[I. Developing Key Performance Indicators and
Productivity/Performance Benchmarks

for Performance Based Remuneration Systems in Korea

By
PROFESSOR DR JISOO YU

77



1.0 Korea’'s Economy

Since the early 1960s, Korea has achieved an incredible record of growth and
integration into the high-tech modern world economy. Four decades ago, GDP
per capita was comparable with levels in the poorer countries of Africa and Asia.
In 2004, Korea joined the trillion dollar club of world economies. Today, its GDP
per capita is equal to the lesser economies of the European Union. This success
through the late 1980s was achieved by a system of close government/business
ties, including directed credit, sponsorship of specific industries, and a strong
labour effort. The government promoted the import of raw materials and
technology at the expense of consumer goods and encouraged savings and

investment over consumption.

The Asian financial crisis of 1997-99 exposed longstanding weaknesses in
Korea’s development model, including high debt/equity ratios, massive foreign
borrowing and an undisciplined financial sector. Growth plunged to a negative
6.9% in 1998, then strongly recovered to 9.5% in 1999, and 8.5% in 2000.
Growth fell back to 3.3% in 2001 because of the slowing global economy, falling
exports, and the perception that much-needed corporate and financial reforms
had stalled. Led by consumer spending and exports, growth in 2002 was an
impressive 7.0%, despite anemic global growth. Between 2003 and 2005,
growth moderated to about 4%. A downturn in consumer spending was offset by
rapid export growth. The GDP and GDP per capita of Korea is as follows:
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Figure 1 : GDP and GDP per Capita of Korea

GDP and GDP per Capita of Korea

GDP US$ 679.67 billion
GDP Annual Growth 4.64%
GDP per capita US$ 12,742.51

GDP per capita growth 4.14%

(source : IPS National Competitiveness Research 2006 Report)

2.0 Towards Labour Market Reforms

In 2005, the government proposed labour reform legislation and a corporate
pension scheme to help make the labour market more flexible, and new real
estate policies to cool property speculation. Moderate inflation, low
unemployment, an export surplus, and fairly equal distribution of income
characterize this solid economy. Since the Asian financial crisis of 1998, the
Korean economy opened up quickly to the outside world and Korean companies
were pressured to downsize their workforce due to low profitability and excessive
debt ratios. Many companies which traditionally followed the Japanese system
of life-long employment, in a closed internal labour market switched to the
performance based system practiced in United Kingdom and the United States of

America.

Companies admitted that the seniority-based wage structure, which do not link
wages to productivity and or performance was affecting competitiveness and
companies financial situation is affected. In the current economic situation,

characterized by shortened life cycle of knowledge, companies need to

79




continuously restructure to remain competitive. This would involve displacement
of non-performing workers. The Government however is under pressure to
provide social support to those who have been forced to leave their jobs and
address the issue of an aging working population. This had created a conflict of

interest between companies and the Government.

There is a need for collaborative efforts between industries and the Government
in such a situation. For the industry, it is urgent that they flexibly implement and
pursue a performance-based wage system to resolve the management issues
created by life-long employment. To initiate this, there is a need for the
Government to initiate provide administrative support and financial incentives to
induce businesses to adopt such a system. However the issue of mandatory
retirement age need to be first resolved before the performance based system
can be successfully implemented. This would involve investment in training and
retraining of retrenched workers so that they can be re-employed more easily into

the labour market.

An alternative would be to ensure the mandatory employment of middle-aged
workers and extend their employment in a seniority based wage structure by
introducing the “wage-peak system”. This system adjusts the wage level of
middle-aged employees lower in accordance with their productivity. This could
bridge the conflict between labour and management. Different systems are
being used in different situations to suit the needs of the environment. The
mandatory retirement system is being used in Korea as a means of employment
adjustment in a situation of congestive personnel management and under the
pressure of wage costs within a closed internal labour market structure. It also
implied that the labour unions could have tacitly agreed to this situation.
Therefore there is indeed a trend towards the implementation of a wage system
that is linked to productivity and or performance to enhance competitiveness and

ensure employment stability.
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3.0 Employment Issues

3.1 Aging Working Population

Among the Labour Market Changes? is the issue of the aging working population
and youth unemployment. The recent employment-related issue that has risen to
the forefront in Korea in relation to Korea’s aging population is the mandatory
retirement system and the transition to a system that does not consider age as a
criterion for personnel management. Two economic considerations could be
raised with regard to this issue. First, there is the need for a more efficient use of
the aging population as human resources given the current demographic
changes where the aging population grows larger and the number of youth
drops. Further, with globalization, more importance is put on the efficiency of
flexible employment and the rapid adaptation to external shocks rather than
efficiency from nurturing firm-specific human capital through life-time
employment. Therefore, the second consideration is the need for labour market

flexibility in this market environment.

To draw up laws and institution which promote the employment of the aged,
there is a need for comprehensive plans and policies within the overall cycle.
Considering the low status of middle-aged and aged employees in the labour
market, business should not be the sole player to undertake the responsibility of
aged employment, and neither can the government take matters entirely into its
own hands. Given the features of the middle-aged and aged labour market and
the lack of a multi-lateral system to ensure security for the old aged, it is
imperative to create laws and institutions which can address the issues faced by
aged employees from a comprehensive perspective. While aged population of
today find much of their support coming from the National Pension Scheme,
retirement pay, private pensions, savings and help from their children, these
alternatives are not sufficient. Therefore, there is a need for policies to pursue

short- and long-term plans in order to promote the employment of the aged. This

2 KDI Annual Report, Feb. 2005
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would include a comprehensive policy direction for the seniority-based wage
system, the wage peak system, retirement pay, and old-aged pension in relation
to the paradigm of the Japanese senior employment law, as Japan and Korea

share a similar labour environment.

3.2 Youth Unemployment®

While the aging population is a concern for business fearing long-term labour
shortage, the recent increase in youth unemployment has provoked public
criticism on poor quality labour supply. The rate of youth unemployment rose
from 4-5% in the mid-1990s to 12% in 1998, and has since declined to around 6-
8% in the 2000s. In particular, the share of young population in the unemployed

workers has exceeded 50% in recent years.

Youth unemployment is important in two respects. First, young workers
accumulate their human capital through learning-by-doing during the early stage
of their career. Thus being idle when young means less human capital later on,
and it eventually reduces their productivity throughout their career. Second, a
worker-job match is an important component in labour productivity, and job
shopping during the early stage of a worker’s career is an important mechanism
through which the worker can improve his/her productivity match. Being idle

during this stage means less-searching, and thus a lower productivity match.

One study results indicate that sectored changes in employment and output have
affected aggregate labour demand in favour of young workers, which rules out
the possibility that youth unemployment has increased due to demand deficiency.
The further supply of young workers has steadily fallen due to lower birth rates
and increased education, which also rules out a simple supply explanation.
There is a possibility, however, that the rapid educational upgrading among the

young has caused a qualitative gap between labour demand and supply. The

% ibid
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rapid increase in college graduates are absorbed in the labour market mostly
through occupational downgrading during the transition period, but the highly
educated young workers may have not yet sufficiently adjusted their reservation
wages to accept such a downgrading. This, though temporarily, may account for

a part of the increase in youth unemployment.

More importantly, however, one will have to turn to institutional factors to explain
most of the increase in youth unemployment. It is young “new” workers, not just
young workers that suffer from fewer job opportunities. One study findings
indicate that the exit hazard from unemployment to employment has fallen only
among young “new” workers who do not have prior work experience. Further,
the share of the young population among newly created jobs has been stable,
but the share of young “new” workers has fallen. That is, new jobs are
increasingly allocated to young workers with prior work experience, and that the
increase in unemployment is concentrated among those who newly enter the
market. It is also believed that high and fast-rising employment costs are the

major causes for the increase in youth unemployment.

The rate of new job creation tends to be lower in the sectors with high wage
growth. One interesting finding is that fewer jobs were destroyed in sectors with
high wage growth rates. Given that high wage growth rates are associated with
fewer new jobs, it can not be said that the phenomenon has been caused by
demand shift. Instead, it must be interpreted as implying that employment
adjustment was more difficult in sectors with higher wage growth rates. It also
can be said that sectors with higher wage growth prefer the young workers with

prior work experience.
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4.0 Outlook of Industrial Relations®

Industrial relations in Korea have undergone rapid changes. From July 1987 till
September 1987, a series of strikes broke out across the country. The so-called,
"1987 workers' great struggle” encompassed 3,300 industrial disputes or more
during the three months. In the aftermath of the financial crisis in 1998, workers
went into a general strike, opposing the restructuring at workplaces and the
revision of labour laws aimed at permitting layoff. Experiencing such extreme
conflicts, more and more workers and employers began to realize that conflicting
industrial relations were beneficial to neither of them. A consensus began to be
formed on the importance of labour-management cooperation. Currently,
companies operate various programs for labour-management cooperation for
which the government is providing full support with keen interest. In the mid
1990s, the government started to recognize labour as partner in formulating

labour policies.

Since then, labour policies have been made after consultations among labour,
management, and the government through such channels as the Industrial
Relation Reform Commission (1996) and the Tripartite Commission (1998). In
particular, since 1998, the Tripartite Commission has functioned as a mechanism
to resolve labour issues based on agreement of labour, management and the
government. Along with this, basic labour rights in the public sector have been
expanded with the establishment of teachers' trade union (in July 1999), over
which many from home and abroad had raised questions and with the
introduction of public officials’ workplace associations (in January 1999). This
progress has raised the status of trade unions and increased their roles.
Although there remains aggressive labour movement by some trade unions of
large companies, the extreme tension between labour and management shown
in the early stage of labour movement is being replaced by the labour-anagement

culture of settling disputes autonomously through dialogue and compromise.

* From the home page of Ministry of Labor
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The government has taken consistent stance to industrial conflicts on the basis of
two yardsticks of Dialogue and Compromise and Law and Principle. Such policy
direction has paved the way for an industrial relation where disputes are settled
through dialogue and compromise, although in the first half of the year 2003,
some major disputes broke out continually, destabilizing industrial relations.
lllegal disputes have sharply decreased over the same period last year by strictly
enforcing laws in accordance with law and principle. This shows that laws and

orders of industrial relations are being entrenched.

4.1 Mediation System for Industrial Disputes

In the process of wage or collective bargaining between labour and
management, when disputes occur between labour and management due to
difference in opinions on matters related to the decision of working conditions
such as wage, working hours, welfare, dismissal or treatment of workers, etc., in
principle, labour and management themselves should resolve the disputes
autonomously. However, in case the disputes are not settled autonomously by
labour and management themselves, the parties can receive help from dispute
mediation mechanism including the Labour Relations Commission in settling the
disputes. The dispute mediation system in Korea can be categorized into two: the
official mediation system by the Labour Relations Commission and the private
mediation system by persons or groups other than the Labour Relations

Commission pursuant to mutual agreements or collective agreements.

The key role of the Labour Relations Commission is to settle industrial disputes
(unfair dismissals, unfair labour practices, labour disputes, etc.) that arise in the
relationship between labour and management. The Commission is composed of
members representing labour, management and public interest. In particular,
public interest members are selected by labour and management representatives

on the Commission. In addition to the Central Labour Relations Commission,
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there are regional labour relations commissions in 12 major cities. The Central
Labour Relations Commission is in charge of dealing with the industrial disputes
which fall under the jurisdiction of two or more regional labour relations
commissions and reviewing measures taken by a regional labour relations
commission or a special labour relations commission. If the negotiations between
labour and management fail to lead to an agreement, one of the parties may file

an application for mediation to the Labour Relations Commission.

