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PART  I 
 
 

Korean Economy and Construction 
Industry



 

1. Executive Summary 

Korean economic growth remained generally moderate, following slowdowns since the first 

quarter of 2006. With a recent slowdown in global economy and uncertainty in the global financial 

market spreading, the Korean economy continues overall slowdown. The construction sector which 

is felt deeper impact from the nation's economic situation than any other industry, also remains 

sluggish. The sharp fall in the building construction led mainly by residential sector was culprit for 

worsening the construction business. To overcome the recession of construction business, raising 

of the construction productivity and enhancing the global competitiveness are most important then 

any other things. 

 

2. Macro Economic Review and Outlook 

2.1 Overview of National Economy 
Recent Korean economy appears to slowdown, after having an expansionary period until late 

last year. It was mainly because domestic demand was contracted. Such depressed domestic 
demand is partly affected by instability in global financial market, but largely by the inflation 
resulting from high price of oil and raw materials. The further depreciation of the won is likely to 
amplify the exchange rate, leading to consumer price inflation. Inflationary pressures from the 
demand side had gradually expanded last year. The price hike of oil and raw materials caused the 
CPI inflation to rise above the target range (3.0±0.5%).  

Faced with slowing global economy, Korea’s export will be affected by worsening foreign 
demand, but the impact is expected to be limited. Korean economy is forecast to face limited scale 
of negative impacts, since it has consistently expanded toward developing countries, like china. In 
summary, the Korean economy, despite slowdown in domestic demand, is forecast to show only a 
moderate slowness in overall growth rate, while maintaining its steady growth in exports.    

 
2.2 Main Economic Indicators 

A. GDP 

The GDP growth rate1 in 2007 fell from the previous year’s 5.1% to 5.0%, further more 4.8% in 

the second quarter of 2008. With a recent slowdown in global economy and uncertainty in the 

global financial market spreading, the Korea economy is expected to continue overall slowdown. 

During the second quarter of 2008, manufacturing sector grew higher to reach 8.5%, but service 

sector fell to 3.3% the lowest level since 2005. Especially construction sector recorded negative 
                                                        

1 All growth rates in this paper are on a year-on-year basis unless otherwise noted. 
 



 

growth rates (-1.4%) in this period. 

<Table 2.2> Main Macroeconomic Indicators (base year: 2000) 
  2003 2004 2005 2006 2007 2008.Q2 

GDP and Components 
GDP at real 
Prices (bill. Won) 662,654.8 693,995.5 723,126.8 760,251.20 798,057.0 206,827.1 

% growth 3.1 4.7 4.2 5.1 5.0 4.8 
GDP at current 
prices (bill. Won) 724,675.0 779,380.5 810,515.9 848,044.6 901,188.6 241,065.8 

% growth 5.9 7.5 4.0 4.6 6.3 8.8 
Agriculture, Forestry and Fishing 
% growth -5.3 9.2  0.7 -1.5 1.1 4.4 
Manufacturing Sector 
% growth 5.5 11.1 7.1 8.5 6.5 8.5 
Services sector 
% growth 1.6 1.94 3.4 4.2 4.8 3.3 
Construction sector 
% growth 8.6 1.8 -0.1 0.3 1.8 -1.4 

Demographic Indicators 
Population 48,386,823 48,583,805 48,782,274 48,991,779 49,268,928 - 
Population 
growth rate (%) 0.3 0.4 0.4 0.4 0.6 - 

Total labor 
force(1,000 
person) 

22,139 22,557 22,856 23,151 23,433 23,871 

Labor force 
growth rate (%) -0.1 1.9 1.3 1.3 1.2 1.9 

Unemployment 
rate 3.6 3.7 3.7 3.5 3.2 3.1 

Financial Indicators 
Short term 
interest rate 4.31 3.79 3.65 4.48 5.16 5.37 

Long term 
interest rate 4.55 4.11 4.27 4.83 5.23 5.52 
Changes in 
consumer price 
index 

3.5 3.6 2.8 2.2 2.5 4.8 

Change against 
US$ 1,192 1,144 1,024 955 929 1,018 

Source: Bank of Korea, National Accounts. 

