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ABSTRACT

Since the 1960 s, the South Korea economy has\achiz rapid economic growth, whereas from the mid
1990’s and beyond, servitization showing the growaththe service section over the nominal GDP has
rapidly developed. On the other hand, the servideastry productivity declined, even lower than @ECD
average. These results continue recently throughdtterioration of income inequality. Thereforeg th
objective of this study is to examine the statud aharacteristics of the servitization of South &aor
economy, analyze the causes for the service indsigtroductivity slowdown and income inequality. By
presenting the policy issues for securing the seriridustry’s competition, this study attempts édirte the
policy implications to build the framework for eamic advancement.
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1. INTRODUCTION Namely, the growth of the service industry led its
market importance from 49.5% (1990) to 58.2% (2Gi@)
Since the 1960 s, the South Korea economy hast enabled an expansion in terms of export and imps
achieved a rapid economic growth, whereas frormmtlte  well as employment. These developments in
1990’s and beyond, servitization that shows thevtjramf servitization are evaluated to be the leading fiactn
the service section over the nominal GDP has napidl South Korea’'s economic growth.
developed. The term economic servitization, retetoeas However, despite the fact that servitization is the
a comprehensive concept combined with goods anddriving force to South Korean's economic
services, indicates the phenomenon where the weight development, it is necessary to analyze whether its
production, consumption and employment increasesresults are appropriate in terms of economic e$fect
within the national economy, be means of the servic that include income distribution and resource
industry showing an increase in production andtedpi  distribution. In other words, if the developmenttive
knowledge intensive trends and the outsourcing ofservice industry causes inequality in income
manufacture business services (BK, 2009).other distribution and distorts resource distributionniay
words, servitization refers to the growth of thetitay not be considered a genuine growth, nor be theesi
industry accompanied with the growth of the economy results with respect to resource distribution, whic
In South Korea, there was a consistent growth incould not say the country is in a genuinely
the service industry with the growth of the economy competitive position with other rival countries.
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It is necessary to look into the economic time is considerably low compared to the world
servitization, which simultaneously emerged witle th average (Lee and Ha, 2013). However, the data only
achievement of South Korea's hi-speed economicafter the 1990s indicates South Korea recorded an
growth so far, from two perspectives. Firstly, the 8.7% increase, similar to the level of the wholerl#o

income inequality has become more severe with theanhd OECD countries until 2010, which represents the
development of the economic structure of factthat servitization speed gains more power tinen

servitization. The Gini coefficient, representihg gap
between the rich and the poor, demonstrates a \alue
0.245 (1992) and 0.295 (2009), which shows in aisly

times before the 1990.
South Korea'’s servitization by industry also stautie
grow since the start of the market opening in thd-m

data that servitization has brought about a deepene1995S when the market opening, as showiable 1,

income inequality, with a growth in service indiesr
contributed to an estimated 32% (Choi and Park2R01
Secondly, according to the recent 20Irtustry
Input-Output Table Results presented by (BK, 2018,
manufacturing industry showed an increase from 4&.2
49%, while the service industry declined from 42.3
(2005) to 40.3% (2010). Such results may help dater
that Korea's future economic productivity slowdoamd
structural vulnerability may be deepen and resulthie

weakening of competitive power, when comparing an
increase in the average of top 20 OECD nations from

58.1 to 59.4% to a slight decline of the manufantyr
industry, during the same period (Yoetral., 2012).

Therefore, this study aims at examining the stanhd
characteristics of the servitization of Korea's remmy, as
well as diagnosing the structural vulnerability gmdblems
regarding servitization. After unveiling the meaniand
causes of productivity slowdown, this study interids
present policy issues for setting up the framewfark
economic advancement by presenting policy assigtamen
for service industry for the following: Enhancirigetgrowth
potential for achieving the per capita income iaseeof 4
million dollars, improvement of service balance/gistment
promotion and deregulation.

2. SERVITIZATION STATUSAND
| SSUES

2.1. Servitization | ssues
2.1.1. Servitization

Servitization with respect to an economic structure

has been an international phenomenon. It is knat th

maintaining its nominal GDP level at 56.8% (2000),
58.4% (2005) and 58.2% (2010).