If the Commission receives such an application from general businesses, it
should organize a mediation committee composed of three members each
representing employers, workers and public interests, and begins mediation. In
case of application from public interest services, a special mediation committee
composed of three public interest members conducts mediation. In general
businesses, mediation should be completed within ten days and in case of public
services, within fifteen days after the request of mediation. After confirming the
claims by each party concerned, the mediation committee should prepare a
mediation proposal and recommend both parties to accept it. Although labour
and management have a discretionary power to accept the mediation proposal,
they should take part in the mediation in good faith. In case an agreement fails to
be reached through mediation within the mediation period, workers can start
industrial actions. Arbitration, not like mediation, is a legally binding process of

settling industrial disputes. Industrial disputes are referred to arbitration, if:

» both labour and management agree to do so;

= one of the parties requests arbitration according to collective agreements
or;

* a special mediation committee recommends referring disputes in essential

public services to arbitration.
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Once disputes are referred to arbitration, industrial actions are prohibited for
fifteen days. The Labour Relations Commission organizes an arbitration
committee composed of three public interest members. Because arbitration
awards made by the Labour Relations Commission have the same effect as
collective agreements, parties concerned must follow. If parties concerned
consider that the arbitration awards rendered by a regional labour relations
commission violate laws or go beyond its authority, they may apply for review of
the case to the Central Labour Relations Commission within 10 days. If parties
can not accept the arbitration awards or decisions subsequently made by the
Central Labour Relations Commission, they can bring an administrative lawsuit

within 15 days.

4.2 Promotion of Labour-Management Council at Enterprise-level

Apart from labour-management consultation through collective bargaining
between labour and management, the system of labour-management council is
put in place to increase productivity, enhance workers' welfare, and deal with
grievance from workers. In addition, the Tripartite Commission established in
1998 functions as a channel for consultation on major labour policies at the
national level. Labour-management councils have been formed at the enterprise
level, with a view to promoting workers' welfare and achieving sound corporate
growth through participation and cooperation of labour and management.
Companies began to establish and operate labour-management councils in
1963. The Government enacted the Labour-Management Council Act in 1980,
which made it mandatory for workplaces with trade unions or all business entities

with more than 100 workers to set up a council.

The Act was amended in 1987 to expand the coverage to all businesses with
more than 50 workers. The Act was developed into the Act Concerning the
Promotion of Worker Participation and Cooperation in 1997 and enabled many

more workers to participate and cooperate by establishing the following system.
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The workplaces with 30 or more employees, regardless of the existence of trade
union, shall establish a labour-management council. The worker member shall be
elected by direct ballot of workers so as to strengthen the representation of
workers on the council. In case of a workplace with a trade union composed of a
majority of all workers, the trade union can select the worker member of the
council. The council's role shall be strengthened by adding to the agenda for
consultation, profit sharing, general guidelines for employment adjustment,

management of working and recess hours, etc.

To ensure that employers implement decisions regarding key labour-
management issues only after consulting the labour-management council in
accordance with fixed procedures, matters which must be decided by the council
have been newly established. Employers must report and explain their
companies' economic and financial situation to the labour-management council. If
they fail to do so, workers can request relevant information, thereby expanding
workers' right to share business information.

Major functions of a labour-management council prescribed in the Act on the

Promotion of Worker Participation and Cooperation are as follows:
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Table 1 : Functions of Labour-Management Councils

Matters subject to
resolution

Matters subject to
consultation

Matters subject to
report

establishment of a
basic plan for workers'
training and
competency
development

establishment and
management of
welfare facilities

establishment of an in-
house labor welfare
fund

matters not resolved
by the Grievance
Handling Committee

establishment of
various labor-
management
committees

productivity improvement
and profit sharing

hiring, deploying, and
training of workers

prevention of industrial
disputes

handling of workers'
grievances

improvement of working
environments(safety,
health, etc.) and
promotion of workers'
health

improvement in
personnel and labor
management systems

general guidelines
regarding employment
adjustment, such as
dismissal

management of working
and recess hours

improvement in wage
payment method,
system, and structure

introduction of new
machines and
technologies and
improvement of work
processes

establishment and
revision of work rules

support for employee
stock ownership plans

and workers' other wealth

accumulation

workers' welfare
improvement

matters regarding
overall
management
plans and
performance

matters
concerning
quarterly
production plan
and performance

matters
concerning
personnel plans

company's
economic and
financial situation
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other matters relating to
labor-management
cooperation

4.3 Background of Launch and Development of a Social Consultative Body

The government has made its efforts to establish social and economic systems
for actively responding to the changing international environments and
domestically developing participatory democracy. The launch of the Tripartite
Commission as the first social consultative body in our history following the 1997
overhaul of labor-related laws is of great significance to the history of industrial
relations in Korea. In the aftermath of the financial crisis at the end of 1997, the
public consensus was raised on the necessity to form a social consultative body
to fairly share burden and profits in the process of overcoming the economic

crisis and of structural reform through cooperation between social partners.

Against this social and economic background, the Tripartite Commission
composed of representatives of labour, management, the government and public
interests was organized and has since then largely contributed to overcoming the
economic crisis. The Commission also made such a large contribution to reforms
in the public, financial and labour sectors that it was recognized as the most
successful social consultative body in Asia. Its achievement is so great that
recently it has also been acknowledged as a successful example by the ILO and

Social and Economic Council (SER) in the Netherlands.

4.3.1 Development of a Social Consultative Body

The 1st period (January 15, 1998 ~ ): Political Consultative Body

At the end of 1997, the Korean economy was hit by a series of economic and

social problems such as skyrocketing interest rates and exchange rates, lack of

foreign currency reserves, reduced industrial activities and the consequential rise
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in the unemployment rate. Against this backdrop, a tripartite consultative body
was formed and launched to overcome the crisis at the suggestion of the
President. Agenda for discussion were measures to increase labor market
flexibility, adoption of joint declaration for rising above the economic crisis, etc.
On January 15, 1998, the Tripartite Commission was launched with the
participation of representatives of labor, management, the government, public
interests, and the party officials. And on 17 January, an agreement (Tripartite
Joint Statement on Fair Burden Sharing in the Process of Overcoming the
Economic Crisis) containing the will of the social partners to share the burden of

the crisis was pronounced.

Since then, numerous meetings were held among labour, management, the
government and public interest members. On February 6, 1998, the Tripartite
Commission produced the historic Social Compromise for Overcoming the
Economic Crisis, which contains 90 items concerning corporate restructuring,
unemployment measures, etc. By carrying out what was agreed upon since then,
the tripartite partners have been establishing new labour-management relations

based on participation and cooperation.

The 2nd Period (June 3, 1998 ~): An organization established by a

Presidential decree

In the second period, a comprehensive framework was laid to stabilize industrial
relations and effectively implement the matters agreed in the first period. But at
the end of December 1998, the Korean Confederation of Trade Unions (KCTU)
withdrew from the Tripartite Commission, citing the reason that the agreed
matters were not being implemented. The Federation of Korean Trade Unions
(FKTU) and the Federation of Korean Industries (FKI) followed suit, making the
Tripartite Commission incapable for a considerable period of time. Agenda for
discussion included cooperative measures for employment security and industrial

relation development, and measures to overcome economic Ccrisis.
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The 2nd Tripartite Commission which started on June 3, 1998 focused its work
on resolving labour-management conflicts surrounding the structural reform and
employment issues and on intensively discussing various social and economic
challenges and reaching agreements. Related legislative bills were produced to
enhance basic labour rights such as granting teachers the right to organize,
guaranteeing political activities by unions, etc. Regarding structural reforms in
the public, financial and corporate sectors, more than 10 recommendations and
proposals were adopted. The practices have been spreading in which social
conflicts can be resolved through dialogue and cooperation rather than being
expressed by clashes between labour and management or between labour and
the government. In addition, the Tripartite Commission discussed cooperation
mechanism to embody the Korean government's philosophy of parallel growth of
democracy and the market economy and create the new industrial relations

culture for the coming knowledge-based society of the 21st century.

The 3rd Period (September 1, 1999 ~) : An organization based on law

With the legislation of the related law on May 24, 1999, the Tripartite Commission
started to function as a legal body composed of the general meeting, standing
committee, and special committee to discuss pressing issues such as measures
to improve laws and systems on industrial relations. The Commission
discussed issues such as the principle and direction of restructuring of the public
sector and improvement of laws, practices, and mindset for developing industrial
relations. At the request of the labour circle that the Tripartite Commission be
made a permanent and legal consultative body, the Act on Establishment and
Operation of the Tripartite Commission was enacted on May 24, 1999. Pursuant

to the Act, the 3rd Tripartite Commission was launched on September 1, 1999.
In the third period, labour, management and the government, amid more mature

culture of discussion, continued to discuss each matter at each sub-committee

with enthusiasm. Thanks to such an effort, the Commission drew the following
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tripartite agreements on areas such as labour-management relations, economic
and social policies and structural adjustment, eventually contributing to
stabilization of industrial relations. The special committee on working hour
reduction set up on May 24, 2000 and the committee on measures for non-
regular workers set up on July 23, 2001 reached an agreement on basic
directions of working hour reduction and measures to protect non-regular

workers.

But they failed to reach a final agreement due to difference in opinion on details.
On July 25, 2003, the results of the discussions at the general meeting up until
then were sent to the government. Although labour and management failed to
reach a final agreement at the Tripartite Commission, the discussions at the
Commission enabled the related parties to share opinions on the pressing issues
and raised public awareness of such issues. The discussions at the Commission
are significant in that they have formed a consensus between labour and
management on the need for new policies and their basic direction. The Tripartite
Commission formed, on September 3, 2003, Special Committee for Workers in
Atypical Relationsj»to discuss protection measures for workers in atypical
relations such as insurance salespersons, teachers of learning aid companies,

etc.

The Commission will focus its efforts to devise effective protection measures by
legislating labour or economic laws through fact-finding researches and
comparison with the cases of other countries. In the meantime, at a general
meeting on July 25, 2003, a bill on Plan of Operation of the Tripartite
Commission was prepared and is being promoted to help the Commission take
root as more stable and stronger social consultative body by overcoming some of
the problems shown in the process of operation of the Commission since its
establishment in 1997.
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The agenda for discussion are expanding the discussion items to cover
economic and social policies, introducing the time limit for discussions,
establishing multi-level consultative channels such as the Tripartite Commission
by industry or region, etc. The Korean Tripartite Commission keeps in touch with
the ILO, the NESC of Ireland and the SER of the Netherlands. Visited by tripartite
organizations from other Asian and European countries, the Commission is
internationally recognized as a consultative body which decides social and
economic policies through tripartite dialogue between labour, management and

the government, a trend spreading to all over the world.

Table 2 : The Achievements of the Third Tripartite Commission

. Wage payment to full-time union
officials and multiple trade unions at
enterprise level (Feb. 9, 2001)

. Measures to ensure the effectiveness

Settlement of current of collective agreements (Dec. 21,

_ issues 2000)
in the area of labor- i )
management relations . Basic agreements on working hour

reduction (Oct. 23, 2000)

. Agreement to improve systems and
practices of mediating industrial
disputes(Nov. 21, 2002)

. Tax reform measures to promote
workers' welfare (Jul. 25, 2000) and
Enactment of the Basic Workers
Welfare Act (Oct. 23, 2000)

. Laying the foundation for enforcing
the National Basic Livelihood Security
Expansion of social Act more thoroughly (May 30, 2000)

and economic policies . Measures to protect human rights and
working conditions for foreign workers
(Jun. 29, 2000)

. Building financial resources for
workers' learning(Nov. 21, 2002)

. Labor income tax reform(Nov. 21,
2002)
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. Restructuring in the public sector

Electric power(Jun. 29, 2000), Postal
service(Aug. 4, 2000), Railroads (Dec.
14, 2000) Privatization of subsidiaries
of Korea National Housing Corp.(Jul.

Support for 22, 2002) Privatization of subsidiaries
structural adjustment of Korea Highway Corp.(Jul. 22, 2002)
. Restructuring in the financial service
sector

Directions for development of financial
industry and financial reform (Jul. 12,
Dec. 22, 2000)

4.3.2 Basic Direction

Establishing labour-management partnership based on trust is more important
than any task to respond to changing labour environment such as intensified
international competition and the advent of the knowledge-based society, and
realize the national visions in the 21 century: "the Northeast Asian hub" and "the
era of GDP per capita U.$ 20,000". Toward the end, the government devises and
provides various labour-management cooperative projects that meet the
characteristics of each workplace or industrial relation, in an attempt to help labor
and management recognize each other as partner on an equal footing and
achieve high performance and quality welfare through voluntary participation and

cooperation.

