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The Role of the Government in Vocational Training

Jae-Yong Shim

The free training market sometimes fails to provide the socially optimal level
of training for workers. Because of these potential market failures,
government intervention in the finance, provision, or regulation of training
may be called for. However, some prerequisites should be met in order for
the government intervention in the training market to be justified in terms of
economic efficiency. First, a design of government policies should begin with
identifying the potential sources of market failures as accurately as possible.
Second, government policies should be targeted to correct the specific market
failures identified. Third, government policies must take into account the
potential government failures as well. The case for government intervention
can be made only if the cost of potential government failures does not
outweigh the cost of market failures.

These principles should be clear guides to the making of public training
policies, but are frequently ignored in actual policy makings. There are even
many cases in which the government makes interventions into the
well-functioning free training market and thus impairs economic efficiency.
Korea can be mentioned as a typical example. The Korean government has
consistently ignored these basic principles, leading to severe government
failures. Therefore, the most important element in the reform of Korean
training policies is to firmly follow these most basic but easily ignored
principles.

The Korean training policies have centered around the mandate or
overregulation to private firms and the direct and monopolistic provision of
public training as a part of manpower policies for speeding up economic
development. Even if these training policies have decreased the training
efficiency inside of private firms, they are judged to have had at least some
economic rationale as they have helped to supply an ample amount of basic
skills, which were urgently needed in the intial stage of economic development.
However, the current government policies, which rely on the overregulation of
private training and the monopolistic provision of public training, are no



longer compatible with recent changes in the economic and technological
environments and thus are hampering a development of the private-led

training market.

The employers’ role is gaining increasing importance as a result of changes
in the training environments. Korean private firms are making serious efforts
to increase investment in worker training and, more importantly, to systemize
on-the-job training as they introduce new flexible automation technologies
and restructure work organizations in response to changes in firms’
environments. In addition, the rate of workers turnover has decreased
significantly. These changes are laying a ground for an unregulated
private-led training market.

How should the government’s role in worker training be redefined? We make
a strong case for redirecting the government’'s role to a facilitator in a
market-based support system. In the market-based system, private firms and
private training agencies are expected to play leading roles and the supply of
training is expected to adjust promptly and efficiently to the demand for
training according to market forces. But we do not argue for leaving the
training market /aissez-faire. In the market-based support system, the proper
role of the government is to facilitate the operation of market forces and to
support in an indirect way to correct potentially important market failures. In
other words, the government’s role should focus on the provision of financial
incentives to private-led training and the building of institutional

infrastructures needed to make the training market function efficiently.

More concrete policy alternatives for a market-based support system are
proposed as follows.

(1) First of all, the overregulation of private training should be abolished. This
is an essential step toward a private-led training system. Therefore, the
current training levy-grant systems should be removed as soon as possible. In
addition, various regulations that prohibit a co-investment of employers and
workers should be removed or significantly loosened.

(2) The government should introduce or expand financial incentive systems
that are considered by most economists to correct market failures in a less



distortionary way than the levy-grant systems. Policy proposals include an
expansion of tax credits for worker training, an introduction of government
loan and/or conditional loan guarantee to facilitate training in liquidity
constrained small-and medium-sized firms, and financial and policy support

for training consortia that aim to realize economies of scale in training.

(3) The most important task in changing to the market-based support system
is to build institutional infrastructures for private-led training. The
government efforts to build institutional infrastructures that will outlive
particular programs will be most effective because the provision of financial
incentives to private training is inherently limited due to the scarcity of public
funds. First, many regulations regarding the establishment and operation of
private training agencies should be removed for the private training industry
to develop as a profitable industry. Second, since reducing direct provision of
public training is a precondition for a successful development of the training
industry, most public training agencies should be privatized. There should be
a clear division of roles in which the government finances training for the
labor market disadvantaged and the private sector is in charge of providing
training. Third, a training voucher system will be necessary to motivate
training providers and to expand the freedom of training takers to choose
among private providers. Fourth, the government should make efforts to
improve performance measures that will be used to assess and fund training

providers.

(4) The skill certification system plays a crucial role in determining the
performance of a national training system. The current Korean certification
system is urgently needed to be reformed as it is outdated and lacking in
reliability and thus fails to facilitate efficient information flow. Finally, some
financial and policy support should be expended to build up the role of
employer consortia that will assume many important roles in an upcoming

private-led training system.
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