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A Study on Mutual Relationship between Korean Income Distribution
during 1980s-1990s and Huge-scale Housing Supply Policy
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Abstract

This study aims to examine the relationship between the improvement of the income distribution index from the late
1980s to the 1990s and large-scale housing supply projects such as the 2 million housing construction project. Looking
at Korea's economic development in terms of income growth and distribution, GDP has continuously increased since the
establishment of the government, especially in the late 1980s. The Gini Index, a representative income inequality index,
rapidly deteriorated in the early 1970s, and gradually improved from the late 1980s. The 2 million housing construction
project, announced in 1988, supplied a third of the existing nationwide housing stock of 6.5 million units in three years. The
project cost was 65 trillion won, equivalent to 50% of Korea's GDP at the time. This study questioned whether the ratio of the
number of employed workers in the construction industry was a variable directly affecting the Gini Index. To verify this, the
causal relationship between the proportion of employed workers in the construction and manufacturing industries and the
Gini Index from 1979 to 2008 was statistically analyzed. For this, the ARIMA model was established for each variable, and
the correlation of their residuals was verified. The 2 million housing construction project had the effect of improving income
inequality in terms of rising wages for production workers and creating jobs for the low-educated and low-income class.
During the project period, the number of middle-income earners increased sharply, and the income gap between the high-
income and low-income earners greatly decreased. The expansion of the construction volume can be used as a powerful
and direct policy tool for improving income distribution. However, the effect may be limited. When the proportion of workers
exceeds the threshold, the effect is weakened..

Keywords: Income Distribution(5£48H), Gini Index(X|L|Z%), the 2 million housing construction project(ZE42002tS Z4-AALR),
Labor Market(‘=sAIE), ARIMA(CIZ|DIZE)
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Fig.1.Gini Index and Worker Ratio of Each Sector
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Table 1. Regression Model of Gini Index’s Residual using X of
Making Labor (Inversed)'s Residual

Statistics

Multiple Correlation Coefficient 0.585509

Coefficient of Determination 0.342821

Adjusted Coefficient of Determination 0.306311

Standard Error 0.008055

Samples 20
Coefficient plancore t—value p-—value

Error
Constant 0.001052 0.001811 0.580553  0.56874
X(8 years lag) 0.650709 0.212353 3.064278 0.006681

Table 2. Regression Model of Gini Index’s Residual using X of
Construction Labor (Inversed)'s Residual

Statistics

Multiple Correlation Coefficient 0.752021

Coefficient of Determination 0.565536

Adjusted Coefficient of Determination 0.549445

Standard Error 0.005432

Samples 29
Coefficient stnen t—value p-—value

Error
Constant 0.000619 0.001012  0.61198  0.54567
X 1.396815 0.235616 5.928365 2.56E-06
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Table 3. Regression Model of Construction Labor (Inversed)'s
Residual using X of Maker Labor (Inversed)'s Residual

Statistics
Multiple Correlation Coefficient 0.628181
Coefficient of Determination 0.394611
Adjusted Coefficient of Determination 0.360979
Standard Error 0.003765
Samples 20
Coefficient stnn t—value  p—value
Error
Constant -0.00011 0.000847 -0.12739  0.900042
X(8 years lag) 0.340005 0.099262 3.425341  0.003017
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