4.4 Major Government Assistance to Labour-Management Cooperation
Financial Assistance for Labour-management Cooperative Programs is a project
where the government provides assistance to programs for labour-management

cooperation implemented by workers, employers, or workers' or employers'

organizations by industry or region. The project is aimed at entrenching
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cooperative industrial relations at workplaces by laying the financial basis so that
labour and management can improve their relations in a way that best suits the
conditions of each workplace and increase labour-management cooperation

autonomously.

According to the project first implemented in 2003, the government selected 68
out of 317 labour-management cooperative programs that had applied for the
government assistance and has provided them with assistance amounting to two
billion won. Service for Diagnosis of Labour & Personnel Management was
launched in 2001 and has provided services to 48 workplaces. The project is
aimed at assisting labour and management to raise awareness on the problems
in their relations and improve the relations autonomously. To do so, the
government entrusts specialized and impatrtial certified labour affairs consultants
to select workplaces where industrial relations are not stable, examine overall
labour relations under the labour-management agreement, identify the problems,
and provide measures for improvement. Program for Workplace Innovation was
launched in 2000 and has assisted 291 workplaces to innovate their workplaces.
The program is to assist companies, with stable industrial relations and basis for
growth, to develop into workplaces with high performance and quality welfare
which can develop employees' capability, increase their productivity, and
enhance their welfare. To achieve the goals, the government conducts consulting
for industrial relations of these model workplaces and provides them with
measures to advance industrial relations, and enables the leading companies to
benchmark each other. Moreover, by adopting the system of Certification of
Companies with New Industrial Culture, the government has, since 2000,
certified 258 companies with good results in terms of industrial relations, human
resources development, and contributions to the society. In addition, “leading
companies, leading causes” is published annually to introduce the examples of
best industrial relations to companies of home and abroad, in an attempt to

spread the atmosphere for labour-management cooperation.
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On the other hand, examples of companies closed their businesses due to
industrial conflicts are also distributed to raise awareness of the importance of
stable industrial relations. The government will continue to develop and support a
variety of labour-management cooperative projects to spread new industrial
culture based on the autonomy of labour and management, so as to maximize
the interests of both labour and management by establishing advanced industrial

relations.

The Korea Labour Education Institute was set up at the end of 1980s to
promote various education and labour-management cooperative projects on the
basis of a consensus among labour, management, and the government. They
agreed that democratic industrial relations should be established to meet rapid
changes in industrial relations environment and that the capability to resolve
industrial issues should be increased to help develop the national economy. The
Korea Labour Education Institute is in charge of developing and providing
education programs for union officials, workers, and public officials. In addition,
the Institute contributes to the development of the industrial relations in Korea by
providing individual workplace with consulting service for its industrial relation,

and providing financial assistance to labour-management cooperative programs.

In particular, the government plans to review the school textbooks of primary,
middle, and high schools which have an influence on the formation of one's
values, with a view to rectifying the biased views on industrial relations and help
youths cherish the value of labour. In addition, the government is considering
developing dispute prevention programs needed to foster mediation experts in an
attempt to promote dispute mediation by labour and management themselves.
The government is focusing on new projects to meet the changing labour
environment such as strengthening education to advance industrial relations of
the public sector which has great impact on the national economy and the daily

lives of the general public.
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5.0 Productivity and Wage Statistics

5.1 Labour Productivity and Unit Labour Costs

Fourth Quarter and Annual Average, 2006

In 2006, the index of labour productivity in mining and manufacturing (including
electricity-gas and water) was 155.6(2000=100), and the growth rate of labour
productivity was 12.3%, compared to the previous year. The growth of labour
productivity was due to a 10.1 % increase in output and a 2.0% decrease in
labour input. The quarterly and yearly growth rates of labour input, output, and
labour productivity in mining and manufacturing (including electricity-gas and
water) are shown in Table 3.

5.2 Labour Productivity

In 2006, the growth types of labour productivity can be characterized as output
increases and labour input decreases. The indices of labour productivity are
classified for three main industries; i) mining, ii) manufacturing, iii) electricity-gas
and water. For 2006, the characteristics of labour productivity growth are as

follows;

(1) Mining Sector

In the mining sector, the index of labour productivity was 109.5 (2000=100), and
it has decreased by 1.5% compared to the previous year. The growth was due to
the 1.4% decrease in industrial production and the 0.1% increase in labour input
(Table 3).
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Table 3 : Trends for Labour Productivity

%
I Il 1] \Y, 2006
Mining and 10.9 13.7 12.7 12.3 12.3
manufacturing’
Labour Mining -0.8 -6.4 -3.7 6.2 -1.5
Productivity | Manufacturing 11.5 14.4 13.2 12.7 12.8
Electricity, gas and 0.1 3.7 6.8 5.1 3.9
water
Mining and 12.8 11.5 11.3 5.2 10.1
manufacturing®
Output? Mining 3.2 -6.3 -1.9 0.6 -1.4
Manufacturing 13.4 12.1 11.8 5.6 10.5
Electricity, gas and 5.6 4.9 6.1 1.0 4.4
water
Mining and 1.8 -2.0 -1.2 -6.3 -2.0
manufacturing®
Labour Mining 4.0 0.1 1.8 -5.2 0.1
Input Manufacturing 1.7 -2.0 -1.2 -6.4 -2.1
Electricity, gas and 54 1.1 -0.7 -3.9 0.4
water

" Including electricity, gas & water
2 Output refers to the quantity of industrial production

(2) Manufacturing Sector

In the manufacturing sector, the index of labour productivity was 156.1
(2000=100), an increase by 12.8% compared to the previous year. Such growth
in labour productivity was a result of the increase in output (10.5%) and the
decrease in labour input (-2.1%). For some industries, the labour productivity
growth has outdone the average growth rate (12.8%) of manufacturing as shown
in Table 4.

In the case of Electronic Components, Radio, TV & Communication Equipment &
Apparatus, the growth of labour productivity has been affected by the rapid
increase of output (industrial production) at over 25%. In the case of Tobacco,
Sewn Wearing Apparel & Fur Articles, and Coke, Refined Petroleum Products &

Nuclear Fuel, the growth of labour productivity has come from the increase in
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output and the decrease in labour input. In the case of Computer & Office
Machinery, Tanning and Dressing of Leather, Manufacture of Luggage &
Footwear, the growth of labour productivity has come from the decrease in output
and the more decrease in labour input.

Table 4: Major Sectors with an Above the Average Growth Rate of Labour
Productivity in Manufacturing

Labour Output Labour Input
Productivity

%

Manufacturing 12.8 10.5 -2.1
Electronic Components,
Radio, TV & 18.8 25.2 5.3

Communication

Sewn Wearing Apparel &

Fur Articles 26.1 8.2 -14.2
Comp_uter & Office 195 01 164
Machinery

Tobacco 19.1 11.8 -6.1
Coke, Refined Petroleum

Products & Nuclear Fuel 17.9 1.2 -14.1
Tanning and Dressing of 16.5 05 146

leather, Luggage, Footwear

T Output refers to the quantity of industrial production

(3) Electricity, gas & water Sector
In the electricity, gas & water sector, the index of labour productivity was 143.8
(2000=100), an increase by 3.9% compared to the previous year. The growth

rate was 4.4% for output, and 0.4% for the labour input as seen in Table 3.
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5.3 Output

The quarterly growth rates of output (industrial production) for the main industries
are also shown in Table 3.

i) Mining (-1.4%)

i) Manufacturing (10.5%)

iii) Electricity, gas & water (4.4%)

In terms of the industrial structure the output growth rate for the heavy-chemical
industry was 12.6%, and that of the light-industry was 1.1%, compared to the
previous year. In terms of firm size, the output growth of large business was
13.4%, and that of small and medium size business was 5.3%. Furthermore, the
output growth of the IT sector was 23.6%, and that of the non-IT sector was
4.2%, compared to the previous year. To summarize, the growth rates of output
tends to be higher for the heavy-chemical industry, for the large business, and for

the IT sector.

5.4 Labour Input
The quarterly growth rates of labour input (including the number of labour and
working hours) in the main industries are shown in Table 5.

i ) Mining (0.1%)

i) Manufacturing (-2.1%)

iii) Electricity, gas & water (0.4%)

The growth rate of the number of labour was 0.9% in mining, -0.3% in
manufacturing, and 1.4% in electricity, gas & water. The growth rate of working
hours was -0.8% in mining, -1.8% in manufacturing, and -0.9% in electricity, gas
& water. Accordingly the total labour input has decreased in mining and
manufacturing (including electricity, gas & water) (Table 1). The decrease in
terms of total labour input is mainly due to the decrease of working hours (-
1.8%).
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5.5 Value Added Labour Productivity

In 2006, the index of value added labour productivity was 152.6 (2000=100) in
mining and manufacturing (including electricity, gas & water), and the growth rate
of labour productivity in value added accounting was 10.1%, compared to the
previous year. In detail, the growth of value added labour productivity was due to
the increase of real GDP (8.0%) and the decrease of labour input (-2.0%).

The quarterly and yearly growth rates of value added labour productivity, GDP,

and labour input by sectors are shown in Table 5.

(1) Mining Sector

In mining the index of value added labour productivity was 113.0 (2000=100), a
decrease by 3.4% compared to the previous year. This decrease of value added
labour productivity was due to the larger increase of labour input (6.3%) in

comparison to the increase of output (2.7%).

(2) Manufacturing Sector

In manufacturing the index of value added labour productivity was 153.8
(2000=100), an increase by 10.8% compared to the previous year. The index and
the growth rate of output (GDP) was 149.6 (8.4%), and that of labour input was
97.3 (-2.1%).

(3) Electricity, gas & water Sector

In electricity, gas & water the index of value added labour productivity was
139.5(2000=100), a decrease by 3.5% compared to the previous year. This
growth rate was due to the larger increase of labour input (7.3%) in comparison

to the increase of output (3.5%).
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Table 5: Trends of Value Added Labour Productivity

%
I Il 1] \Y, 2006
Mining and 7.1 11.2 10.0 12.5 10.1
Value manufacturing
Added Mining 8.2 -20.0 17.6 10.6 -3.4
Labour Manufacturing 7.7 11.9 10.3 13.0 10.8
Productivity | Electricity, gas and -1.9 1.3 3.8 1.4 -3.5
water
Mining and 9.5 8.7 8.7 5.3 8.0
manufacturing’
Output Mining 12.9 -4.0 1.6 1.2 2.7
(GDP) Manufacturing 9.9 9.3 9.0 5.7 8.4
Electricity, gas and 4.6 3.4 5.4 0.5 3.5
water
Mining and 2.2 -2.2 -1.2 -6.4 -2.0
manufacturing®
Labour Mining 4.4 19.9 -13.5 -8.5 6.3
Input Manufacturing 2.1 -2.4 -1.2 -6.5 -2.1
Electricity, gas and 6.6 2.1 1.6 -0.9 7.3
water

T Including electricity, gas & water

5.6 Unit Labour Costs

On the one hand unit labour cost which is defined as the wage cost per output
has decreased by 4.7% in manufacturing compared to the previous year. Such a
decrease of unit labour cost was due to the larger increase of labour productivity
(12.8%) in comparison to the increase of hourly earnings (7.6%), as shown in
Table 6. Some industries where the negative growth rates of unit labour costs
have outdone the average manufacturing growth rate (-4.7%) are as follows;
i. Electronic Components, Radio, TV & Communication Equipment &
Apparatus (-11.9%)
ii. Coke, Refined Petroleum products & Nuclear Fuel (-11.7%)
iil. Sewn Wearing Apparel & Fur Articles (-9.6%)
iv. Tanning and Dressing of Leather, Manufacture of Luggage & Footwear
(-7.5%)
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Thus the cost competitiveness is to be stronger, especially, in IT sector like as
Electronic Components, radio, TV & Communication Equipment & Apparatus,
and capital intensive sector like as Coke, Refined Petroleum products & Nuclear

Fuel.

