health of our children, the quali ty of their edu cation or the joy of their play . It does not
include the beauty of our poetry or the stre ngth of our m arriages, the inte lligence of our
public debate or the integrity of our public of  ficials... It m easures everything, in short,
except that which makes life worthwhile.”

Therefore, it is im portant to analyze the resu lts of other q ualitative in dexes in order to
diagnose the problem inherent in the Korean society.

Various indexes show that that the recent growth has failed to integrate into socio-economic
development. The recent report by the Korea Development Institu te(KDI), the potential
growth rate is continuously decreasing due to the dec rease in p roductivity. Su stainable
growth is a pre-requisite for a sustainable fu ture. Sustainable growth is not achievable
without potentiality which grows in accordance with productivity. According to the Hyundai
Research In stitute, the impairing mom entum is caused by the Korean growth m  odel that
remains at its less ef ficient developing country model. The m odel is highly labor dependant
as labor input is responsible for 41.9% of th e Korean economic growth. The institute claim s
that the current Korean growth model has not progressed since 1980s. This also means that as
long as the quality and producti vity of labor does not im prove, the Korean economy may not
be able to secure sustainability. Therefore, it is important to explore the employment situation
in Korea in order to find a new paradigm solution for sustainable future.

Despite Korea’s high dependence on labor , Korean employment situation and labor force
utilization is one of the worst am ong the developed countri es. The Labor force participation
rate is the lowest am ong Organization for Economic Cooperation and Developm ent(OECD)
members. According to the OECD Em ployment Outlook 2010, Korean em ployment rate is
62.9% in 2009 which is lower than the OECD average of 64.8%. Considering that the
employment rate of Switzerland, Netherland, and Germany is 79%, 75.8% and 70.4%, the
Korean economy is not f ully utilizing its la bor resources com pared with other developed
countries. The comparison is shown by <Picture 4> and <Picture 5>. According to the OECD
Factbook 2008, 30.0% of the employed population of Korea is self employed. In contrast, the
OECD average self-em ployment rate is 15.8%. Considering 26.4% of the self-em ployed are
bankrupt and 33.3% of the wage-w orkers are te mporary workers, the practical employm ent
rate is likely to be signif icantly lo wer than th e nom inal rate. Therefo re, fewer p eople are
generating incom e in th e Korean economy comp ared to o ther countries lead ing to f urther
wealth and income polarization.



<Picture 4 — Employment Rate of Korea, UK, Netherlands, and Switzerland>

<Picture 5 — Employment Trends of Korea, Netherlands, and Germany>

The reason how the Korean economy was able to achieve such economic growth with low
labor force participation is because most em ployed Koreans overwork themselves, therefore,
increasing the labor input. As shown by <Picture 6>, an average Korean full-tim e worker
works 2,256 hours annually as com pared to the U.S.(1,768), Japan(1,714), England(1,646),



and Germany(1,390). The impact of the excessive working hours include: (1) less productive
labor; (2) higher possibility of industrial di ~ saster occurrence; (3) less new employm  ent
opportunities; and (4) inadequate work-life balance.

<Picture 6 — Annual Working Hours Comparison>

The cost of overwork is shown by industria | disaster rates s hown by <Picture 7>.
According to International Labor Organization(ILO), 22.5 people per 1,000 die at work place
in Korea. The num ber is significantly low comp ared to other developed countries such as
US(4), Germ any(2.4), Sweden(1.6), and Japa n(0). The econom ic losses due to these
industrial disasters are estim ated to be 16.2  trillion won(14.7 billion in U.S. dollars).
Considering the devastating im pact the industria 1 disasters have on the workers’ family, the
aggregate social impact is immeasurable.

<Picture 7 — Fatality Rate of OECD Countries>



Such system increases the stress and fatigue of workers, leading to less productivity. Labor
productivity of Korea has ranked 28 ™ among OECD m embers which is 46% of that of the
U.S. Losses from overwork not only have a ne gative impact on productivity and growth, but
also im pede foreign capital inflow by m aking investm ent in Korea less attractive. Such
phenomenon is also known as ‘Korea discount’ which refers to continuous under-valuing of
Korean firms by foreign investors. Korea disc ount leads to low stoc k-prices, under -priced
manufactured products, and low brand value. For exam ple, only Sa msung Electronics has
placed its nam e on the top 100 valuable brand s, with the next valuab le company of Korea,
LG Electronics, being 168 ™. Low labor productivity and high  cost of industrial disaster
contributes to the loss of trus t from foreign investors on Korean companies. Therefore, there
isaneedtoi mprove productivity and redu ce the cost of industr  ial disasters through
alleviating the excessive working hours the Korean workers bear.