Among the service industries, GDP of traditional
service industries defined as wholesale and regaie and
food and hospitality industry accounts for about
11.2% (2010). GDP of the knowledge service industry
classified into banking, insurance and communicatio
accounts for 25.4% (2010), which is relatively and
respectively below the average of 12.1 and 26.1%
(statistically obtainable) for the 8 OECD countries
(U.S.A., France, Germany, lItaly, Sweden, Finland,
Norway, South Korea) (KITA, 2013). These results
show South Korea's servitization has increasedr afte
market opening but its industrial structure is faiin
growing to assume an aspect of the advancement in
the industrial structure (Park, 2011).

2.1.2. Employment and Labor Productivity

Servitization is a phenomenon that appears
throughout the national economy. Therefore, service
policies should vary according to what effects
servitization has on production, employment andtab
productivity, which consist of national economy.€Th
service industry relating to this influences the
employment status, subsequent wages and labor
productivity. As seen inTable 2, jobs in South
Korea’'s service industry are far more than the
manufacturing and construction industry. It is only
service industry that is consistently creating
employment opportunities, which is considered tb st
stay in low productivity and also vulnerable to
international competitiveness (IMC, 2013).

That is,Table 2 shows the number in employment
by industry indicating employment grows only in the

South Korea's economic structure has also quickly Service industry after the early 1990 s. On theepth

progressed
additional value of the service industry in GDP was

in servitization. The world’s average hand, Table 3 shows added value representing

productivity grows slower than employment so the

53.4% (1970) and 70.9% (2010), up 17.4%, while thegap in the labor productivity per capital with the
OECD members’ average was 55.8 to 74.4%, up 18.6%manufacturing industry and service industry congisiu

South Korea showed an increase from 44.7 to 58.¢%%,
13.5%, during the same period of time. But, theesbe
of the process of servitization over a long perafd
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to increase. Therefore, the labor productivity bé t
service industry is about half of the manufacturing
industry, as of the year 2011.
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Table 1. Service industry share in total GDP (2010) of majmuntries

South Korea U.S.A England Germany Japan Switzerlan OECD average
58.2% 76.8% 77.5% 71.3% 73.8% 71.1% 69.5%
Source: Korea international trade association, 018

Table 2. Trend of employment by industry (Unit: Ten thousgmrople)

1980 1990 2000 2010 2012
Service industry 506 844 1,295 1,638 1,718
Manufacturing industry 308 499 431 414 410
Agriculture, forestry and fishery industries, canostion industry 550 458 382 331 330
Source: Inter-ministry cooperation, July 2013
Table 3. Labor productivity per capita (Unit: Ten thousamain)

2004 2008 2011

Service industry (A) 2,950 3,500 3,860
Manufacturing industry (B) 4,930 6,470 8,510
Manufacturing and service industry ratio (A/B) 0.60 0.54 0.45

Source: Inter-ministry cooperation, July 2013

These results show the labor productivity of the in job creation effects from the growth due to proiibity
service industry was much higher until the late@89  in the manufacturing sector leads to more employmen
when comparing labor productivity between service opportunities available in service industries biriggnany
industry and manufacturing industry. But, the two Self-employed people and irregular workers.
sectors reversed in portion and the gap widenethas Income inequality in South Korea showed general
manufacturing industry’s labor productivity imprave improvements before the 1990 s when the manufagturi
rapidly. A rise in service industry’s labor produity since  industry showed active growth, but it turned forrse
the 1990 s was modest due to an unexpected slowdowfince the 1990 s when the service industry beggnow
when compared to the 1980 s, whereas the manufartur at trend. This became far worse especially in tte |
industry progressed quickly. As shown before, as th 1990 s while going through the financial crisistthi
advancement and servitization of the industrialicsire  the nation. The Gini coefficient gradually decreaem
make progress, the decrease in employment and labd?-389 (1980), 0.345 (1985), 0.336 (1988) and 0.310

productivity may lead to income inequaﬁty_ (1993) However, the Gini coefficient since the 0989
. rose from 0.245 (1992) to 0.295 (2009), maintaining
2.1.3. Income Inequality 0.289 (2011) (Choi and Park, 2012).