Table 6 : Trends of Unit Labour Cost in Manufacturing

%
I Il 11 Y 2006
Unit Labor Costs” -7.6 -6.4 -7.4 24 -4.7
Hourly Famings® 3.0 7.0 4.8 15.4 7.6
labor Productivity 11.5 14.4 13.2 127 128

* percent change from same quarter last year
(1) Hourly earnings/labor productivity (regular employees)*100
(2) Nominal earnings/total hours*l00

6.0 Changes of Pay Systems

Raising flexibility of compensation system is emerging as a big social issue as
Korea is facing rapidly aging population and deteriorating corporate
competitiveness. According to a survey conducted by Korea Labour Institute,
highly educated and young employees prefer job-and-performance-based
compensation to seniority-based one. The survey also found that employees like
to have multi-factor pay systems. The factors may include seniority,
performance, and job value. And the bonus may also be determined by

performance of individual, group, and corporation.

6.1 Determinants of Pay

There are several reasons for pay differentials that are not associated with the
specific skills or abilities f individual employees. The following are factors that
are related to inter-industry pay differentials: characteristics of the industry
product market, profitability of the industry, degree of capital intensity, and level

of union density. Part of the pay differential comes from the market an industry
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operates within. Generally, industries operating in less-competitive product
environments pay higher compensation because of higher profit due to higher
concentration ratio, entry barriers, and less foreign competition. This
relationship, however, is affected by the quality of labour (for example, education)

a firm may have in place.

The profitability of the industry can be used as another determinant of an
industry’s ability to pay high wages and, therefore, as a prediction for the
existence of a wage differential. Several studies found that industries with higher
profitability pay all employees a relatively high wage rate. In essence, they share
some of the wealth with all employees and are thus able to be more selective in
the labour market. A study of manufacturing, retailing, and distribution companies
by KPMG Peat Marwick disclosed that high-performance companies pay their

CEOs higher compensation than do low-performance companies.

Compensation Mix for CEOs in the U.S.

Base Pay Annual Incentive Long- _term
Incentive
High Performance 20% 27% 53%
Low Performance 49% 13% 38%

105



The ratio of capital to labour is also a determinant of inter-industry wage
differentials. The more capital-intensive industries pay a higher average wage
than do less capital-intensive industries. In a review of data covering twenty-six
years in the U.S., wage growth was significantly higher for industries with rising

capital ratios.

Union density is defined as the proportion of employees covered by a union
contract. The higher the union density, the greater the number of unionized
employees is, and according to research, the larger the wage differential is.
Union density is positively related to the wage of both union and non-union
workers. The positive influence of union density is greater for non-union workers
of large organizations than for those working for small organization. The
perceived threat of unionization for the large non-union organizations is believed
to be main reason for their high-wage policy. This is particularly true in the case
of Samsung Group. Union density as a cause of inter-industry wage differentials
should be approached cautiously. Research has not yet shown whether union
density is a cause of wage differentials or just related to it. This caution can be
illustrated by the presence of relatively high pay in the automotive industry before

the industry became predominantly unionized.

Research on the inter-industry wage structure is extensive. Generally, the
conclusions drawn from the research support the existence of a wage differential;
employees in different industries receive different pay for jobs that are
comparable. The specific reasons for the presence of wage differentials are
more difficult to establish. But whatever the reasons behind them, these wage
differentials have an impact on the compensation decision makers. They must
take into account the industry within which they operate and the industries with
which they compete in the external labour market as they attempt to exercise

their discretionary power.
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6.2 General Determinants and Components of Wages

’ general determinants & components of wages and salary ‘

. Lo reward
determinants | evaluation items remarks
components
job pel_’formlng duties, value base needs J_ob analysis and
of jobs, etc evaluation
skill, attitude, leadership,
problem- solving skill, . evaluation to be done by
competence ; . . variable )
planning ability, strategic- supervisor or 360 degree
thinking, etc
individual achievement is
completed often combined with
achievement | projects/task/action plan, |incentives organizational
financial achievement, etc performance. goal- setting
process is necessary

A competency is an underlying characteristic of an individual that is causally
related to criterion-referenced effective and/or superior performance in a job or
situation. Underlying characteristic means the competency is a fairly deep and
enduring part f a person’s personality and can predict behaviour in a wide variety
of situations and job tasks. Causally-related means that a competency causes or
predicts behaviour and performance. Criterion-referenced means that the
competency actually predicts who does something well or poorly, as measured
on a specific criterion or standard. Examples of criteria are the dollar volume of
sales for salespeople or the number of clients who stay “dry” for alcohol-abuse

counsellors.

In other words, competencies are underlying characteristics of people and
indicate “ways of behaving or thinking, generalizing across situations, and
enduring for a reasonably long period of time.” In the performance management
context, evaluations would be undertaken for the following processes of

competency causal flow model.
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6.3 Competency Causal Flow Model

Competency Causal Flow Model

“Intent” “Action” “Outcome”
Personal Behavior Job

Characteristics Performance

Motive Skill

Trait

Self- Concept

Knowledge
base & variable variable compensation
compensation & incentives

Corporations with multi-dimensional performance evaluation systems carry out
evaluation for intent, action, and outcome. The evaluation results are basis for
determining base, variable compensation, and incentives. Though corporations
may take different design approaches, the typical pay systems would be linking
base and variable compensation with personal characteristics and behaviour.

Incentives and/or variable compensation would be linked with job performance.

7.0 Trend of Performance Management Systems in Korea

7.1 Performance Management Systems (PMS) Trend

7.1.1 Industry Level
e Inthe 1970’s, the private sector is leading the PMS
development.
e The public sector, ministries and government divisions are

found to be lacking in productivity.
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The government began subjecting public sectors to evaluation.
The public sector used the private sector as a benchmark — a
result of government initiative.

The public sector is adopting the PMS of the private sector.
Naturally the demand for consulting and educating is increasing.
The management practices of the private sector are spilling over
to the public sector.

Today bureaucrats are changed and have a great evaluation

system.

7.1.2 Corporate Level: Basis of PMS

The resource-based perspective is increasingly gaining support
from academia and consultants in analyzing firm
competitiveness vis a vie the competitive forces perspective.
From the resource-based perspective, firms are heterogeneous
with respect to their resources/capabilities/endowments. [
“Dynamic Capabilities and Strategic Management,” Teece, D.J.
et al. Strategic Management Journal, Aug. 1997, pp. 509-533.]
What a firm can do is not just a function of the opportunities it
confronts; it also depends on what resources the organization
can muster. [ibid]

The control over scarce resources is the source of the profit.
Therefore skill acquisition, the management of knowledge and
know-how, and learning become fundamental strategic issues.
[ibid]

7.1.3 Common Structure of PMS

o The PMS divides into two levels: the team level and the individual

level.

0 The team evaluation is based on the achievement.
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The individual evaluation has two components: achievement and
competence.

The remuneration is tied to the evaluation result.

The McKinsey 7-S model is an example of a performance
measurement system. The components of the McKinsey 7-S model

are shown in Figure 1.

Figure 1: The McKinsey 7-S Model

Shared

values
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8.0 Case Studies of Performance-Based Remuneration

Two firm level case studies to demonstrate the implementation of the

Performance-based remuneration are described. The two companies are:

1. LG Electronics

2. Taihan Corporation

8.1 Case of Korean Corporation: LG Electronics

8.1.1 History and Vision of LG Electronics

Established as Gold Star in 1958, LG Electronics has raised to the top of Korea's
electronics and telecommunications industries by developing innovative
technologies and products which push the state of the art. From a strong foothold
at home, we have successfully advanced into international markets and have
emerged as a major global player. LG Electronics is aiming at securing product
competitiveness, as well as market leadership, both at home and abroad.
Through heavy investment in research and development, aggressive global

marketing strategies, and constant improvement of management practices,

LG Electronics is breaking new ground in the global electronics and
telecommunications industries. Its efforts centred on developing cutting edge
digital products. This includes digital TVs, home Internet appliances, and next-
generation mobile handsets. LG Electronics plans to be one of the top three
electronics and telecommunications entities in the world by the year 2010. To
fulfil this vision, it is focused on consolidating our competencies and fostering
both mid and long-term innovations in every area of management. Human
resource development, management strategies, overall organizational culture, all

are being redeveloped in its pursuit of excellence.
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LG Electronics has established a new vision of being among the global top 3
electronics and telecommunications companies by 2010. Mindful of this, the
Company recently unveiled a guideline called "The LG Electronics WAY" to all of
its employees. This guideline presents a new management system that will
accomplish what is necessary to achieve the Company's vision, and ensure that
ethical conduct and value will be shared by all Company employees. In 2004,
with a strong commitment to the achieving of its goal, it carried out a broad

spectrum of changes and innovations in every area of management.

8.1.2 Key financial results

LG Electronics achieved a net income of KRW 1.6 trillion, and total sales revenue
of KRW 24.7 trillion, for the year 2004. This represented the best business
performance ever reached in the Company's history. Its aggressive marketing in
overseas markets of premium home appliances, digital TV, and mobile handsets,
was the main factor driving the improvement in our 2004 results. These results

are impressive considering the very challenging business climate in 2004.

Sales Operating Profit NetProfit
{in billions of Korean wen) 24,659 {in billions of Korean won) (inbillions of Korzan won}
1,546
20,177 1,250
17,095
1,029 1,062
663
498 I
02 03 04 02 03 04 02 03 04
Total Assets Total Liabilities ROE
(in billions of Korean won) (in billions of Korean won) (%)
13,224 36.3
11,277
10,133 8,218 204
1,773
Lok I I 13.7 I
02 03 04 02 03 04 02 03 04
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EBITDA Capex Debt-to-Equity Ratio
(%)

(in billions of Korean won) {in billions of Korean won)

1,917
963 108.0

1.274
1,605 1,680
74.5
830
533 I I
02 03 04 02 03 04

02 03 04

To compare 2004 results appropriately with the previous year, LG Electronics
have used pro forma full year 2002 numbers from January 1st to December 31st
2002 in the financial highlights and figures. It should be noted that it underwent a
de-merger in April 2002, and its official financial statements are based on a nine-

month period from April to December 2002.
8.1.3 Divisions of LG Electronics

Mobile Communication Division

Mobile Communications Division provides total information and communications
solutions. It is rapidly emerging as a leader in the third generation handsets and
systems following its successful breakthroughs in the CDMA and GSM handset
markets. LG Electronics is seeking to lead in the global market through active
marketing approaches, state-of-the-art handset development, and win-win
partnerships with local telecommunications operators.

It main products are CDMA handsets, GSM handsets, 3rd generation (WCDMA)
handsets, wireless/wireline telecommunications systems, PBX, and Key Phones.

In 2004 the Division achieved KRW 9.5 trillion in total sales, and an operating
income of KRW 636.2 billion. Total sales and operating income increased 55%
and 99% respectively over the figures for the previous year. Due to the large

increase in mobile phone sales in North America and Europe, sales revenue of
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mobile handsets stood at KRW 8.4 trillion, up 61%. Its mobile phone sales have

sustained a growth rate of greater than 45% for five years in a row.

Digital Appliance Division

Digital Appliance Division creates innovative products that improve people's daily
lives in countries around the globe. It is quickly rising to become a top force in the
world market by expanding the reach of its premium home appliances. These
include residential air-conditioners, microwave ovens, vacuum cleaners, side-by-
side refrigerators, and drum washing machines. Its main products are Air-
Conditioners, Air Cleaners, Microwave Ovens, Vacuum Cleaner, Refrigerator,

Washing Machines, Dish Washers, Compressors, Motors, and Magnetrons.

Due to a strengthening export volume the Division achieved KRW 6.2 trillion in
total sales, an increase of 10% over the previous year. Its residential air-
conditioners have maintained its global the No.1 market share for five
consecutive years. Furthermore, the microwave ovens and washing machines

have become top products in the marketplace, positioning it for further growth.