Korea also spends too less on education and training at workplace. According to the OECD
Employment Outlook 2009, Korea spends .14% of its GDP towards training and education at
workplace. On the other hand, Den mark spends 1.31%, Belgium spends 1.3%, Netherland
spends 1.09%, Germany spends .77%, and England spends.32%. Productivity of workers also
depends on education and training. In a hi ghly labor dependent econom y like Korea,
investment in hum an capital is crucial to  improve productivity . Co ntinuous education at
workplace provides flexibility as it allows workers and organizations to adapt to the changing
socio-economic environm ent. Therefore, itis  the key to sustainable future through
accumulation of intellectual capital and social capital.

In summ ary, Korean econom ic gro wth is p lagued by inef ficient use of labor , in creased
unemployment, and incom e polarization. A downward spiral is form  ed i mpairing the
potentiality of the socio-econom ic development. Korean so cio-economic growth is not
sustainable if the trend is not rev ersed. Itis clear thatin order to reve rse the trend Korea
needs to improve its employment situation. This paper does not provide impractical solution
such as simply creating new jobs. The solution this paper provides is a new paradigm solution
that not only alleviates the em ployment rates, but also restores in tellectual and social capital
and change the socio-econom ic foundation of Ko rea in order to pursue sustainable future
development.

V. New Paradigm Solution
A. Concept

The New Paradigm solution provided by this paper is d esigned to acc umulate intellectual
and social capital through i mproving work-life balance and establishing life-long learning
program. The solution tar gets to im prove th e em ployment situation of Korea through a
mixture of ‘job sharing’ and ‘life-long educat ion at workplace.” The reduction of working
hours and increased employment through job sharing and well established life-long education
program at workplace will tr ansform the physical-oriented labor cap ital in to kn owledge-
based labor capital and shift the Korean socio-economic with enhanced innovative
capabilities.

Job sharing is an em ployment arrangement in which two or more people share tim e to do
tasks typically conducted by fewer people. This entails less pe r income wages in exchange
for less working hours. The idea originated from the experience of the Germ an car company,
Volkswagen. In the early 90s, V olkswagen struggled against the em erging Japanese m otor
companies. The com pany, suffering from significant decrease in sales and profit, decided to



lower the working hours of its workers from 36 hours to 28.8 hours and cut 10% of the wages.
The decision saved app roximately 20,000 jobs and became a m ilestone of a new business-
labor relation. Volkswagen’s case serves as a model example to companies seeking increased
labor productivity while securing employment.

In Korea, it was first introduced by M oon Kook-hyun, form er CEO of Y uhan-Kimberly
Korea in a different form called the “New Paradigm” which applied education and training in
the lost hours of work caused by job sharing. During Moon’ s term as CEO, Yuhan-Kimberly
faced economic crisis that not only devastate the Korean economy but also th e entire Asian
economy: the Asian financial crisis, also known as the IMF crisis in Korea. Moon decided to
adopt a sys tem utilizing “4 team s, 2 shifts” po licy instead of “3 team s, 3 sh ifts” policy. A
portion of the reduced working hours were used for education and training. Due to the new
policy, the ¢ ompany was initia lly burdened with increased cost of e ducational training and
preserving wage cuts for the workers. Howeve r, the labor union resp onded with cooperating
to enhance efficiency and operating 24 hours. Therefore, the cost was shared by both business
and workers. W ith job sharing, Y uhan-Kimberly was able to overcom e the Asian financial
crisis without firing anyone. Its sales increased 212%, and ne t profit increased 628% in 5
years since the beginn ing of the cris is. The su ccess story of Yuhan-Kimberly has triggered
further studies and adoption of New Paradigm.

The success of Y uhan-Kimberly Korea has brought attention to the idea of New Paradigm
from the business field. According to Minist ry of Em ployment and Labor , m ore than 200
companies including POSCO, Candle 1978, Kolmar Korea, Lock & Lock, and Samjung P&A
adopted the New Paradigm policy. All com panies faced dif ficulties initiating the po licy, but
were soon rewarded with significantly enhanced productivity. Industrial disaster decreased by
25% and external claim decreased by 2.39% in the m anufacturing sector and 80% in the
service sector. With 5.61% annual increase in  productivity, Gross profit of the companies
increased by 6.88%, and the net profit incr eased by 26.6%. In order to promote New
Paradigm policy by other com panies, com panies that applied New Paradigm have created
New Paradigm Club led by Y uhan-Kimberly, POSCO, and KEPC O. The originator of New
Paradigm, Moon Kook-hyun, established the New  Paradigm Institute to prom ote huma n
investment and employment opportunities. Therefore, a new movement in the business sector
is emerging towards finding a win-win solution.