In a traditional economic theory, human capital Other income distribution indicators also pointed
gains more importance with the advancement of anout that the income inequality since the 1990s has
industrial, which leads to an increase in income deepened at trend. The income quintile share th&b
distribution. Income inequality has become more divides the 20% of the population with the highest
severe worldwide since the 1970 s, which is regarde income by the 20% with the lowest income has
to have been influenced, on the contrary, by theincreased from 3.72 times (1990) to 4.97 times €300
expansion of the service sector. When it comes toand 4.82 times (2011), while the relative povedter
factors where the progression of servitization loé t representing the population with the income leesis!
industrial structure may aggravate income inequalit than 50% of the middle income also increased from
following are presented: The productivity gap beswe 7.1% (1990) to 12.4% (2011).
the manufacturing and service industry, the The imbalance in income distribution can be
differences in the relative benefit of globalizatiand examined through many economic aspects, but can als
liberalization and weakened functions of national be identified by the difference in labor produdivand
income redistribution (OECD, 2011). the subsequent wage gap between the service igdustr

Some criticize that South Korea, in particular, is and the manufacturing industry. As with developed
experiencing deepened income inequality as thedslom countries, South Korea is also considered to sgative
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effects on income distribution caused by the grgwin The number of registered regulations by sector, as
number of self-employed people based on serviceseen inFig. 1, showed the number of regulations on
industries due to change in economic structureh e the service industry reached 10 times more than the
servitization (Kang, 2012). manufacturing industry. Besides, regulations over t

. . five core sectors announced by the government to
2.14.Import and Export Service Profit Due t0  foster intensively, such as healthcare, education,

Openness tourism, finance and software reached half of the

The international discussion regarding the €ntire service industry regulations. ,
economic servitization and trade openness begée to Due to such excessive regulations, the
tabled through the GATT service trade discussion in9overnment's guidelines for fostering the service
1986 UR negotiation. Since then, the discussion onindustry are on the right track for the continuous
the service industry has begun comprehensivelygrOWth of the South Korean economy. It is regarded
implemented in the General Agreement on Tradethat one of main reasons why the measures to _rwrtur
Service (GATS) under the WTO system. the service industry attempted as many as 20 tlmes

Therefore, with the development of openness, thase ~ Y&ars past have not been more than expected, is tha
been a tremendous increase in the import and egptre ~ derégulation was not implemented properly due to
service trade. The world commodity trade is wotthoud social confllgts. Furthermore, evaluations regagdin
$30.6 trillion (2010) while the service trade of&Trllion ~ Such regulations caused the government to announce
worth, accounting for about 23.5%. The growth wtéhe at the 2014 New Year’s press conference that mkshc_)
world service trade had an average annual of 7mithé  IMPplement deregulation to promote the service
1990s, but rapidly increased to 10.0% in the 20@Qsilar industry. In this respect, public attention is edllas to .
to a rise in the commodity trade. The expansiowarfd yvhether s_uch excessive regulations over the service
service trade is caused not only by the increasthén  ndustry will be eased or not.
importance of the knovyledge—based economy in 2t_3_00,_ 22 Servitization Issues and Causes for
also _by the_ progression of_the economic  serviopati Sluggishness
combined with the manufacturing and service ingustr

Along with these growth trends, the annual average As examined previously, there was a progress of
of South Korea’s service trade rose 10.5% afterytbar  servitization in terms of the process of South Kdse
2000, but the service trade balance continues tmlze  economic growth. Briefly speaking, however, the
state of fundamental deficit. Also, the scale &f service  servitization of South Korea’s economy continued to
trade merely ranks 15 in the world, in comparisdthw develop, whereas the servitization in the manufagju
the manufacturing industry ranking at 7th position, industry turns out to be relatively sluggish.
should call for a need to have a competitivenesthén Results of the international comparison of the iserv
future and make efforts to grow export volumes. input coefficients that come up in the process of

In particular, Table 4 shows a surplus by sector in servitization show that Korea along with Mexico and
such fields as building, transportation and finarveeile China is far behind main OECD countries in termshef
business service, travel and intellectual propeigits servitization of the manufacturing process paréidylin
suffer deficit trends. the manufacturing industry (Lee, 2013). Namely, tSou

