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1. .IITSODOCTIO•. 

the recent, si:ectacular performance of the Korean econosy, 

cited often as the •iracle of the Han, has been widely vieved as 

a aodel of e•ulation by other industrializing countries. It is a 

airacle in the sense that the transforaation of a subsistence, 

agrarian ecouoay vith a meager resource and industrial base (with 

not aore than an acre of fara-land per household) to a rapidly 

growing industriali:Eed country took place within the period of 

two decades. aoreover, the rapid growth has been achieved vitb a 

degree Of rela ti.vely equitable incoae distribution l:y 

international coaparisons.1 

OLlJ thirty years ago, Korea vas described by an Aaerican 

journalist as ·~ laud of misery and chaos, and a nation unable to 

help itself because it bas no voice in any aaj~r decision 

affecting its future.•2 Even tefore the devastating Korean 

conflict in the early 1950s, the Republic of Korea in 19~9 had a 

per capita incoae slightly lover than those of Haiti, Ethiopia, 

femen and about 40 percent belo~ India's. If ever there was ao 

ecoaoaic basket case, Korea of the 1940s and 19sos vas it. 

Tbe recent lite•·ature OD the Korean turnaround is 

volaaioous. l1aJll' factors so~ial,caltural,political aod 

~conoaic - have been ascrited to the success story of Korea. 

' See Adelaan ( 1974) for the evidence regarding Korea •s 
incoae distribution. 

a John c.caldvell in 1955. 

1 

• 



2 

Undoubtedly, all these factors aust have interactingly affected 

Korea's deYelcpaent path, and an atteapt to single out any 

particular factors as aore decisively iaportant vould be futile 

in the light of the coaplexity of proble•s inherent iu the 

deYel~p11ent process itself. Cne iaportant aspect of Korea's 

success, hoveyer, that bas in the previous studies been Jiven 

aach less ate~tion than should have been, conce~ns the role of 

goYernaeat in proaoting the deYelopaent of industry, which 

clearly has been the centerpiece of econoaic deYelopaent in 

Korea. 

Thus, the thrust of this paper is to carefully exa•ine the 

strategies and policies of the Korean governaent in proaoting 

industrial deYelop11ent and to analyze their iapact on the overall 

deYelopaent of the econoay. It is concluded that contrary to 

•any ear1ier views on the Korean deYelopaeat, the basic 

deYelopaent strategy, closely allied vitb the national priority 

on grovth, has not been based so auch on a b1iad faith in the 

working of a laissez-faire economic syste• as on the deliberate 

foraulat~on and effective execution of articulate goYernaent 

policies. That is, it is hardly possible to think of the Korean 

developaent without fOlicies and planning, and no busines~=an 

would haYe aade his own decisions without aore than soEe 

understanding of development plan and stcateqies. 

Thi~ recoqnition foe tbe priority need for economic 

de~elop•ent vas not solelJ the result of deter•ination at tbe 

top. It vas conceded at all segments of society that there Here 

·_·..:..- . ..::-.. -·-
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indeed advantages in workinq together for all. It vas considered 

desirable to allocate resources more rationallr and to set 

suitable priorities, if necessary, by plan»in9 and policy. It 

vas helpful for everyone to know in which direction th~ econo•y 

vas heading even if so•e did not care to follow or even disagreed 

vith it. ftoreover, Koreans found that plans could also serve as 

a •eans of ·evaluating performance. This concept applied to all 

leveis including w~rkers, :ndustrialists, faraers as well as the 

bureaucracy • 

The plan of this paper is as follow: Section 2 reviews the 

growth peLLOraance and changes in in~ustrial structure in the 

Korean ecoao•y vith a specia.l reference to capital-goods industry 

developaent for the last tvo decad~s. The following tvo sections 

deal vitb the historical evolution of goals and strategies 

associated vith each national plan period, and vith the types of 

policy instruaents used to attain policy-objectives as vell as 

the nature of consistency a•ong various instru•eots. section S 

examines the effec~~ of the industrial policy on the Korean 

developaent, albeit, at a crude level of analysis. Finally, 

probleas and the issue of adjusment in Korea's industrial 

develcp•ent policy, along vith a summary of acbieveaents are 

discussed in the final two sections. 