The process of New Paradigm is shown in the relationship between business and labor. The
process begins with transform ation of la borers through working ho ur adjustm ents and
education. Once the transfor mation occurs, productivity increases lead to increased sales and
profit. Portion of the benefits from the increased sales and profit is distributed to enhance the
welfare of the workers. W orkers, with improved income and welfare, will then participate in
more constructive and cooperative relationship with businesses. This will then ensure a m ore
secure employment for workers and simultaneously create new jobs in the existing workplace.
Therefore, the cycle of the New Paradigm model in the m icro pers pective inc ludes the
following stages: (1 ) in vestment in hum an resources to tr ansform workers ; (2) p ositive
outcome (increase in sales and profit due to en hanced productivity); (3 ) fair distribution of
profit; (4) establishment of cooperative busines s-labor environment; (5) secure em ployment
and providing new employment opportunities.

The basic result of the process is shown by the following picture. As shown on <Picture 8>,
the redu ction of excessive working hours a llows new people to enter the workp lace and
improve the work-life balance for both the existing workers and new wor kers. Once life-long
learning program is established at each workpla ce, productivity and ef ficiency of labor will
increase as quality of workers im proves significantly. This will m ake room for innovation to
take place resulting in pros  perity and m ore room for employm ent. The New Paradigm



Institute and the National Assembly’s Special Committee for Job Creation have predicted that
the 4 m illion new jobs can be created through universal im plementation of New Paradigm.
Since New Paradigm also transform s worker s to become innovative and productive in
workplace, the existing jobs and th e newly cre ated jobs w ill also be s ecure and s afe jobs
unlike the current exhausting temporary jobs.

<Picture 8 — Basic Concept of New Paradigm>

The implementation of New Paradigm will also provide macroeconomic advantages. Newly
created jobs by New Paradigm will lower unemploym ent and increas e labor participa tion.
This alleviates the s everity of inco me polarization as m ore people are generating incom e.
More people working with fewer working hours will als o lower industrial dis asters and
provide more time for leisure. This allows people to balance between life and work which is
necessary for social harmony. The overall proc ess will enhance the do mestic economy and
improve national competitiveness.

B. Effects on Intellectual Capital

The application of New Paradigm not only creates new jobs but also has been proven to
significantly increas e the level of intellectu  al capital. According to Mirae Managem ent
Institute, th e applica tion of New Paradigm has achieved high level of intellectual capital
accumulation. In term s of ‘business recipe,” employment opportunities have increased from
7.69% to 57.4% and com petitiveness of business, worke rs, inte llectual capac ity, ethica 1
administration have increased from 13.73% to 69.64%, 7.69% to 78.57%, 13.21% to 89.29%,
and 13.46% to 62.50% respectively. In terms of ‘human capital,’ creativity has increased from
10.91% to 64.29%. Attitudes chan ged significantly as absorp tion to innovation, sense of



ownership, and social responsibilities have increased from 7.27% to 66.07%, 14.29% to
60.71%, and 24.07% to 69.64% respectively . Work-life balance has increased from 5.36% to
48.21%. Regarding ‘organizational capital,” the effectiveness of human resource management
program in term s of content, tim e, budget, se 1f-development, and career m anagement have
increased from 14.29% to 83.93%, 10.71% to 78.57%, 17.86% to 73.21%, 10.91% to 85.71%,
and 7.27% to 62.50%. Communication among members, transparency of internal information,
ethical administration, and trust has in creased from 10.91% to 64.29%, 16.07% to 78.57%,
and 22.22% to 66.07% respectively. In terms of ‘relational capital,” trust from costumers and
business partners has increased from 31.48 to 69.64% and 40.74% to 71.43% respectively.

Such significant increase in intellectual capital suggests that transformation of workers and
organization has been successful. Or ganization led by more educated workers with enhanced
work-life balance provides positive ef fects on various areas of intellec tual capital. A lthough
such values may not appear as book value, the accumulation of intellectual capital will serve
as the major source of competitiveness in the near future. As mentioned in the second chapter
“II. Intellectual Capital,” 90% of Google’s value consists of intellectual capital. Nation-wide
application of New Paradigm will allow Korean businesses to adopt the m  ore innovative
management m odel with high intellectual capita 1 as that of Google. This will lead to
increased productivity which allows elim  inating the devaluation of Korean fi ~ rms and
products known as the Korea Discount.