Digital Display Division

Digital Display Division produces products such as digital TV, PDP and OLED,
among others. It has maintained the world best in technologies such as Single
Scan technology of PDP, and digital TV core technology. LG Electronics has also
developed the world's best technologies in the digital display arena by developing
and producing a 55 inch LCD TV, a 71 inch PDP, and the world's first 76 inch
PDP TV. It main products are TVs (PDP TV, LCD TV etc.), PDPs, Monitors,
Projectors, USB memory, Flash memory cards, and OLED. Thanks to an
increase in digital TV and LCD monitor sales, LG Electronics’ Display Division
achieved KRW 5 trillion in total sales, up 19% from the previous year. Its LCD
monitors, PDP modules, and PDP TVs held the second largest share of the

global market, and LCD TV's ranked in the global top 5.
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Digital Media Division

Digital Media Division is responsible for carrying out advanced AV and IT
businesses that embrace the manufacturing and sale of digital AV, optical
storage, PCs etc. It is solidifying its position as a global leader in optical storage,
DVD Players, and Home Theatre systems. It makes a concerted effort towards
becoming a leader in digital convergence by developing new converged digital
products, and enhancing strategic alliances with local telecom operators. Its
main products are Home Theatre, DVD Recorder, MP3 Player, Optical Storage,
Notebook PC, Desktop PC, and PDA. In the Digital Media Division, sales
revenues came to KRW 3.8 trillion. This is a 7% decrease from last year due to
the removal of the PC OEM business. Its optical storage system continued as the
No.1 seller globally for seven consecutive years, and now Home Theatre and

DVD Players have reached the top position as well.

8.1.4 Background of Personnel Management Principles of LG Electronics

The 1997 financial crisis helped enable Korean corporations to rethink
conventional wisdom and paradigm. The old system and philosophy was deeply
rooted in Confucius teachings. Hi-tech corporations like LG Electronics needs to
create challenging and creative corporate culture in order to compete in global
markets. The conventional seniority-based system, for one, wreaked havoc on
corporate culture. It was simply not possible to survive in fast-changing
environment and cutthroat competition with Confucius’ hierarchical thinking.
Technology development was essential and achieving technological competence

required attracting and retaining competent engineers and scientists.

Before the financial crisis, corporations in LG Group maintained identical reward
system. LG Electronics produced sizable profit while another LG corporation
suffered loss but employees in both corporations would have received similar
reward. Discontent penetrated corporation due to irrational reward systems. But

the external force of national financial crisis enabled LG corporations to overhaul
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the pay system. New personnel management principles be the basis of pay

system were introduced.

To introduce new pay systems, it required new performance management
systems as well. Employees were increasingly demanded fair and rational
performance evaluations. LG Electronics itself also needs to install effective
system to evaluate and develop manpower. Needs for developing technological
capabilities added more importance for system of identifying required manpower.
LG Electronics determined to develop objective and fair performance evaluation
systems. The systems will be instrumental to motivate employees by giving them
adequate reward.

8.1.5 Framework of Evaluation Systems
The evaluation consists of competence and achievement or performance.

Competence refers to knowledge, skill, techniques, behaviour needed to carry

out jobs, and performance refers to work output.
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Basic principles and practices of personnel management

reinforcing organizational commitment; recruiting and retaining competent employees to undertake
Digital LG vision by forming pleasant and challenging working environment

Erinci gles gract ices

Management Philosophy principles
I\ O recruiting & retaining
+ value creation for sources autonomy & competent employees
customers of value creativity » adopting scientific & rational
creation HR Model, fair evaluation,

« respect for human reward for achievement

- human beings are O taking biz environment

best valued assets
- Jet all LG people Eﬁghg‘; into account
utilize their ability and » different PMS for different
creativity biz units,
basic delegating power to biz units
thinking . . "
o O coping with global environment
execution » adopting Global Standard Model

(Competency Model etc.)

1/16 @- LG Electroniss Inc.

composition

713 (Competency)
(once ayear)

- -
' adjusting W basis for raise of base salary
p . base salal
indv. comprehensive eval.
(pay rate) .
promotion

@ | basis for incentive

B basis for job assignment, job transfer,
training

B basis for promotion

AR (Achievement)
(once ayear)

G; LG Electrenics Inc.
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Evaluation for competency carried out once a year and its results are used for job
assignment and education. Evaluation for achievement is also done once a year
and its results are bases for determining incentives. Two evaluation results are
consolidated into individual comprehensive results that become a basis for fixing
base pay and its raise. The individual comprehensive results are also the

referred data for promotion.

8.1.6 Performance Management Systems

One of the common mistakes the management commits in designing the
performance management systems (PMS) is neglecting a consensus-building
mechanism. LG Electronics institutionalized the communication process. The
initial goal-setting is done by employees and adjustments are made accordingly
through intensive discussions between evaluators and employees. Through this
interaction, employees learn the systems and know what they should do to get
good ratings. The evaluation results are fed back to rates in due course. Though

the exercise may be time-consuming, evaluation transparency is ensured.

When the pay systems are determined solely by the achievement, the short-term
perspective may become prevalent in the organization. People may neglect
many things for short-term yield. To prevent this, LG Electronics has the
Competency-Based Model in place. The Competency-Based Model consists of
competency components that may not directly related to short-term gain but have

importance for long-term corporate competitiveness.
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Performance-based management systems

goal setting monitoring periodic evaluation
defining roles of defining updating status of
hee_ad of | evaluatorand competence- g 40 hrs. of
unit biects evaluation items Y j
"Il evaluation
; competence developmeﬂ dotermini
set!l;:g; 9 plan to achieve g T,:;m: o
individual goals d
i R
: ; adjusting
Copom interview - evaluation
t interview results among
m
employe <
y A finalizing competence n
indivsi:}}:l]%oals items and t self- evaluation feedback of
development plan evaluation results

B setting org. goals : reviewing current org. Mission/Role and setting performance indexes and work lists
B setting indiv. goals : setting goals for performance indexes along w. action plan

B defining competence-eval. items : defining competence-eval. items by the 15t evaluator

B monitoring : mid-evaluation to adjust individual goals

B periodic evaluation : adjustment of evaluation results to ensure fairness and validity

@ LG Electronics Inc.

It has four categories of managerial competency, leadership competency,
professional quality, and technical competency. Each category has four to seven
competency elements. Some elements are defined as core competencies that
must be included in evaluation of individual competency. Elements other than

core are optional.
8.1.7 Different Roles of Management and Employees

To make PMS work, management and employees should perform their given
roles. The main responsibility of management is communication.
Communication is a bridge linking evaluators and employees. No matter how
good the systems is, it would fail, if it is not accepted by employees,.
Management should make continuous efforts to propagate what the organization

is aiming for. It also encourages participation of employees in setting their

119



divisions or departments’ goals. When needed, it also help employees set goals.
Management should not take all responsibilities. Responsibilities should be

shared among management and employees.

Employees understand vision and strategies of organization and division/
department and set their own goals. Action plans to achieve their goals must be

put forward.

Roles of Head of Units and Employees in MBO

Roles of Head I Roles of Employees I

» sharing vision and goals w. employees
- understanding policies of top mgt.
and propagating them

= complete understanding about mission

and goals of org. & div.

- enhancing understanding about
employees through active comm.
» div’s goal-setting based on upper level
org.’s goals
- participation of employees
in goal-setting
- goal-setting through discussion
- reviewing goal-achievement process
- reallocating resources and
reorganization

» encouraging collaboration w. other div.

to achieve org. goals
» info-sharing w. employees
about the goal-achievement progress

= redefining indiv’s roles in achieving org.
& div’s goals

= planning activities in line w. div’'s goals
= supporting of other div. to achieve org.
goals

* monitoring indiv’s activity plan in view
of goal achievement and progress

= communicating w. superiors regarding
org. goals

« adjusting indiv’s activities to reflect
org. goals.

@

8.1.8 Process of Performance Evaluation for Division/Department
The evaluation process is basically following the Management-By-Objective

(MBO). Goals are set by employees and achievement vis-a-vis goals are

compared.
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Performance Evaluation

Carrying out performance evaluation founded on MBO

*Process of goal-setting and determining KPIs
(collaborative work by evaluator and subjects)
~

A

< «Giving feedback and coaching service
=Opportunity of demonstrating skills, knowledge,
competence of individual, team, and div.

~Evaluation performance vis-a-vis goals

% example of goal-setting

-----------

NO Objective KPI Previous | Target Action Plan Weight | Rate
Result
1 | improving evaluation Jsatsfaction 3.17 3.30 ]SF:?,_Q?S‘:\‘,"Q?CLT improving systems( 60%
objectivity '9"9" ’°ﬁf - application of suggestions(4~ 6)
:ﬁ;ﬁ;n < survey on satisfaction (July)
2 | Improvement of Completion 0% 50% | - Dev. of program for evaluator (Mar~ Apr)|  40%
evaluator's evaluationd Rate of = Camyng out education (April~Oct.)
Education = Survey on implementation of education
results (May~Dec.)

@

To illustrate how the system work, one example of evaluation for a supporting
department is shown on the slide. The department is setting objectives of
improving evaluation objectivity and evaluators’ capability. KPls are set for
objectives and action plans are formulated along with weights. Ensuring
objectivity is a key to success. Every objective must be described in detail and
the measurability should be checked. Formula must be developed so that
evaluation results can be provided in numbers. Since a similar approach is taken
for evaluating achievement of individuals, no explanation is given for individual

evaluation.

8.1.9 Competency Evaluation for Individual

In theory, a competency is an underlying characteristic of an individual that is
causally related to criterion-referenced effective and/or superior performance in a
job or situation. Academia is using the term of competency with a comprehensive
meaning, that is, it includes personal characteristics, behaviour, and
performance. LG Electronics uses the term in a more confined way. The
competency excludes performance or achievement. LG Electronics makes
distinctions between competency and achievement and has more weights on

achievement. Having competency (behaviour and characteristics) reflected
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overly on evaluation, the evaluation becomes too subjective. To avoid this bias,

LG Electronics put more weights on achievement than on competency.

Competency Evaluation

1) Use of competency

To define competency elements connected to corporate strategies and job requirements
To utilize them in personnel management

Evaluating |:> Nurturing |:> assigning |:> revmrdingl
afie afln afin

’ competency I

2) Selecting competency elements
@ selecting competency elements required for job catgor. and job goups(4 job catgor., 18 job
groups)
® having 5 skill levels for each competency element
@® setting expected skill level for each grade (identifying shortage or surplus manpower and
planning for manpower development)
@ classifying competence areas as management competency, leadership competency,
character competency, job competency
® assigning competency elements of each area to org. units (common competency elements
for corporate level and competency elements that each unit can select)

7116 @

The evaluators must include five mandatory core competence elements, that is,
competence of making decisions, sense of responsibilities, foreign language
skills, IT skills, and strategic thinking. Besides five mandatory core elements,
additional five competency elements should be selected from the suggested list
of competence elements. Total of ten competency elements are used to evaluate
individual competency level. The weights allocated on achievement and

competency is 70% and 30% respectively.
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: Core competence : secondary optional competence

5 team- = EXs B
negotiati =] = 25w 25 leading
coordinating “\_building| § 2 § 223 58 competitive gromoting
o o 3 El S 2 =1
it se a %‘ ‘; 8 a & EEl, leadership
networking
performance eval. Managerial el credibility having 10 elements
Competence CEREBIID including core
coaching/feedback customer-oriented
competence
. elements
activeness Ttz
creativity Character Competence job knowledge/skill
communication § b corporate knowledge
integrity =S 2
% S Foreign language IT capability \-
Z

The evaluation score of achievement along with that of competency (7:3 weights)
becomes the comprehensive score of individuals. For the comprehensive score,
adjustment and normalization are conducted to eliminate differences among
evaluators. The final score will be a basis for determining salary. The score will

be reviewed both by evaluators and subjects before finalization.

8.1.10 Linking Individual Performance with Organizational Unit’'s

Performance

Though individuals earned a good score of comprehensive evaluation, it does not
guarantee the high pay rate. The determination of pay rate also depends on the
performance of organizational unit which the individual belongs to. When they

are rated highly, the organizational units have more quotas for high pay rate.
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Linking individual performance w. organizational unit’s performance

The individual salary rate will be determined by the total score and
the quota for each rate.