• 



2. GBOV%8 AID STROCTURlL IKPROW!ftEIT. 

Until the £eeent iadustriali:ation of the econoay that began 

with the launching of the First tive-Yeac plan in 1962, south 

Korea bad re•ained an econoay essentially based on subsistence 

agriculture with all the difficulties facing a typical deYelopiDg 

country today. In the 20 years tetveen 1961 and 198 l, Korea has 

achieYed a remarkable econo•ic and sociai progress. Over the 

period, real GIP eipanded at an aYerage Late of 8.61 per year 

fro• 12.5 bi.llion tv oO.O billion dollars;and per capita GMP 

increased froa 471 to 1,549 dollars, both at 1980 prices.3 

!eanwhile, its coaaodit! trade volnae incrEased susbtantia1ly 

f roa 450 aillioa dollars to approxi•ately 45 billion dollars at 

current prices, regis~erinq an annual real growth rate, on 

average, of 10 percent. 

This rapid grovth was acco•panied bJ st:roctural 

transforaa tioa fro• subsistence agriculture to •odern 

•an uf actar i..Dg. Ow-er the s41ae period, tbe aiDiDg and 

aanafactaring sector iacceased its share of GDP fro• 15.51 to 

J0.01 with the share of agriculture ia GDP decreasing froa 40 

percent to 18.J percent. At the saae tiae, tb~ ratio of doaestic 

savings rose froa 25.51 to 69.11 of total investment. ls a 

result of this growth, tbe portion of the population below tbe 

~ In 1982 the vorld-vide recession adversely affected the 
Korean ecoaoay; Beal GIP 9rev only by 5.61. It quickly recovered 
to a 9.51 qrovth in 1983. Xa particular, the aanufactu~in9 
sector grew 111. This grovtb was attributed to brisk exports 
reflectin9 econoaic re,owerr alroad as v~ll as upsarqe of a 
strong doaestic deaand. 

----=·---
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absolute poYerty line fell fro• 110. CJS in 1965 to 9.ei in 1980 

(table 1 and 2). 

r.&BtE 1 

B&Joa ECOIOllIC I•DIC&TORS, 1962-1981 

~ 1981 

Beal GIP cs bil., 1980 prices) 12.SO 60.00 

Per capita1 aeal GIP (S,1980 prices) 1171. 00 1,549.00 

Cc••odity Trade Yolaae (S.bil.J 0.115 115.00 

Share of Sining & llanafacturiaq 

Sector (I of GIP) 15.SO 30.013 
~ 

Do•estic SaYiags (I of inYestaeat) 25.SO 69.10 
~ 

PoYerty Group (I of popalatioa) IJ0.90 9.80 

(1965) (1980) 

Source: ECODO•ic PlaDDiDCJ Board 



6 

TABLE 2 

THE ~OREA~ P.COW09Y: PERF0Rft&1'CE BY FIGURES 

PRINCIP,'\l ECONOMIC INBICATORS 

·-
"'_HAR 

n;~.i ~"':.'-....' -- REMA:lKS UNIT 19G2 1965 1970 1,75 1980 1981 1!182 

Curran mill~ doll:ars 2,.315 3,006 7,834 20,233 56,160 61,liOr. Gf,160 

Crou Af:arb:t 

N:11i-... ..:al Prices billion- 355,.s.J ~.72 ?.f.:H.D2 9,792..85 .34,321..SS i'l3,IS~o.33 18,:?67.13 

Produ.:l 1975 C:0...1:a11t nlillion dc.IJ:ars 2,.362 1,128 ::?.OO!I 2,.G::?l 21~ 2,115 2,072 

(C='fP) Markel PricQ billion- 3,071 3.BIK G.362 9,79'1 13,.81:? H.1119 15.Sl3 ---
Craw1h ltalcs % 2.2 5.8 7.6 7.1 I -6.2 G.4 S.4 .. 
PcrC.pi1a U.S. dollar 17 105 213 S7f 1,181 l,607 1,678 

