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An Analysis on the Spatial Wage Structure of Korea

— A New Economic Geography Approach —
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Abstract

This study aims to probe spatial distribution of economic activities of South Korea, with a special focus on the linkages in
wage level across regions. Helpman (1998) model is employed to identify the spatial structure of the entire economy, which
then helps suggest desirable policy directions for regional development. The estimation results indicate that the Korean
economy, wages in particular, can indeed be characterized by a salient core-periphery structure, while changes in transport
cost seem to exert little influence on its agglomeration pattern. Subsequent simulations yield differing effects of possible
income support policy. For the core region which no longer benefits from concentration, the government should aim at less
developed localities, while targeting of regional centers may prove more effective when promoting underprivileged peripher-

al regions.
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Table 1. Descriptive statistics

Variable Average Standard Deviation Minimum Maximum Observation
GRDP (billion won) 7,515.5 24,087.4 3325 282,432.4 160
Regional wage (10,000 won) 2122.0 3325 1,563.9 3,610.8 160
Regional land price (10,000 won) 50.4 61.3 7.4 502.6 160

Sources: Statistics Korea (2018a; 2018b) and Ministry of Land, Infrastructure and Transport (2018)
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Figure 1. Spatial distribution of major variables
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Table 2. Estimation results

M 3] @) (4)
B -0.4177* (0.094) -0.461* (0.109) -0.653** (0.155) -0.635* (0.163)
B, 0.018** (0.006) 0.018™* (0.006) 0.019** (0.007) 0.019*** (0.007)
Bs 57.953"* (19.343) 59.178** (20.380) 55.563** (19.760) 55.027*** (20.078)
B, -0.928™* (0.304) -0.923** (0.308) -0.867** (0.295) -0.869* (0.297)
College degree 0.001 (0.007) -0.001 (0.002)
Agriculture -0.005  (0.008) -0.006  (0.008)
Manufacturing 0.001 (0.001) 0.001 (0.007)
Service 0.243*  (0.128) 0.248*  (0.130)
o 54.781%* (18.159) 55.598%* (18.926) 51.962%** (18.235) 51,595 (18.481)
o 0.928** (0.008) 0.923** (0.011) 0.917** (0.010) 0.919%* (0.012)
T 0.017** (0.001) 0.017%* (0.001) 0.017* (0.001) 0.017* (0.001)
o(1-p) 3.944 4304 4.303 4156
o/(c—1) 1.019 1.018 1.020 1.020
Observation 160 160 160 160
R? 0.740 0.741 0.751 0.751
Adjusted R? 0.735 0.734 0.741 0.739

Note 1. Numbers in parentheses are standard errors.

Note 2. ***p<0.01, ** p<0.05, * p<0.1

Note 3. “College degree” measures proportion of regional population with 2-year college education or more. “Agriculture”, “Manufacturing”, and “Service”
indicate proportion of regional population active in the corresponding sector.
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Figure 2. Simulation on the core region
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Figure 3. Simulation on a peripheral region
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