 

B. Exports and Imports 

In 2007, exports increased by 14.1% to total 371.5 billion dollars, posting a double-digit increase 



 

rate for the five consecutive years since 2003. This was largely attributable to the expansion of 

overseas demand brought about by the sustained rapid growth of the global economy and 

noticeable improvements in the quality competitiveness of main export items. By item, wireless 

communication equipment shifted to a decrease in exports and computers, home electronic 

appliances and textile saw sluggish export performance throughout the year, but machinery, 

precision equipment, petroleum goods, ships, semiconductors, steel and metals enjoyed high rates 

of export growth. Exports of chemical products and passenger cars saw a steady increase. 

Imports also recorded a double-digit increase rate faster than export since 2005. By item, 

imports of raw materials centering on crude oil increased sharply owing to a surge in their prices. 

 

<Table 2.2> Exports and Imports 

(unit: USD bill., ％) 
  2003 2004 2005 2006 2007 2008-Q2 

Exports 193.8 253.8 284.4 325.5 371.5 114.5 
(increase rate) (19.3) (31.0 (12.0) (14.4) (14.1) (23.2) 

Imports 178.8 224.5 261.2 309.4 356.8 114.4 
(increase rate) (17.6) (25.5) (16.4) (18.4) (15.3) (30.1) 

Balance of trade 15.0 29.4 23.2 16.1 14.6 0.1 

Source: Bank of Korea. 

 

C. Inflation Rate 

Consumer prices (CPI basis) showed a relatively slowdown trend since 2004 to stand at 3% 

below (on an annual average basis). This was attributable to the continuation of the Korean won’s 

appreciation against the U.S. dollar, the stable movement in the prices of agricultural, livestock and 

marine products and wages, which together offset the effects of the hike in the prices of 

international oil and other raw materials. 

The consumer price in the second quarter of 2008 jumped to 4.8% from the previous year’s 

2.5%. The rise in inflation is mainly driven by the effect of Won depreciation on the price of 

imported-goods and industrial products, and the inflationary pressures from the robust domestic 

demand in last year. 

 



 

D. Unemployment 

There was little improvement in labor conditions because of the lackluster state of domestic 

demand and diffusion of labor saving production method.  

The unemployment rate posted 3.7% in 2004. In 2005, there was some improvement in labor 

market conditions, but this was less than sufficient considering GDP growth. Despite the insufficient 

improvement in employment, the unemployment rate edged down from 3.7% to 3.5% in 2006 and 

to 3.2% in 2007, owing to a change in population structure in terms of labor supply. In the second 

quarter of 2008, the unemployment rate stood at 3.1%, a slight drop from the previous year’s 3.2%. 

 

3. Overview of Construction Industry  

 

3.1 Construction Investment  

The growth rate of the construction industry, contrary to other industries, accelerated sharply 

recording 7.9% in 2003 owing to brisk private construction amid buoyant housing business and a 

rise in the government’s construction of roads and harbors. Since October in 2003, Korean 

government has strongly regulated the real estate market to stabilize the housing price in some 

speculative areas. As a result, the real estate market has been depressed and construction 

economy has also been adversely affected. 

In 2004, the construction business experienced a large fall in its rate of growth compared with 

the previous year in response to the tightening of regulations on reconstruction, the series of 

measures to curb real estate speculation and the oversupply of buildings for commercial use, which 

combined to leave the construction of buildings being at low ebb. After the recession period until 

2006, there has appeared a symptom of recovery in 2007 with a growth rate of 1.2%, but its overall 

condition still remains sluggish. Growth rate of construction investment registered -1.1% during the 

first half of 2008.  