CNP . 
Mono:y 

s~=~;Jr Endo/Yr.tr biJr.on_. 39.1 GS.6 307.6 1,181.7 3,807.0 3,'86.0 5,809.9 

Index TOl:ll Ia.:cx 197!> = 100 10.5 IJ.7 37:1 100.ol %(19.8 231.7 240.6 

N.urobcs of Mini"S 1975 = 100 4U 59.1 I 71.3 100.01 111.2 119.1 107.1 

lnd1111ri-sl M:uiutac111rin~ 1975 = 100 9.2 u.9 I 3S.3 100.0 215.9 238.8 20.1 

Pnx!v.11 El.:ctricil,. 1975 = ICO 9.9 16.f~ 46.2 100.0j 187.71 202..7 217.f 
~--·---·--··- .. 

4~.01 Prkc ~le 1980 = 100 16.I 28.8 100.01 225.2 2iS.3 288.9 -
, 

Inda AU Ci1ics 1980 = 100 - 27.S 49.1 100.0 231.3 272.!) 2i7.9 

Consumer --Yw.:i::n 

Tr.Ide Esporrs (FOi\) milr- dolbrs SU 17S.I 83S.2 S,ot:l.0 17,SOU 21,253.8 21,853.4 

cc. ......... 
I Ckar:aacc lmporu (Cil-") aullion dolbrs 421.8 163.f 1,914.0 7,274.4 22,291.7 ::?G,131.i :?4,250.8 

B:ui$) 

Acri. Yor. " % 3G.6 37.6 26.8 24.9 IG.3 18.0 16.4 

htchnr:i:al F"'oshcry 

S1n .. 1111c Mi"i"~ Mfr,;. 
., 16.2 1!1.!J ::?2.:J 21J.0 30.2 30.!) 211.9 .. 

So.·." ~;i,..,. I ., 
I 47.1 42.!i 51.0 47.1 I 53.5 51.1 Sf.7 ... -·-

£m1•lol)-:11C11t Tor:il lhOUI. prnons - a,206 I 9,715 ".:no I l:S,70Gi M,0-IR I 14,12'1 

u ... -,,..,1.,,.. Leu ., - 7.4 4.5 u S.2 ... 5 2~ ,. 
mo"' -
r"'"'"''ion 

Mid-Vr;1r ci.c.. ... ~ .. 2G.Sl3 :1,10~. 32,Z-f I 3~.:?81 38,10:-f :sn.n:s 39,331 -----
Crowd• R:aro• .. 2.90 2.57 2.21 l.iO 1.57 l.!'.71 1.57 ,. --- -r,,,.-ii;n 

l~srlr:mcc won nulliun clnll;sr1 IGO.G 11G.3 (il)IJ;7 1,:,50.2 G~71.4 G,IS!U.O G,!J&t 

.!!~~·!:~ - . 
l'~lo:.nce 

f..nd etf )"r!'lr 130.00 272.nG :JIG.GS 41H.°'1 w.>.90 700.50 741.llO lbr" '" -U-"· olull:an 

i°'\ufr: (P) - rn-lin1imiry (S.wcc: 111C U:mk u( Korea) 
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7he rapid structural transforaation is also reflected in the 

co••odity composition of exports. Banufactured goods experts 

accounted for 22.0 percent of the total in 1961, reaching as •uch 

as 93.7 percent by 1982. Beayy •acbinery and cheaical prodv~t 

exports began to co•i:rise a la.rger and larger share in ex cart 

composition. 7he share of aanufactured goods rose to 54 pe::·~ent 

in 1982 fro• 15 percent in 1966, reflecting largely increases in 

electronics production and ship building. 

Develop"'ent o'f Capita1 Goods Zad•~Y 

Zn recent years, 1arqerly as a result of intensified 

governaent support, the capital goods sector,• in particular, 

•achine tools and other heaYJ equipment,s produced for both 

do•estic consaaption and export, has developed very rapidly. The 

aain arguaent for supporting capital goods production in ~uch 

seai-industrial developing country as Korea vas that the pattern 

and voluae of final and inter•ediate goods aanufacture had 

advaDced to the FOint where consideration of scale econoaiES 

would no longer a~gae against backvari integration into capital 

goods production. By the •id-1970s inter-industrial linkages in 

Korea's industrial structure vere indeed "deepened" as vell as 

diYersified to allow a aarket size sufficient to perait scale-

• "Capital goods" in general include the •achioery 
equipaent that enter into capital for•ation. 

s ?he share of macbiae equip .. at in total value 
capital goods (which included transport equip•eot) in 
atoat 5 percent (fearbook of Ol!SCO). 

and other 

added of 
1979 vas 

--~~ ....... __ _ 
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economies in capital goous production. In addition, Korea by 

this ti•e vas faced vith the situation of increases in vage 

leYels and tbe prospects of increased co•petition from other LDCs 

vbich would enjoy a larger vage adYantaye. 