¢ Quota for each rate pay rate
Performance
Perfo a e ra O Q (70%)
> A ° < D | = ugesess i absolute
QlplHiEE He
=]
A 5> 5 55 | Uon Ak = FoT S
31 olst ZEIEHS|
M ~) /20 /o0 @5 15 15 | pimiseol iss I
g+ U8,
R B> 60 60 60 60 total score
A
T C>VW 15 15 T
=
‘L .
D V 5 . 5 5 relative
pay rate
8/16 @

For example, the performance rating for a unit is S, the highest rating, then 10%
of total employees of that unit are entitled for the pay rate of S. The rating for the
unit is A, then the quota for the rate of S is 5% and so on. Knowing that their pay
will also be dependent on the unit's performance, employees will be motivated to
collaborate. LG Electronics designed the pay system in a way to encourage the

teamwork as well as the individual efforts.

8.1.11 Differentiation of Pay through Pay Band

To differentiate the pay among the same grad and the pay rate, LG Electronics is
adopting pay band systems. For job grades L, S, J, and A, there are three
bands. For each Pay Rate, the actual raise rate will be different depending on
what grade you are in and what band you belong to. Individual's new salary will
be determined by the base salary of the previous year and the pay rate along

with the pay band.

124



| ]
Individual new salary = base salary of previous year
x (1+ pay rate & Band mix rate)

example
Pay i i
pay Rate S A B (o} D -For each grade, different raise rates
G |Band (5%) | (15%) | (60%) | (15%) | (5%) are applied to three bands.
i Band1 |xx1.5| X |xx0.5|freeze| freeze -Standard base raise rate has been
D set at the corporate level. Butin
future, only guidelines will be issued
E Band 2 | Xx 2 [ Xx1.5 X Xx 0.5 | freeze by the headquarter and each biz unit
will decide raise rate that is feasible
S X within the fund allocated to them.
Band 3 | Xx2.5| Xx 2 [Xx1.5|(basic| freeze
rate)

grades: L, S, J,and A

@B L6 Electronics tne.
N/

8.1.12 Other Incentives for Individuals

Other than the base pay, the performance incentive can be given to the

Headquarter of Business Units depending on the EVA results.

base salary
(20 times yr.)
Yearly adjustment for each grade
= monthly pay
« 8 times yr.: even
months, New Year’s
Day & Thanksgiving

Utilizing fund allocated to biz units HQ
Digital incentive Autonomous execution (one-time payment)

Given to top achiever

Performance Incentive Given to HQ of Biz. Units according to EVA results

Welfare allowance Given to individual by occasion

@ LG Electronics Inc.
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EVA is net operating profit minus an appropriate charge for the opportunity cost
of all capital invested in an enterprise. As such, EVA is an estimate of true
"economic" profit, or the amount by which earnings exceed or fall short of the
required minimum rate of return that shareholders and lenders could get by
investing in other securities of comparable risk. One third of EVA of the Business

Unit is used as the Performance Incentive.

Performance Incentive

1. Calculation of total fund to be allocated to HQ of Business Units
(operating profit after tax — net cost of capital invested directly to HQ) / 3

2. Fund allocated differently according to performance of HQ of Business Units

« differential fund = total fund x 20%
= common fund = total fund — differential fund

EVA 1/3: reserved in-house
(Economlc 1/3: dividend
Value
Added) ;Lé?gnciislt:bmed Allocated to HQ of Business Units
yees differential fund = total fund x 20%
common fund = total fund - differential fund

@

Presently the fund given to the Headquarter of Business Unit is allocated equally
to the employees as the Performance Incentive. The Digital Incentive of which
the term has no meaning is given to top achievers. This is a special incentive
distributed to top employees of Business Units when the Units produce
exceptional achievements. Since LG Electronics is a technology-intensive
company, the recruitment and retention of highly skilled employees. To attract
core manpower, LG Electronics has the incentives approved to each Business
Unit. The Unit can extend stock grant, signing bonus and other incentives to

maintain a pool of excellent manpower.
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8.1.13 One Example of Performance Evaluation of Business Unit: Case of

Digital & Display Media Division

Results of performance evaluation for Business Units affect the pay rate of
individuals. Employees pay great attention to the process and the methodology
of organizational performance evaluation. Therefore the performance indexes for
Business Units must be set to be fair and objective. LG Electronics adopted
three performance indexes namely main indexes, efficiency indexes, and
strategic indexes. Main indexes reflect the financial performance. They include

indexes like EVA, Sales, and market share.

Performance indexes are classified into main index, efficiency index, and strategic index.
Different scales for each index will be applied.

1. Main Indexes (EVA, Sales etc)
- 120% achievement of basic-target set and 20% growth compared to previous year will get perfect point.

- Market share will be used as supplement to sales volume. If the change of market share is more than 5%,
penalty will be imposed.

2. Efficiency Indexes (productivity, quality, O/H Cost, etc)

- 110% achievement of basic-target and 10% growth compared to previous year will get perfect point.
- weights for basic-target achievement and growth will be differentiated.

3. Strategic Indexes ( Strategic Change Management projects,
action programs for Patch Management Systems)

- 100% achievement of target set will get perfect point. .

4. self-evaluation/ 1st evaluation / final evaluation
- final grade will be given according to total weighted score
- perfect grade for self-evaluation is ‘A’
(A >=90, B : 90> or >=80, C: 80> or >=70, D: >70)

- Heads of biz units who get A grade can be given the pay rate ‘'S’.

Efficiency Indexes are measuring performance of operational perspective.
Productivity, quality, and overhead cost are included. Strategic indexes are
related to change programs being undertaken by Business Units. For indexes,
grading will be made through several stages of evaluation. The evaluation
consists of self-evaluation by Head of Business Units, 1% external evaluation, and
final external evaluation. The following slide shows how the evaluation is actually
carried out for the Digital & Display Media Business Unit. It has three

performance indexes and formulas are described how the scores are given.
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Each department/team has its own indexes and formulas for evaluation.
Supporting departments are not exception either. They also have indexed for

evaluation. The evaluation results are being used for determining incentives.

Indexes and measurement scales of Biz Unit

e

Gndexes":} O GBUEVA
- additional point will be given depending on fund received/given from/to headquarter

“ -
Sl Q Sales including internal sales (Won currency based)
market shaf&? Global market share, applicable to major five biz units including optical storage, monitor, TV, A/V, PDP
0 Reference of market share
QO at least one registered plan of executing strategic change management
<weights : 60% > < weights : 60% >
Achiev >120 >=110 >=100 >=90 >=80 o Achiev >=120 >=110 >=100 e _
ement % % % % % | 5% ement % % gy || PSS || BEud|| S
of of
target | 100 % 80 70 60 50 target 100 90 80 70 60 50

< weights : 40% >

year-to-year

<weights : 40% >

Year-to-  >=20 >=10 - >=a >=a 2 4 20% growth 5006 >210% >=0% ZZ:A: A 10%<
year % % 10% 0% < MIS change
compar stability* 100 90 80 70 60
ison 100 90 80 70 60 50
deterioration 90 80 70 60 50

* M/S stability : change rate within £ 5%
** M/S is measured in units but if M/S can be measured in Won
than measurement is done on 5:5

<exception> Due to retrenching businesses, it may not be possible to maintain certain level of sales and market share. In such cases,
the target set could be readjusted when consensus has been reached by the subject and the 15t evaluator.

8.2 Case Study of Taihan Cable Corporation : Building Strategic HR
Management (SHRM)

Taihan Corporation is an electrical company with nett sales of 2 billion USD, and
a profit of 2 million. It has good labour-relations which is very important in Korea.
The company uses visual presentation to explain the concept of PMS to

employees. The following illustrates how the system is designed.

128



8.2.1 SHRM Framework

FPhase Phise || Phase |ll Phase ¥
Redesign l: Implementation
—— — I e
g' Bon. arw. Stljnt&]sl' g g @ E Improvement |
z g; = g i g imploventoio
g & = 2
@ | recbrt .- g ¥
L = )
vl = g g e e
H— = |||E | |15 —T|E|[ sewte
i ST |‘ == 5 i ; = & Mawml
U AR Z || || Pevelopment
: AR ¥ w3 I
v HEE —— I : |2
| | =l - E 3 g a Support of
I|j Visionfatral :E i 9 E o 5 Reigis
n E % & E; mp, Bal S . a - E l a Determination
9“ RN I E 2|14 o
i 2|5 oiv.et. || | |3 e T
! |onm oult.H - Fon Bt | |3 e Future Sbject
o gl B
Change Management

Mission Q Maximizing Corporate Value with Continuous ;

Grand I | Global competitiveness, WORLD TAIHAN I

Sub Vision | Customer Business Financial Employee
Best products Developing strategic areas Increasing net-profit Giving employees hope
Best services by fivefold in 2005 and sense of

Al e

+n nrannce inhe affininnths Aand +a narvtininata antivnhsaiith

HR | Development of manpower to adapt to the environment quickly,

Nhinntivine

Tnunh Qi linits Crnnd 1

Core Value | ISSH

i

Manpower Development
HR
Strategy v" Development of Professional Manpower v From Individual Competency to Org.
Comn
| Job Evaluation Reward Manpower
|Z[ emphasis on expertise M based on achievement and M motivating employees |Z' MP Devlp. for key jobs

competence 4] strengthening competitiveness M strengthening job

competence

IZI PMS for each job class. M
IZI job class. by job FLOTIRIE T ger sl SIeligny M linking evaluation w. reward

e 7 P o e a1,
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Mission |‘ Maximizing corporate value and becoming a world-class corporation through continuous innovation and challenge

\Y Gra Global competitiveness, WORLD TAIHAN

i nd

S Visi

i

o Sub Customers Business Areas Financial Achievement Employees

n Visi

on

Best products Developing strategic areas Increasing net-profit Giving employees hope
Best services by fivefold in 2005 and sense of achievement

Core Value Involvement Simplicity Speed Honesty

Role Person with accountability Person to simplify processes Person to cope with changing Person with integrity
Models and and environment with

progressiveness to maximize efficiency speedy decision-making
and proactive attitude

8.2.2 Job Categorization

a) Job classification

Jobh Cat, Sub Cat Job Classification
Promotion, Planning, Manpower, Education, Foreizn Exchange Mot
- T, Z ' . T, L e Nilgt
Cash Maragernent, New Project Deseloprment, Patent Inlgt
- . Aceourtmg, Tax, Procuremernt, IT Planeing & Cperation, IT Developrment,
Supperting
External Cooperation, General Ivlgt., Emergency Planmmg, Sdminstration
Operation
Hegus N Production gt ., IMatenal Izt Log Safety Igt., o ot
. roduction IvIgt ., Ilate gt., Logistics, Safety Ivlgt., ment gt
Supporting
Sales Sales for Gosrermrnent Procurement, Doraestic Sales, Crrerseas Sales
Sales
Sales Management Sales Inlgt., Inlgt. of Crerseas Comorations and Branches, Construoction Igt
Developrnent of Iaterials and Products, Product Design, Production Technology, Construction Planning,
Technical Technical . - b
Syetern Planning, Construction, Quality Inspection, OV, Facility Ivlgt., Process Ivlgt., Supporting Project
Production Production Ilannfactuning
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b) Job Categorization & Sub-categorization

£l Role of Iiddle Office to support
for Product: Deselopraent, Production,
Sales Office. Fequires techmeal
Snpwhow

& High barrier of job rotation

81 Bole of Back Office for Mgt
& Lowr barier of job rotation

] Repetitrve work
& Bole of Front Office to contact

customers

& Law harrier of joh motatinn g Middle level of barrier of

Job rotation
8.2.3 Design of Competency Evaluation Systems
a) Development of Evaluation Items
| Mission & Vision I
| Identification of Core Values I
| Identification of Role Model I
| Job Categorization I | Determination of Evaluation Ranks I
| Definition of Sub Categorization I | Det. of expected behavior for each rank I
I Pool of Competency Elements H
\ 4 \ 4 \ 4
| 1D of competency elements for sub I | ID of competency elements for org. | ID of competency elements for each rank I
J Determination of competency
1 . g : I~

v

Determination of BARS for each I

BARS: behaviourally anchored rating scales
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b) Characteristics of each job category

Planning Management Identifying the internal and external environmental changes, setting strategic direction, mapping out business plan,
& Planning manpower, machinery, and equipment.
Operation
Supporting Acknowledging various demands from departments and developing plans to coordinate and support demands.
Production Planning aggregate production plan, monitoring execution of production plan, assisting production staff to
Supporting overcome
Production problems
Sales Sales Identifying customer needs, forecasting market demand, taking actions to meet demand, and
generating revenues
Sales Mgt. Supporting overall sales activities, aligning sales activities with corporate strategy, and compiling
Sales-related information
Technical Technical Supporting sales and production through developing technologies, securing materials, and designing products
Productio Production Engaging in daily manufacturing activities according to the production plan
n

c) Expected Behaviour for Each Rank

Team Leader

Being aware of corporate goals and urgent tasks, and directing effort of team members toward strategic goals.