. . Korea is considered more vulnerable than advanced

2.1.5. Service Industry Regulations countries to the relationship where the producfiom

Analysis findings of a total of 7,700 registered the manufacturing industry promotes the serviceutnp
regulations (main regulations) listed on the Reguia  Wwhich again prompts the growth of the service indus
Reform Committee, as of February of 2014, showed th
number of regulations on the service industry numde
4,336, while the number of regulations on the  The issues South Korea economy has faced in the
manufacturing industry reached 1,073. As long ascourse of its economic growth and servitization are
common regulations are excepted, the regulationsexamined from the following two broad perspectives:
applicable only to the manufacturing industry merel Firstly, some point out that the service industgsh
numbered 338 while service industry regulationshed continually created jobs thanks to the number afpfe
3,601 (RRC,1998). employed, with the productivity at a low level.

2.2.1. Servitization | ssues

////4 Science Publications 1695 AJAS



Kim and Yoon / American Journal of Applied Scientds(9): 1692-1702, 2014

4000 A
3500 A
3000 -
2500 A
2000
1500 4
1000 A
500
0

.

.Semce Other Citizens. Common Manufacturing
industry  industry  foreigners operators industry

Fig. 1. Number of registered regulations by sector (BaseBeaimuary, 2014) (Unit: Number) Source: Regulatefgmm committee;
http://www.better.go.kr

Table4. Service balance by sector (Unit: $100million)

90 95 00 05 10 12
Service balance -5 27 -28 -137 -183 -141
Transportation -8 -3 -36 37 93 105
Business service 3 9 -31 -61 -135 -152
Intellectual property rights -13 -20 -25 -26 -58 49-
Travel (education) 4 -12(-9) -3(-9) -96(-33) -84034 -58(-43)

Note: Excludes the construction balance (not includetthénindustrial classification) from the internaté balance statistics.
Source: Inter-ministry cooperation, July 2013

The servitization of a manufacturing process in government policies. The income inequality of South
economy, particularly, the degree of servitizatafrthe Korea's service industry is proved to have a laggp in
manufacturing process in the manufacturing industry income distribution as the Gini coefficient indicet
has a relatively high correlation with a natiorevél of representing income distribution show an increabigew
economic development. Therefore, an ongoing ecomomi servitization is being present. The research resilthe
development raises a growing need to employ serviceempirical analysis show the increased proportiorthef
functions by means of efficiency improvements ie th service industry, which takes the Gini coefficiast an
manufacturing industry, new product developmerghhi explained variable, presents statistically sigaific
performance and high added value of existing prteduc ~ consequences (Choi and Park, 2012).

However, the servitization of South Korea’s economy  The real big problem is that such deepened income
sees productivity slowdown conversely aggravate theinequality ripples into the manufacturing industmpd
service balance regarding import and export in thefinally affects the entire economy, causing an ecoic
service sector, which is unable to reflect the atffef depression and competitiveness weakening.
creating more jobs than the manufacturing industhys .
resultsgin Iowjering the added value ar?d causzg the2'2'2' Causesfor Sluggishness

weakened international competitiveness of the entir As mentioned previously, causes for low produdfivit
service industry, being emerged as a big probleth wi and income inequality in South Korea’s service stdu

the recovery of South Korea’s competitiveness. are pointed out. Firstly, the following are the sesi for
Secondly, the servitization of South Korea's |ow productivity:

economy is causing income inequality. In a tradaio
economic theory, income inequality can be caused no. Foundations for service industry development