<Table 3.1> shows the sectoral trends of construction investments. According to this, the growth 

rate of the residential building investments has decreased since 2003, and shrunk from 9.0% in 

2003 to –3.5% in 2006, and to -4.9% in the first half of 2008. However, the nonresidential building 

construction investment has increase since 2006. A growth rate of the non-residential building 



 

investment was recorded to 5.6% in 2007, and 3.4% in the first half of 2008. The construction 

investment for the civil construction sector, mainly depending on the government expenditures, has 

not shown the persistent pattern during the years 2003~2007. It was recorded to -0.1% in 2004, 

1.5% in 2005, 0.7% in 2006, 0.3% in 2007, and -1.6% growth rate in the first half of 2008. The 

government continues to encourage private participation into public infrastructure. 

 

<Table 3.1> Construction Investment 

(unit: billion won at 2000 year fixed price) 
 Total Residential Nonresidential Civil(SOC) 

2003 

Actual value 116,427.7 34269.2 34667.2 47491.3 
(change ratio(%)) 7.9 9.0 14.2 3.0 

Current value 135,990.0 40,206.0 40,514.8 55,269.2 
(change ratio(%)) 16.8 18.7 24.1 10.7 

2004 

Actual value 117,729.4 35881.6 34425.5 47422.3 
(change ratio(%)) 1.1 4.7 -0.7 -0.1 

Current value 146,598.1 44,645.00 42,978.90 58,974.20 
(change ratio(%)) 7.8 11.0 6.1 6.7 

2005 

Actual value 117,464.0 36664.5 32689.2 48110.3 
(change ratio(%)) -0.2 2.2 -5.0 1.5 

Current value 151,441.8 47,262.40 42,537.50 61,641.90 
(change ratio(%)) 3.3 5.9 -1.0 4.5 

2006 

Actual value 117,347.3 35375.9 33525 48446.4 
(change ratio(%)) -0.1 -3.5 2.6 0.7 

Current value 155,624.4 46,832.60 44,844.80 63,947.00 
(change ratio(%)) 2.8 -0.9 5.4 3.7 

2007 

Actual value 118,753.9 34748.9 35401.2 48603.8 
(change ratio(%)) 1.2 -1.8 5.6 0.3 

Current value 162,852.9 47,587.60 49,105.60 66,159.70 
(change ratio(%)) 4.6 1.6 9.5 3.5 

2008.6 

Actual value 58,656.6 16,648.6 17,873.0 24,135.0 
(change ratio(%)) -1.1 -4.9 3.4 -1.6 

Current value 85,989.6 24,323.80 26,512.60 35,153.20 
(change ratio(%)) 6.7 2.5 11.8 6.1 

Source: Bank of Korea, National Accounts 

 



 

3.2 Construction Companies 

As the government grip on the industry loosened from 1989, license began to be issued to 

eligible contractors, first in regular intervals and then now whenever upon request. Therefore, 

during the last decade the number of general contractors increased by more than sixteen fold 

numbering up to 12,914 firms in 2006, and likewise, specialty contractors increased almost 6 times 

to around 37,675 firms. As time goes on, inevitable competition inside the industry intensified. 

Average annual contractor amount of construction companies was 9,960 million won (about 10 

million dollars) in 2007. 

 

<Table3.2> Statistics of Construction Company 
Year 

Classification 
2003 2004 2005 2006 2007 

Number of general contractor 12,996 12,988 13,202 12,914 12,842 

Average contractor amount  
(100million won) 

78.8 72.7 73.8 83.0 99.6 

Source: Construction Association of Korea 

 

3.3 Employees and Construction Labor 

The number of workers increased steadily in the industry. For the year of 2007, more than 1.8 

million employees were working in the construction field, 7.9% of total employment. The number of 

workers in first half of 2008 decreased slightly compare to previous year with construction business 

slowdown. Table 3.3b shows the number of employee in construction by job types. More then 66% 

of total construction employees were working in the Special trade construction fields, and the rest of 

the employee was General construction fields. 
 