Acting as facilitator and coordinator for team members and developing skills and competencies of team members

Achievement required rather than self-improvement.

SR Recognizing team goals, identifying tasks to achieve goals, and creating teamwork among team members

Acting as mediator to prevent conflicts between team leader and team members, and assisting team leader to achieve goals
§=|| Execution capability required

2

QO

3

g_ I §=|| Carrying out tasks assigned as directed by senior team members or team leader

@

>

Continuous self-improvement required
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d) Competency Elements

Common - " =
_'E]emenis> Exemplary Innovation Responsiveness Trustworthiness
‘ Planning & Operation | | Sales I ‘ Technical
‘ Management H Supporting || Production Supmt. ” Sales H Sales Mgzt ” Technical
Elements
Information
For Mgt Enowledze Collection & Goal-Setting Customer- Ceniric Mgt Mindset Expertise
Interpretation
Sub Cat.
= Information o
Flanning Medsating Collection & Eerimmanee: Flanning Creativity
Capability Capahility : Oriented Capahility
Analysk
Team Leader
Junior Level
Element
For
LEADERSHIP Execution Capahility Dependahility
Each
Rank
Prudence TEAMWOREK Self development
e) An Example of BARS
Indexe Planming Capahility ! Subjects Planning & Op. ! Management
Definition Capahility of understanding directives and goals of company and tearn, and offering the team detail plans to achieve goals
‘ Rate I ‘ Behaviors
g Subjects based on their knowledge and experience can make sigraficant contributions to tear strategy and develop an outstanding
plan.
A Subjects can contrinite in formulating the tear strategy and independently deselop a feasile and realistic plan
:
g
g B Subjects can independently develop 4 plan that can bi apleraented with ranoy corre ctiohs.
¢ Subjects do not understand tearn’s goals and strategy, and desized plan has marny drawhack.
Plan needs help of supervisor to be implemented.
D Subjects can not deselop a plan mdependently, and need help of supernsors with extensve corrections
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8.2.4 Design of Performance Evaluation Systems

a) Framework of Performance Evaluation Systems

Structure and Process of Performance Evaluation Systems

BSC
Perspectives

Corporate Level
Corpor m Strateay
< e linkage
It Business Level
= Riiciness | Init Missinn & Stratenv I """
S Strateqy
§ | 1 Divisio RiIsiness | Init I Iinkage
8 nal DI
= Team Team ... Team Level
o Strateay
% Team .Inh Team .Inh
Team KPI e o o o o Team KPI linkage
Indiv. P1 J1nh Perfarmance Operation
g} Indl\_/. - A——— Plannina

B Oneraion |

b) BSC(Balanced Scorecard) Framework

to focus not only on financial performance ,non—financial perspectives should be included to maintain
but on other perspectives a balanced strategy

,BSC will evaluate the performance on four perspectives,
financial,
customer, internal process, learning and growth.

E——" focusing only on financial performance would neglect
the long-term investment

Financial Perspective

“ What should we do to maximize
stackholders’

CustorrTer Perspective f
j— Vision &

Chvntnms

“ What should do for our

cristomers ‘
“How should we change and to be ‘ \ \
comnetent

“What process we should excel to
caticfyv
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Financial

Customer

Learning

Overall

Indexes

Team

Indexes

Individual

Indexes

c¢) Definition of Taihan BSC Perspectives

8 Bottom line of company
IE Indexes relating to the balanced sheet
IE grovwrth raticdactivity ratiofstability ratiofproduct ity fatiodiuidity ratio
IZ indezes of revenne, sxpense, profit

IZ other financial ratios

B performance to increase the external customer value

& efficiency of internal process to ncrease customer satisfaction and corporate performance

Bl activity to enshle sustainable growth

d) Design of Performance Indexes for Each Level

B [ndexes to embrace the firture management paradigm and to link with canses and dimee for performance improvement

B Tearm imdexes should be linked wath corporate vision and strategsy

B Tearn indexes should be deve loped with antonorey, reflecting the mission and tearn’s own roles

B Indrvidnal inde xes should be designed to increase job perfiormanc e and eventually to-achisve goals of cormpany and team,
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e) Taihan PEV process

8 BEC 15 used as a tool to ackiese vision and strategy of company. Indexes of diisions, tearns, and mdfaduals ave developed according to sisom and

strategy of corparey.
81 The success of PEV depends on FI's effectirensss on reflecting critical success factor to achisse corporate vision and strategy.

Corporate Level BSC Portfolic Team Level BSC Portfolio

Sirakegy

breafdown qf
Tegding inderes
Jow fenmr

f) Vision and Strategy

VISIO obal Competitiveness, WORLD TAIHAN
N
?;"C Maximizing Revenues
Goal

N -

21618118

epuaby

Building Strategic Marketing Systems Establishing Market Diversification Strategy
Development of Expansion of Restructuring Building
HVA products Information Business Portfolio Total Solution
Building Strategic Mgt. Innovating R&D Systems Building SHRM systems

Systems

Focused Strategy Management
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VISION

g) Tracking Map

Global Competitiveness, WORLD TAI HAN‘A

N

FG

Revenue Maximization

n

Building Strategic Marketing Systems

Establishing Market Diversification Strategy

Development of
HVA products

Expansion of Restructuring Building
Information Systems Business Portfolio Total Solution Systems

Building Strategic Mgt. Systems Innovating R&D Systems Building SHRM systems

h) Company KPI for BSC

| FINANCIAL 1 Weights for financial perspective T
VISION Glohal Competitiveness, WORLD TATHAN A
Strakgic Agenda End KP1 Taseet Leadl Index
weight| Strakgiciem | [weight] End KPI T | [weizn] Lead Index
15% Achievement of Sales Targei $L3Bil
354 Sales Growth
20% | Achievement of Net Profit Target .
Revenue I, . , . 3 I
50% Maximizaion 5% Cngt Reduction Rate 5% reduction || 5% Cost Reduction
3% Recerrable Turmover 120 devs b Beduction of Recefrahle Collection Length
5% Reduction of Default Recervables 0% 5% Reduction of Defanlt Recervables
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[ CUSTOMER 1 Weight far Customer Perspeciive [ 15w

VISION Global Competitiveness, WORLD TAIHAN d

Straegic Agenda End EPI Tarsal Leai Index
weight] Stakgiciem | |weight] End KPI S| fveimn] Lead Index
2 Enhancement of sales competency
Building i Ilarket expansion
) Sirakegic . 5
10%, Marketing 10%% Ilarket Share 7%
System 2% Hebmlding sales network & proving service quality
i Fealizing eost leadership
Market
i Diversification 5% Bate of Mew Customers - 5 Expansion of market share
Stralegy
[ INTERNAL PROCESS || Weights for INTERNAL PROCESS [ 5w |
VISION Global Competitiveness, WORLD TATHAN d
Strakegic Agenda End EP1 Tareet Lead Index
weight| Stramgiciem | |weight] End KPI HEL | [veighi] Lead Index
. W . Al ment rate of tarst | 2% | Mew Product Developrment |
e evelopment o . i 5 % =
5% HVA Product 5% for m.aw product developmend 100 | 1% Upgrading facility
St Ol | % Sales expansion of speciahized products
i 2% Introduction of ERP
Exp:msm]ll o Effectreness of expansion of ! R e
&% Information &% Vefbrits -
nrmation siystetns
Sysiems L 2% Strengthening techmology network
i % Building outsowrcing network
Rest'uFtumg Effectiveness of restructuring 5 £
39, Busimess 3% s e _
Portfolio Bl 1% Enhancing engmeenng capability
Building - Ilaintaiving expert pool of design, engineering,
Total Effectrveness of building mmalntenance, etc
3% : 3% ) -
Solution Tatal Solution Systetas ; »
Swtems 2% Boosting Systera Turn-Fey PIT capability
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[ LEARNING & GROWTH || Weights frL & G
Glohal Competifiveness, WORLD TATHAN - d

Siraiegic Agenda End KPI = o Lead Index
weight] Strakgiciem | |weight] End KPI VB | fweiznd] Lead Index
| 2% Reatalization of organizational functions
Building = - ;
10 Strakegic font Effectiveness of | 3o Process innovation
%Mt Strategic Ianagement Systemns | 1% | Rebwlding corporate culture |
ysiems
| 2 | Regrouping business portfolio through analysis |
3% Securing cost-cutting capability
. ] 143%
5% Innovation 5% Rate of Cost Reduction
{154 oy base)
2% Dewveloprent of new raterial
Building ‘ 1% Establishreent of edusation girtems
Satisfaction Level of
5%, SHRM 5% o - ‘ 1%, Seskinig CDP
Internal Customers
Systens 3% | Developing fair evaluation and reward systerns
i) KPI Dictionary Example
‘ Serial number ‘ 01
‘ Financial goals ‘ Maximization of Revenue | ‘ BSC Perspective ‘ Financial | ’Pempécti:re Wejght‘ 0% I
‘ ‘EPL ‘ Achievement Rate of Reverme Target I ‘ EPL /HS3 ‘ 15% | ‘ Targei ‘ I
Evaluation

Formula

= (Actual Sales = Sales Target) > 100

Evaluation [=] evaluaied levels for achievement rates :

Method @5:100% +o= @A:I00Y =-100% + == @B:100% - @ /2) <~ <=100%
Criteria @C: 1000 —-a <~ =100 —(x/2) @D:==100% -

[=] =target achievement rae criteriaz= : score = score for corresponding level x index weight

[=] Reder to the quantitative tahle
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j) Moon Chart for Teams in accordance with Lead Indexes

Bsc | FINANCIAL I
Won Chaxt for Team o |
g Comnpany ETE Diveion Optics | Miatarial Dumastic Bake Dirsion - Oumreass Sabz Diveivn
3 Lead
Frod. T RETHE o= | ma | Am x4 (A (NAD An | 0E | a0 | a0 | En @ | ma | BT
RS i@ | e | S0 20 | RS [4a | e wa | 20 B0 | o2 [HE | % | &% [zne e | ae | 2= | As | 2w | 29 | A | o | 0. A
ro | ® | B le|e 2| | % flelelele ele|ele|leheepie ®|le|ele |
Fales Tuwease T3 T3 (100 |10 | 50 | &0 75 [100 (100 (1000|1000 | 100 100 | 75 (100|100 | 100 {100 (100|100 [ 75
g [:o;tmdi,m>100 1000 | 1000 [100° (1000 | 1000 | 1000 (1000 (100 | 1000 (1000 | 1000 | 1000 | 1000 (100 | 1000 | 1000 (1000 | 1000 | 1000 (1000 (1007 | 1000 [100° | 1000 | 100
.r Reduwction of
Rer evables
g C Vi 1000 | 100 S0 (1000 | 1000 | 100 (1000 (100 1000 | 75 (1000 (1000 | 100 | 1000 (1000 (100
Lengih
Sirengthening
Mzt of
Defandt 100|100 75 100|100 100 | 75 (100 (100|100 |100 |100 (100
Recenvahles
sl ot | 100%% Teamn witth. full responsihility for lead ndec TEYY Siznificand share of rerponsiitity for lead indec
FRIE =L Sharing responsihiloty w. offver teamns for Lead imdex P Partially responsblefor Lead indec
k) Team KPI for BSC Example (Example of Electricity Sales)
BSC ‘ FINANCIAL ! Team ‘Dnmesiil: Sales (Elect. Tea.m)g
Strakegic Company Team St‘ategic Agenda_ Team EKP1
- Target Formula
Agenda || Lead Indexes | jweights]  Strategic lems | weighis Team KPI i s
Sales Eapaniing Salos Target
; 60.5 New Market w. 605 F | = (Actual = Target) x100
Increase New Producis Achievement Rate
¥ s Cost ’ v
E 2 Reduction 8.7 Cost Reduction 8.7 Cost Reduction Rate = (Actual = Budget) %100
£ g
=
Reduction of Reduction of = (Monthly Average Receivahles
Receivahles 87 Receivahles 8.7 Days of Receivahles d
Collection : Collection : Collection wrkeatly Sl )
Length Length x 365
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l) Example of description on individual performance indexes (example of
electricity sales team)

Job Description

increasing sales through speedy response to

Accurate forecasting of customer needs and market changes,

code task key process KPI formula
demand survey | collection of market |timely info. collection collection date-target date
information information value Does information latest?