Such effect on intellectual capital and growth is sustainable since intellectual capital is not
depreciable and is only am assable. Once New Paradigm is successfully im plemented, the
competitiveness of companies will depend on its qua lity of the life-long learning program as
higher quality of the program yields higher level of intellectual capital. The life-long learning
program by com panies will not succeed if the knowledge and intelligence provid ed in the
program is inappropriate or obsolete. Ho wever, initial success of New Pa radigm
implementation will create the dem and for more advanced knowledge by workers and allow
self-development. Workers will acknowledge if the program is not effective or inappropriate
leading to self-purifying process. Therefore, successful initiation of Ne w Paradigm ensures
sustainable accumulation of intelligence capital and growth.

C. Effects on Social Capital: Trust

As mentioned above, enhanced employm ent and education situation improves the level of
trust in the society . Higher level of e ducation through life-long learning program s and
enhanced work-lif e balance throug h job sharing will rev  erse the do wnward spiral of
plummeting trust. The current m anual economy considers labor as a depreciable commodity.
This leads to a downwards spiral of (1) over-protective labor unions ob sessed in maximizing
short-term wages; (2) plumm eting com pany loyalty; (3) less chance of innovation; (4)
concentration on short-term profit by com panies leading to further perception that labor is a
depreciable commodity; and (5) proliferation of temporary workers.

As the cycle continues, social cap ital and trus t dim inishes which further incurs socio-
economic cost. The implem entation of New Pa radigm increases the level of trust as
businesses becom e more confident towards th eir workers’ productivity . W orkers becom e
more conf ident toward s businesse s as worker s are no lo nger consid ered as dep reciable
commodity; instead, they are co  nsidered as partners playing their roles for constant
innovation. Increased level of trust will rev erse the relation ship between business and labo r
into a more constructive relationship that will reduce the co st incurred by labor strikes and
disputes which is approx imately 2 trillion won(approximately 1.8 billion U.S. dollars). This
also m akes investm ent in Korea more confiden tinthe eyes of foreign investors, thus,



eliminating Korea discount.

Accumulated social cap ital through New Paradigm will also further increas e the level of
trust among the m embers of the society which will result in social co hesion and harm ony.
Enhanced confidence and reinforced social virtues will decrease =~ moral hazards and
asymmetric information that plagues the m arket economy. Studies by Assicurazioni Generali
shows that higher level of social capital yields lower possibilities of moral hazard. Studies by
Giovanni Millo and Giacomo Pasini conf irm that so cial capital reduces moral hazard. The
reduction of moral hazard lowers the chance of market failure and attracts more investment as
people feel more confident about the market system. Ultimately, sustainable prosperity can be
achieved through such enhanced level of trust.

VI Conclusion

The world socio-economic paradigm is shifting from the old m anual economy to the new
knowledge economy Accumulation of intellectual capital and social capital is crucial in order
to compete in the new knowledge econom y. Inad equate work-life balance due to excessive
working hours and lack of life-long learning at workplace has drained intellectual and social
capital of Korea. Therefore, in order to resolve the issue and shift the Korean socio-economic
paradigm to obtain sustainability, Korea must consider the implementation of New Paradigm
which is a com bination of job sh aring and life-long learning at work place. Reduction of
excessive working hours and increased educati on will tran sform laborers into ‘kn owledge
workers.” increase opportunities for employment and innovati on which further accum ulates
intellectual and social capital.

Well established life-long learning program s and enhanced work-life balance will
transform the lives of the Korean people as shown on <Picture 9>. Hum an beings who were
only considered as a depreciable commodity are currently overworking themselves in order to
provide short-term profit to companies. Under this system, productivity continues to decrease
along with the level of intellig ence and social capital. W ith New Paradigm, work becomes a
part of a person’s life which can be balanced with other im portant factors of prosperity such
as health, family, learning, giving, self-realization, volunteerism, and leisure.