<Table 3.3a> Number of workers in Construction 

Year 
Classification 2003 2004 2005 2006 2007 2008 Q2 

Number of employee in 
construction 

(thousand person) 
1,816 1,820 1,814 1,835 1,850 1,826 

Source: Korea National Statistical Office 
 



 

<Table 3.3b> Number of Employee in Construction by job types 
  2002 2003 2004 2005 2006 
Construction 1,524,562 1,719,074 1,737,166 1,718,181 1,716,837 
General construction 503,539 588,767 562,206 571,327 578,672 
 Heavy construction 165,115 177,039 173,621 176,161 161,294 
 Building construction 338,424 411,728 388,585 395,166 417,378 
Special trade construction 1,021,023 1,130,307 1,174,960 1,146,854 1,138,165 
 Engineering and building 407,469 485,333 503,951 475,268 482,399 
 Building installation 184,169 174,176 184,775 183,109 169,972 
 Electrical & communication works 258,671 254,707 255,861 252,120 246,429 
 Building completion 170,714 216,091 230,373 236,357 239,365 

 

3.4 Productivity 

 

3.4.1 Value-added per Employee 

Value added product per employee in construction industry was dropped by 0.8% in 2006 

compared with 2005. This rate is disappointing, since other industries show positive growth rates 

such as 10.2% in manufacturing and 1.6% in services in the same year. Value added product per 

employee is increased by 1.0% in 2007. 

 

<Table 3.4.1> Value-added per Employee 

Unit : million won per person at 2000 price 

 2003 2004 2005 2006 2007 

Construction 27.8 28.3 28.3 28.1 28.4 

%change 4.5 1.6 0.2 -0.8 1.0 

Manufacturing 41.7 45.4 49.3 54.3 58.5 

%change 6.4 8.9 8.5 10.2 7.7 

Services 23.8 23.6 23.8 24.2 24.7 
%change 1.3 -1.0 1.0 1.6 2.2 

Primary sector 12.7 14.8 14.9 15.0 15.7 

%change 1.0 16.1 1.1 0.3 4.5 

* NB: Primary sector includes agriculture, forest, fishing and mining etc. 

 



 

3.4.2 Physical Measurement of Construction Productivity (production2) 

 

Result of Construction Start (It refers to total built-up area) were recorded to 32.7 million 

㎡ of Dwellings construction, 25.2 million㎡ of commercial construction, 16.2 million ㎡ of Factory 

construction in 2007. In the half of 2008, 8.0 million ㎡ and 1.7 million ㎡ are recorded in 

residential construction and commercial construction respectively. Due to the shrink of the demand 

of residential construction since 2006, share of dwellings was decreased from 33.9% in 2007 to 

20.8% in the half of 2008.  

 

<Table 3.4.2> Result of Construction Start (1000 m2) 

  2003 2004 2005 2006 2007 2008.6 

Dwellings 42,060 34,587 31,502 28,433 32,753 7,984 

Commercial 38,270 27,244 21,764 20,971 25,176 12,745 

Factory 13,212 12,909 13,720 15,080 16,165 8,596 

Educational and Social 7,302 6,439 6,992 7,530 8,666 3,777 

Others(By Structure) 8,122 10,101 10,208 12,857 13,899 5,296 

Total 108,965 91,280 84,187 84,870 96,659 38,397 

Source: Korea National Statistical Office 

 

3.5 Construction Cost 

3.5.1 Average construction Material Prices 

The official prices of major construction materials are influenced by government guideline but 

actual transaction value changes according to the market conditions. The demand and supply of 

most of the construction materials more or less can be matched domestically. Shown as <table 

3.5.1>, the price of the most construction materials is almost not changed during 2003-2008, except 

Steel bars. In Jun 2008, the price of Steel bar rose to about one million (Korean won per ton), 

almost twice, from the previous year 526, 500 won. Because the raw material of Steel bar mainly 

depended by import, and so the price was influenced by international market situation.  

