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abstract

Do Foreign Workers Substitute for Domestic Workers? :
An Estimation of Elasticity of Complementarity

Sung Il Nam

This paper analyses substitute/complement relationship among domestic workers,
foreign workers and capital in Korea. Utilizing a panel data constructed from the
DB of employment license system of foreign workers for the period of 2005-2010,
the share equations of translog production function have been estimated and Hicks
elasticities of complementarity have been estimated. The results are following;

First, the pooling GLS estimation shows that foreign workers are g-substitutes
for domestic workers in manufacturing industries but are g-complements in
non-manufacturing industries. The 1% increase in foreign workers is estimated to
decrease domestic manufacturing workers' wage rate by 0.06% while to increase
non-manufacturing workers' wage rate by 0.02%.

Secondly however, the fixed effect model and random effect model estimation,
controlling for industry specific effects, show that foreign workers are neither
substitutes nor complements with domestic workers in either manufacturing or
non-manufacturing industries. The results imply that it is important to control for
industry specific effects when we analyze the labor market impacts of foreign

workers.

Keywords : substitutes, complements, elasticity of complementarity, foreign

workers, translog production function
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