<Picture 9 — Human Transformation>



Human transform ation through New Paradigm will also lead  to Socio-econom ic
transformation will take pl ace as shown on <Picture 10 >. The current m anual economy
provides 24 million unsafe jobs which consist of considerable number of temporary workers.
After the nation-wide application of New Paradi gm the previous jobs will transform into 28
million hea Ithy sus tainable job s f or Korean univers ity graduates who have f inished
professional skills. The new jobs will have synergy effects with new industries such as social
businesses and eco-friendly industries.
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<Picture 10 — Socio-economic Transformation>

VII.  Challenges

In order to implement New Paradigm, a certain level of tru st must be reached. Bus inesses
need to be conf ident th at the work ers are ¢ apable of positive transf ormation with f ewer
working hours. W orkers should be able to tr  ust the businesses to share a portion of the
increased profit in com pensation of the lost wage s. Despite its advantages, the application of
New Paradigm has been lim ited due to fear : (1) com panies are un sure abou t whether
increased productivity is worth the cost of more employees; (2) labor unions reject the idea of
shared jobs since it redu ces the inco me earned by working overtim e; (3) policy m akers are
unable to pass legislations prom oting New Para digm fearing they m ight lose support from
labor unions and business owners. L ack of trust also plays a crucial role; the level of distrust
is so high that each side fears that the initiation of the new system will only serve the interest
of the other side. There fore, successful application will req uire ‘a gre at social compromise’
among government, business, and labor sectors.

The ‘great social com promise’ is made by three actors: business, labor , and governm ent.
The three actors m ust interact and cooperate in order to produce the optim al outcome. The



compromise between b usiness and labor inclu des: (1) es tablishing an appropriate shifting
schedule and working hours; (2 ) establishing life- long education program to transfor m
workers; (3) guaranteeing fair personal m anagement system ; and (4) negotiating fair
distribution of profits. In orde rto prom ote laborers to par ticipate in the negotiation for
adopting New Paradigm, policy makers can present legislation that rest rict working hours to
2000 hours a year , mandate 100 hours of traini ng and education, and transform te mporary
workers to regular workers. The governm ent can also provide incentiv es for businesses by
providing consultation and guide lines regarding New Paradigm , and tax benefits for the
initial implementation cost.

Therefore, in order to achiev e the compr omise, al | sect ors w ill have to rebuild trust by
making concessions. (1) Businesses, understand ing that their investm ent on hum an capital
will result in increased productiv ity, should guarantee that the wages or benefits of the pre-
existing workers are not going to be reduced si  gnificantly. (2) Labor unions, understanding
that less working hours would in crease the quality of life, sh ould be cooperative in allowing
more employees in the production line. (3) Policy-makers, instead of shunning to admit ‘New
Paradigm’ is neither a conservative nor a liber  al policy, should be proactive in bringing
businesses and labor unions on the table. The spread of successful case studies and legislative
support will also facilitate the application in the near future. Therefore, while ‘New Paradigm
serves as a for mula for accum ulating ‘tru st,” ‘t rust’ also serve as a prerequ isite for the
implementation of ‘New Paradig m.’ Once this cycleo  faccum ulation is form ed, the
sustainability of future growth will be significantly enhanced.
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VIII. Way Ahead

Improving work-life balance a nd life-long learning is not only a Korean dom estic issue.
European countries with decreasing fertility ra tes and working age population seek to find
ways to achieve greater social cohesion and eradicate poverty through active ageing and high
level of employm ent. According to for mer Prime Minister of Ne therlands, W im Kok,
“European growth depends lar gely on having more people in the labour m arket, even though
ageing m akes the working population decline. T o deliver this strategic objective, Europe
needs to invest in a high-skilled labour force and to find the right balance between flexibility
and security .” Therefore, the changing enviro nment is attrac ting m ore atten tion towards
intellectual and social capital accumulation.

Global leaders such as W im Kok, and Moon Kook-hyun is currently preparing to propose
ISO 38000 to the International Or ganization for St andardization(ISO) to replace the current
ISO 26000. ISO 38000 is an upgraded version of ISO 26000 that includes international
standards of work-life balance and life-long learning. According to the two leaders, in 201 1,
workshop for the concept of ISO 38000 will take place around the world. In 2012, the
proposal will be m ade which will be backed by the drafting comm ittee that will be activ e
from 2013 to 2015. Public hearing is planned to take place in 2016, and the final app roval is
aimed to be made in 2017.

Pursuing sustainability and prosperity thr ough work-life balance a nd life-long learning is
becoming a global standard. An era of hum an-oriented and knowledg e-based economy is
emerging. Korea cannot compete to survive in the new socio-economic paradigm as long as it
remains in its cu rrent m anual econom y. Crea tive innovation m ust tak e place in order to
transform the Korean socio-econo mic paradi gm to the new hum an-oriented knowledge
economy. New Paradigm can serve as the key  to reverse the current cycle of plummeting
intelligence and social capital. Korea is currently at the crossroad. It must choose between the



path of rem aining in the ol d paradigm m anual economy or com pete in the new w orld of
knowledge economy.
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