                                                        
2 We don’t have the adequate data standing for physical measurement construction productivity, since there 
is no labor input data which is classified by construction types. 



 

<Table 3.5.1> Average Construction Material Price  

 Cement in bulk 
(won per 40kg) 

Steel bars 
(won per ton) 

20mm 
aggregates 

(won per m3) 

Concreting 
sand 

(won per m3) 

Common  Bricks 
(won per 

thousand pieces) 

RMC * 
kg/cm3 

(won per m3) 
2003 3,333 382,750 12,000 11,000 48,000 55,543 
2004 3,404 515,917 13,000 12,250 46,000 53,827 
2005 3,387 498,583 13,083 14,167 46,000 51,708 
2006 3,370 455,667 13,250 11,333 45,000 49,080 
2007 3,370 526,500 13,083 11,500 45,000 49,080 

2008.6 3,370 1,011,000 12,000 12,500 45,000 51,970 

* RMC : Ready Mix Concrete 

Source: KPC (Korea Price Information Corp)  

 

2.5.2 Construction Industry Salaries and Wages 

For chief workers, the salary and wage has mildly increased since 2003. But special daily 

workers experienced negative wage growth due to decreased construction demand during the 

years 2003~2004. In the first half of 2008, the average wage per day for chief workers is 85,203 

won (about 83.7 dollars), 81,596 won (about 80.2 dollars) for special daily wage, and 63,530 won 

(about 62.4 dollars) for normal daily wage. 
 

<Table 3.5.2> Construction Industry Salaries and Wages (Korean Won) 

 2003. 2004 2005 2006 2007 2008 

Chief worker 69,644 70,184 73,402 78,124 81,700 85,203 

Special daily wage 66,596 66,504 68,917 73,572 79,027 81,596 

Normal daily wage 52,429 52,575 54,171 57,321 59,715 63,530 

CAK (Construction Association of Korea) 
 

3.6 Import and Export of Construction Services 

3.6.1 Annual Import/Export of Construction Services 
Total exports in construction were 39,788 million dollars in 2007. Among them, industrial 

construction exports (Plant) occupied the largest portion recording 25,268 million dollars. 
Architecture construction exports was 8,177 million dollars and infrastructure construction exports 
was 5,232 million dollars. No construction import has been recorded yet. 



 

At present (September in 2008), Total exports in construction was already achieved the previous 
year’s level.  

 
<Table 2.6.1> Annual Exports of Construction Services 

year Total 
Contract Amount by work type(million US$) 

Civil  Architecture Plant Electric Telecomm Engineering 

2008.9 39,180 6,443 6,927 24,186 1,078 19 528 

2007 39,788 5,232 8,177 25,268 690 41 381 

2006 16,468 1,532 3,433 10,920 474 3 106 

2005 10,859 836 1,226 8,263 374 13 147 

2004 7,498 806 874 5,182 545 3 89 

2003 3,668 402 532 2,491 192 8 43 
 
 

3.6.2 Top Five Countries for Construction Export and Import 
 
In 2007, U.A.E is the most important country in construction exports where 5,585 million dollars 

of construction service was exported. Libya (5,450 dollars), Saudi Arabia (5,055 dollars), Singapore 
(3,178 dollars), and Egypt (2,081 dollars) followed. 
 

<Table 3.6.2> Top Five Countries for Construction Export 

Rank 
2006 

Rank 
2007 

Country Value (mil $) Country Value ($) 

1 Saudi Arabia 3,623.6 1 U.A.E 5,585 

2 Kuwait 1,982.1 2 Libya 5,450 

3 Qatar 1,314.3 3 Saudi Arabia 5,055 

4 Oman 1,266.9 4 Singapore 3,178 

5 Vietnam 1,153.1 5 Egypt 2,081 

 