only by a change in the industrial structure, bab dy became vulnerable because of the firm
various social and economic factors, such as labor  establishment of export-focused economic system
market conditions, technological advances, inflatmd led by the manufacturing industry following the
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economic development alliance, in terms of players have conflicting interests which consedyent
economic and industrial systems. The manufacturingbrings insufficient outcomes.
industry, on the other hand, actively pursued  Comprehensive measures for the service industry in
opening doors to foreign countries and overseasthe past 5 years are so called measures for advente
expansion strategies, successfully enough to creatg;vc, 2012a). That is, comprehensive measuresHer t
sustainable growth and added value, whereas thegryice industry may include foreign expansion méth
service industry results in failing to secure globa 5nq sector-specific measures. As for comprehensive
competitiveness due to primary in-house corporateieasyres, they are designed to concretely seek
ac.t|V|t|es content with domestic market . opportunities for South Korea businesses in theicer
. Wlth respect_t_o the strgctural aspect of the servic gocior to step into foreign markets by easing @nns
industry, traditional service sectors, such as f@od ot many kinds, whereas sector-specific measure$ dea
hospitality and retail wholesale services, have iih preparing and implementing separate measures
lowered entry barriers and contribute to fixing the petween segmented industries in each government
manpower surplus structure where the majority aregjyision. This applies to each sector as shownhi t
livelihood-type self-employment. This enabled the examples: (i) The tourism sector improve the viggtem
manufacturing industry to feature high added valueto attract foreign tourists. (i) The health and dicel
and less working hours, with the service sectorcare sector reduces the regulations by allowing
featuring low added value and many working hours, convenience stores to sell some medical suppliesing
which caused competitiveness no management issue in terms of safety. (i) The
* With respect to building infra in the service education sector expands free economic zones foe mo
industry, a well-organized education training international schools or foreign educational insiins
system for the creative service workforce is to be founded. (iv) The broadcasting or advertiggme
insufficient and a culture of paying the reasonable sector also outlines main initiatives such as bhiing
price due to the lack of recognition to the service the competition structure (KDI, 2013).
This studys as causes for corporate profitability =~ Main policies on South Korea’s service industry
worsening in the short term and corporate have been implemented so far through deregulation
competitiveness weakening in the long term following the market opening. Speaking of the
limitations for performances until now, considembl
Secondly, according to the estimation, income number of policies or initiatives fails to reach an
inequality is caused by the fact that the serviceagreement for system improvement or become a law
industry has lower labor productivity than the due to conflicting interests, being remained as a
manufacturing industry, the ripple effect of the delayed case in system improvement.
manufacturing industry is low when the in-housediab 35 pjrectionsfor Service Industry Development
productivity gap is high, yet the service indussees

employment expansion under way, which therefore ~ TO properly achieve development goals planned
deepens the income inequality. and implemented up to the present in the service

sector, steady and continuous measures are needed,
3. DEVELOPMENT DIRECTIONSAND rather than piecemeal measures. In addition, known
POLICY ISSUESIN SERVICE INDUSTRY successful case studies are needed to be gatheded a

shared and the government primarily needs to move
3.1. LimitationsasMeasuresfor Service Industry forward with tasks with a low social conflict level

simultaneously creating a consensus as a conflict

Policies for South Korea's service industry resolution task. Government-led policies may need t

development have been implemented about 20 times, ipe performed through full consultations with
total, in the last 5 years. Implementing promotion pysinesses, consumers, local community groups,
measures for the service industry brings a suctess related professionals and the national assembly.
such fields as tourism, health and medical care and Basic directions for service industry developméat t
education, but there is also a criticism that imgeases  government has announced recently for initiatived a
the parties concerned between individual economicfresh start are shown inFig. 2 below.
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Basic directions for service industry

e Confributing fo attain an employment rate of 70% through
creating quality job

o Strengthening productivity and nurturing as the high
value-added industty

— -
Ya ™

Strengthening the competitiveness of

Service industry
Infrastructure expansion i .
Tackling discriminstion in tax and promising service sectors
fina sl systsm mahm Contents. information security

Pmmoim %ﬁppﬂ rt ﬁ)r power mdustlly: tourism. business
_ : e - services. culture and art.

Quick respounse to on-site issues in } Review on conflicting issues through

service industry social consensus
Finding out and improving on-site Implementing step by step based on
difficulties on a continual basis adequate social consensus

—

Strengthening performance
Management
(Periodic inspection and evaluation)

Operating [service industrv
development T/F] around the clock

Fig. 2. Basic directions for service industry developmenirse: Inter-ministry cooperation, July 2013

3.3. Policy Issues forward with concrete policy goals and tasks to entile

What was examined so far includes the presentsstatu industry more productive and higher in added vaizsed
issues and causes for sluggishness regarding Soutf" the issues and causes for sluggishness of theese
Korea’s service industry. South Korea’s servitaathas ~ ndustry examined until now, this study intendsptopose
rapidly risen following the market opening but &ls  System supplementations for productivity improvetzem
lower than the OECD average, being evaluated tp sta policy tasks that can correct income inequalitywad as
behind competitiveness with respect to even laborpolicy tasks as basic directions for driving pegibeing
productivity or added value. implemented by the government (IMC, 2013).