Does information useful for carrying out jobs?

target achievement rate (no. of collections/no. of target)x100

bidding post of bidding timely acknowledgement |[report date- post date
bidding preparation [completeness of preparatigAre there any unprepared items for the bidding?
Is the cost estimate accurate?
Is the business proposal reasonable and feasible?
Is the business proposal accurate?
Contract review of contract temms [accuracy of contract terms|Are the terms reflecting the needs of the company?

Are there any items omitted in the contract?

contract changes

timeliness of contract changeq

completion date - target date

| BV The evaluahiot piocess consists of Tour steps: (1) goal-setiing, () mMOTonig, [2) ¢ arryimg o

it evahiation, (@ Fesdback

STEPS Goal- setnngmhnlle\:/f_\'lnmmnng inerview >Evalummn inkerview >

Feedhack >

Superior _l *\lppnrhngjd]mchng}'chec]mn# | Superior Fraluation | Superior I
g l Result
Q
= Interview Interview
E Promotion
E_ Demotion
! —T | Sirenuous endeavor | | Self evaluation | Subject I
; ; IZ lirdung evalnaty :
1= Iinkang mdnidnal. goals I= stepping up corraracation L= 2\1.1,&511:]? ?VI;IDE;?DF:HDI based pmmogtion.l'du.eal';stnio“ri
wr, Orgarazational goals. = suppont of swperior = ol i £ s IZ linking evalnation w.
I= defining explicit tarzets I flexdble targets to cope W : ta]ﬁj%itmfe:\sfal t future targets & education
IZ defining clear indrridual erroninental changes BLEER ¥o L plan
targets
IZ setting weights for KFI
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n) Summary of PES

B Evaluation T/F conduct the evaluation twice a year for four groups of subjects.

P/O group Sales Group Technical Group | Production Group
B Implementer : Planming Team £ 21T, ?EEPJE?;?
M Evaluation T/F merbers © executres M g’!raéedﬁgl Jales, Faiﬂit}f ,
B Composition of Evaluation T/F Fund Aoct. 12, | 372comesti, Plant SR |
I= T/F Leader : CEO £ | Ceneral &P, | Conmumication, | (Technical Tear,
IF Organizer - Team Leader of Plarming Team '¢:" Electrity, Parts Tearn)
IZ TIF Mlerhers : executres (extemalg erts can join) : Pmc“—"e“}em: High Vohage, i
i : : i i = Opeation, Retail, (Production,
B Tining of T/F Formation : 3 weeks before evaluation E Sales M Irrereeas Sales 1,27 Total § teams i
B T/F mendbers i etc .
= when necessary, external experts canbe imated to i
Gt D) Total 19 teams Total 13 teams
raise the objectrvity of the evaluation. Total 10 teams
B Composition of subjects
I= Suhjects will be dreided into four groups
I Subject Grougs : PIO, Sales, Technical, Production Scale Lbgolute ScaleIndependent Evaluation
B Interm Erraluation
IZ Evaluation period: Jar: 1 ~ June 30 {once a wear) Criteria Based on team KPI pomts
IZ Eraluation tivaing : Juby -
M Fitial Foraluatinn M Eatings _
IZ Evaluation pexiod @ Jan. 1~ Dec. 31 (once a year) 7 [ aite= Hl points
IZ Erraluation : Jan. the following year b Bttt
g EB:M==~=30
EC:60==~=70
ED:=d0
8.2.5 Structure of Evaluation Systems
a) Individual Evaluation Systems
Class. Methodology Subjects
LIBD B Conducting evaluation and imterviews once a year
Performance] | ( Management By Ohieciives) )
Evaluation B & tearn leader evaluates team merbers ona hon-curve and adjusts the results on a curve
B Executres evaluate tearn leaders on 2 non-curve and the TVF conducts the esalubinn on 2 curve.
BARS B Each emnployee is given the team average score (say 85) and conducts the self-envaluation.
c o (Behaviorally Anchored
E‘:rl;llpe n:f Rating Seala) W & tearn leader conducts the evaluation. &1 eraployees are subject to the evaluation for corroon eleng
B The mdrridual evalnation are classified into two: job category and rank.
Sales Technical Production Planning & Operation
Chase, Team | Semior | Team Team | Semior | Team Team | Semior | Team Team | Semior | Team
Weighis Leader |Member | Member || Leader |Member|Member || Leader | Member |Member || Leader |Member | Member
for
elements || Port || % 70 s || 5 so || m i su || e 55 50
by 1
Comp. || 20 30 so || 2 35 so || 40 s || w 45 50
[ ot || w00 | w00 [ soo || w0 | w0 [ oo || w0 | woo | oo || w0 | a0 | 00 |
e | Class. [| Individual Performance Fral + Individual Competence Eval | | Organizational Performance Evaluation |
04 |weights i| 90% [ | 10%
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b) Example of Individual Evaluation

Condurting Braluation Grading Calculating Poings Final Grading
A Cor . Foitits Farmed I Final Grads |
: ;ﬁj ||| Hroiedual Bt «Dotermining the fnal grade by
T Flerents 5 Com};etemetpomts | orderng the me rabers for the
Indy. . gl sarme rank.
Eval |[ % +
Ferf. bchieved | | Indradual Performance Performance pomts |
Eoral, Results Grads # weights o

Org. || Baf
KFI
Eval.|| Eval

Organization Performance
Crade

=

Organization points S | 40w [ 700 | 10w | S
* weights A0 | 15% [ s0% | 15% | 10%

# Example of senior ieam member at Sales Team

B Individual Corapetence ; points earmed for & ele ments — 20
W Indradual Performance @ [EFT + (eontribution to performance) + (task diffieultyd]
poihts earned — Q0
B Cirganizational Performance : KFI points earmed — 80
W weights
- ndradual evaluation @ orgamzational evaluation = 905 : 10%
- indrvidual cotapetence - ndfidual performance = 30% - 70%

‘ Points Bamed from Indtvidual Evaluation

points = [(B0x30%) + (90 =70%]]
®O0% + [0 10%]
= [ 463] x80% +8

=T83+8= 86.3

8.2.6. Design of Pay Systems

a) Structure of Pay Systems

‘ g basze pay, perfarmance-based pay allowances (rank, self-development, OT, cedificate, overseas)) |

l ASIS I | TO-BE |
Basic pay e -
\\\ m
ri)
L o
5 bonus( 600% ) b Base Pay
3 =)
= =
o
bonus( 300% )
=nk, amplovmant, family, saff-davalopmant
= i _,_,_/_'_,,_4 i | Carificate |
g | overtime I § | Overtime |
2 | cerificate t o || Plant, Overseas |
| o
plant, overseas: =
; | — ) By ‘ Individual Performance Pay |
| pedormance -based pay 3
[ Funding for 50% of pay raise >—< Z —— . |
| Fund leas than 50% above profit tarast | _E_ el e

# Funding for Group Performance Pay is decided by the Board of Directors
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b) Group Performance Pay

3
r Grades 3 A B {2 D

Fay Coefficient

4
B
(R

2.00 Tt 1.50 1:25 1.00
Special fund Determination Distribution (F.C.)
= of Team Grades of * F2H== tHeEERe| HFAEEd met BRI os dHEE,
Less than 50% above Fund Z M= B TH HES D HAESE Gs|= 20| diEaet
Target profit
Disiribulion of Group Performance Pay Fund
{unit : won)
Team Tgtal e Grade s Base Pay# P.C. Pay
ase Pay
Fund for
A 90, 000,000 3 2,00 90,000,000 % 200 = 180,000,000 61,803,000
B 20, 000,000 A 1.75 80,000,000 % 1,75 = 140,000,000 48, 065,000
5 70,000,000 A, ] 70,000,000 1,75 = 122,500,000 42,060,000
8] B0, 000,000 B 1.50 B0, 000,000 % 1,50 = 90,000,000 30,901, 000
E 50,000,000 D 1.00 50,000,000 % 1,00 = 50,000,000 17, 167,000
Total 350,000,000 Ra5, 000, 000 200, 000, 0o0

c. Individual Performance Pay

- A7 w255

00% of Individual Monthly Pay DEtE"“if“aﬁﬂn Calculation Calculation Payment
+ o of of
50% of Total Pay Raise Fund Individual Grade Total Base Pay Individual Performance
- For Pay
Additional Special Fund Each Rank

Evaliation Criteria

W Cnly the Individual pedarmance result is taken into account.

M The grade is determined based on the evaluation results for each Job category and rank,

Grade Distribution

Grads 3 & B [ 8] Re mark

Distribution 10% 20% 40% 20% 10% e e

Payment Coefficient 15 152 1.0 n.e 0.E & category

# Additional Special Fund consists of 1% of total salany,
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d) Pay Range under new pay systems

H The pay range has a Jower Lirndt but ot an apger lmit.
) The data do not inclnde allowances for overseas and planta.

Exaraple) The upper lirdt is for “5” of indrddual performance srade and “57 for sroup performance grads,
- The group grade 5 gives 300% of monihly hase pay as group performance pay.
- The data does exclude the antomatic pay raise.

i Légifaulaﬂﬂﬂ W g,%‘l- Ao GAE s
: = == 1208t
- 40.000 SQE};D L
b 2| =
L s %2 aaam LI A
; e 31,937 ] 38, 702 ’
- 30,000 4= = —— .20
25 1000 ARE Zh 297 33,896
- 25 = = —_ 30,8
i 27 5% / 26,000
20.000 23, 566
/ _22.949 %
15000 211
| k=i Clijpper fignre & upper Himii, if o
|2:4T4 OLower figure 1: current average pa
COLower figure?: lower limit

9.0 Success factors

9.1 Executives’ Action

» Executives should eschew simplistic organizational solutions:
when applied in isolation by the companies, popular techniques
such as management incentives and key performance

indicators were strikingly ineffective.

« High-performing companies must have a basic proficiency in all
of the available practices; a conspicuous weakness in any of

them drags down the overall result.

» Managers should concentrate most of their energy on a small

number of practices that, introduced together, typically produces
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the best results, [‘Managing your organization by the evidence,”
Leslie K., et al., The McKinsey Quarterly, No. 3, 2006. ]

9.2 Combination of management practices

= Not one management practice would enhance organizational

competence.
= Combination of several management practices would bring
desirable results.
-Accountability or clear role definition
-Clear sense of direction

-Openness and trust
9.3 Is KPI a panacea?

o Certainly not!!

o0 KPIs without clear role definition let employees focus only on
improving indexes, not necessarily performance.

o0 Incentive systems without knowing corporation’s directions and

goals would not produce good results.

source: Keith Leslie, Mark A. Loch, and William Schaninger, "Managing your

organization by the evidence,"” The McKinsey Quarterly, No. 3, 2006.
10.0 Conclusion

10.1 Need for unique appraisal and pay systems for each company

10.2 Commonality
0 Recognizing the importance of sustainable growth

o Consideration of competence and achievement
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o Design of systems to promote teamwork
o Tying the evaluation to the pay
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