Therefore, in order for the government to secure The following are necessary basic directions for
competitiveness of the service industry, it shomidve policy implementations as shown ifrig. 2. (i)
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Eliminating discrimination inherent in the economic Secondly, an awareness of the service industry
system against the service industry and continting should be encouraged in the course of system
expand the service industry’s infrastructure sush a operation. For discrimination improvement, efforts
supporting  the manpower development and should be made to expand occupations and number of
commercialization. (i) Pursuing the strengthenioly  applicants for selection for more skilled workmen
competitiveness by sector based on promising servic gcross South Korea to join the service sector, plus
industries for high added value according to s@@ct yiended support should be provided for skilled
and concentration strategy. (iii) Quick to resolwe- workmen and private skills contests through
site difficulties raised by industrial asspciatioaia_d broadcasting and lectures.

enterprises through constant inter-ministry Thirdly, it is necessary to nurture human resources
collaboration  systems. (iv) ~ Coming up W.'th nd extend vocational education in the serviceosect
devglo_pment plan§, on a step.—by—step and Contlr]uaﬁience, the service sector should build a variety of
basis, instead of piecemeal basis. service manpower nurturing systems so that outstgnd
3.3.1.Measures for Productivity Improvement talents can enter the service sector in the minthsst

and Infrastructur e Expansion man is a core facility and resource.
For improvement initiatives, manpower nurturing

systems should be built with a focus on the
convergence field of the service industry in
consideration of the youth, the incumbent, the
unemployed and the retirees. This should be dore in
reorganizing way where the youth should be able to
cope effectively with the ever-changing industrial
demand through the specialization of the MeistegiHi

School, Vocational High School and Polytechnic
Colleges and universities. For incumbents, more

The service industry is a key sector to support
South Korea’s sustainable economic growth by
leading the domestic demand expansion and job
creation simultaneously. Therefore, increasing
productivity in the service sector is a prereqeisio
strengthening the competitiveness of the service
industry, above all. Service Industry Advancement,
announced by the government, as well as the
productivity improvement should continue to be

constantly implemented on a mid-to long-term basis. ) . o - .
While the service industry, owing to its unique entrepreneurial universities providing educational

characteristic, is made up of mostly intangible training should be founded, whereas re-employment

properties such as knowledge and manpower, thesupport programs for unemployed and retired people
current tax and financial systems are operatedSh°U|d involve the development of a vocational Iskil

primarily with tangible properties. This brings d€velopment program in earnest.
discrimination against the service industry so ¢ans Fourthly, support for business start-ups and
improvement efforts are needed. commercialization in the industry sector should be
Firstly, the service industry subject to tax betsefi expanded. Most of all, research and development
need to be expanded as the elimination of theresults should be supported and commercialized for
discrimination in taxation against the service sty the youth with excellent ideas to be able to start
and tax benefits should also be provided to theamreh businesses and commercialize them. Concrete policy
and development sector, especially to the smadlesiz issues to make it work should include supporting th
research and development service sector. Furtheymor early stage of commercialization of an idea, insieg
for such reinforced supports to produce synergigtiex support for initial business start-up and integtate
manufacturing-based guarantee and export financingacilities to create synergy, as well as extendingport
support should evaluate the status of the financialfor commercializing performances for service
institution in support of the service sector siiatas technology development.
part of building a financial assistance system in

consideration of the characteristics of the serviceg'?"z' Elimination of ncome I nequality

industry. On top of this, eliminating discriminatio To eliminate income inequality, overall labor
should be made so that a new financial assistaystera  productivity in the service industry should be
that reflects the characteristics of intangible pamy- improved, which was suggested previously and the
based service industry can be built. wage gap within the service industry should be
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eliminated. It is desirable to let finance, inswan  3.3.5.Ingtitutional Supplements for Service
information and tele-communication industries with Industry Development

relatively high labor productivity lead productiyit . S
and wage active globalization. On the other hand, The Service Industry Development Act, which is

business service, culture and entertainment anacurrently pending in the National Assembly, shobil
education service ’business which are highly likely enacted as soon as possible to handle variousceervi
grow but still remains, insufficient in labor sectors and foster the service industry systenigtida
productivity, should encourage productivity and other words, it is necessary to prepare the drigygiem

: X for breakthrough development of the service ingustr
income ~levels through deregulation and ~market and reinforce the service industry infrastructlirés also
opening (Kim, 2013). In addition, it is desirableat y

wholesale and retail trade, food and hospitalititjols necessary, on the other hand, t.o build a f_ounde(tllon
. : L the service industry to evolve into a driving forte
are relatively low in labor productivity, push for

business method improvements such as cost savinggOUth Korea’s economy (KASI, 2013).

by operating a joint business and business size 4. MATERIALSAND METHODS
expansion through commercialization. '

S ' e L . This study referred to existing research findings
3.3.3. Eliminating On-Site Difficulties in Service and many Iité/rary works related t(? the servitizataf ;

Industry South  Korea’s economy. Furthermore, the
comparative analysis into various statistical data
. . ) . released by the government and presentation mégeria
service industry and bring up performance in the]c

. . . rom the OECD were used to compare and analyze the
short-time period, customized measures such aarvice industry by country.
deregulation,  financial ~ support and  system A5 causes and points at issue as to why the
improvement should be prepared. That is, it meansseryice industry remains relatively underdeveloped
expanding service procurement products to helpthe basis of the assessment of government policy
businesses participate in public procurement easilyimplementations. This study also presents policgt an
and new venture service businesses should banstitutional tasks to supplement required for $out
encouraged for an active participate in public Korea to attain its advanced service industry.
procurements. Flexible operation should also be

implemented to support foreign education and 5. RESULTSAND DISCUSSION

research institutions, expanding more investment.

To quickly resolve on-site difficulties in the

The research findings of this study are as follows:

3.3.4. Measures for Service Industry-Centered Firstly, the rapid servitization of South Korea's
Domestic Demand Expansion economy brought about productivity slowdown.
Secondly, income inequality has deepened over tecen

The government’'s measures for domestic demandyears. These results can be seen from the relative
expansion is mainly for the manufacturing industry, COmparison between South Korea and OECD nations.
providing a temporary reduction of individual Thirdly, the service md_u_stry turned out to fall_ to
consumption tax for cars and high-end appliances.segu.r? glob_al competitiveness due to bgsmess
But, a need arises as to system supplements tmdxpa activities mainly done in-house and content in the

ice Rand D q d by busi domestic market. These findings are identically
service R an or a greater demand Dy DUSINEWSES ¢ hsirmed in the publication by Yoost al. (2012).

consumers for the service industry (Park, 2013)sTh | 551y corporateprofitability turned out to suffer a
enables development through attracting foreign requction due to lack of education and training for
investments into the service industry by means ofmanpower development, and insufficient recognition
reducing regulations on the entry of foreign to development.

investments into the service sector, so as to secur Then, how can side effects from servitization be
core competitiveness, such as brand and know-how irreduced? The focus of the discussion is on diaggosi

the service industry. Discriminatory factors should the policies enforced by the government and making
also be improved (IMC, 2012b). efforts to reduce the subsequent gap generated.
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Besides, the government should intensively nurturepolicy tasks. The key to these policy issues is to
specific promising service industries or secure improve the service sector productivity and elinina
competitiveness through providing financial support income inequality and secure the fundamental
The government has recently announced policies withcompetitiveness of the service sector, after all.
concrete plans highlighting the strengthening of th Therefore, the policy implications to resolve these
service industry competitiveness through such fundamental problems and develop the service
feedbacks. (IMC, 2014) Growing expections are industry, is to reduce regulations through
arising as to these service industry investmentgiscrimination  elimination, market  opening,
boosting programs. import/export ~ support, service research and
The goal of South Korea's economy oOr geyelopment, nurturing workforce by educational
governement-driven policy implementations, OVer (aining, creating law capable of improving on-site
recent years, is to turn the economy into the adedn jfficulties and supplementing institutional inerti
system. Most of all, opening service market ovessea
and overseas expansion belong to institutional 7. ACKNOWLEDGEMENT
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