Thus,the capital goods sector proYided one of the logical 

options for deY~lopment, since the sector's products have been 

relatiYely unaffected by protectionist •easure in the vcrld 

aarket, tDC penetration of developed country market vas still at 

aa early stage, and capital goods were relatively skill

inteasiTe, which vas anthreatening to the e•ployment in developed 

countries of unskilled labor that pro•ided •ost vociferous 

support for protectionist seoti•ents i~ the industrialized 

co•1ntries. 

~olloving the government's declaration of support for heavy 

and cheaical industrialization in 1973, the domestic demand for 

•acbinery product:s quickly rose vitb the annual aTerage increase 

rate of 23.9 percent in the decade of 1970s (Table J). Domestic 

production has correspondingly shovo a reaartable upward trend 

with diTersificatioa growing at an annual average rate of 42.2 

percent oyer the saae period. Vith tbe developaent of related 

deaaad industries, the pattern of products bas also sbovn a 

chanqe fro• low-to-high grade products and from general to 

special use products. 

• 
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TlBI.E l 

~RUCTURE OP SUPPLY &•D D!BllD P08 l&CB.IIE TOOL ZIDOSTBY 

(unit; USS 1000, and I) 

Year 1971 1972 1975 1970 

Output(A) 2,552 5,018 11,1~5 6q,519 
Iaport(B) 11,56a 27,533 85,15.l 250 ,252 
Export(C) 155 8011 2118 4,200 
D oaestic Deaand (D) 19,965 31,746 96,049 310,570 
self-Suffiencr 

ratio (l/D) 12.8 15.8 11.6 20.8 
Export ratio (C/l) 6.1 16.0 2.2 6.5 
Iaport ratio (B/D) 88.0 86.7 88.7 80.7 

Year 1979 1980 1981 1971-1980 
average annual 
increase rate (I) 

OUtEot(l) 112,000 17 ~ 814 86,434 
Iaport(B) 201,000 109 ,855 112,471 
Exi:ort(C) 14.,340 22,999 28,677 
Doaestic De•and(D)298,660 164,680 170,228 
Self-si.:ffiency 

ratio (l/D) 37.3 116.7 so.a 
Ex:port ratio (C/l) 11.6 27.1 33.2 
Iaport ratio (B/D) 67.0 65.9 66.1 

Source: 1. k~port of ftioing and ftanufactariaq Survey. 
2. Statistical Yearbook of Foreign Trade. 

'12.2 
20." 
68.5 
23.9 

Ia relation to other industrial products, the output of 

industrial aacbinery and eguipaent accounted fo~ 26 percent ty 

1981, as coapared to the 1971 level of 11 percent. Si•ilarly,the 

share of aacbine goods export in the total rose to Jl percent 

-----

I 
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fro• a •ere 6 percent over the sa•e period. Electrical eyuipment 

(in particular transistors) and transport equipment (ships and 

boat) have been the largest Korean export item in the category of 

capital goods, exported aainly to develoEed •arket economies. 

ftore iaportantly,as the table shovs,the rates of do•estic 

production to doaestic deaand of aachiae goocs in 1981 exceeded 

SO perc:ent, a juap fro• 12.8 perc~nt in 1971. 

taking iato consideration a continued econoaic growth of 

Korea and positive governaent support aeasures for the capital 

goods industry in general, the industry has proaisiag prospects 

for coatiaain9 progress as 
0

botb an i•rort substituting and 

export-oriented industry. 



l. OBJEC'l'IYIS AID STBlTBGIES II IIDOSTRIAL POLICY 

Although the coaaon basic thread running through the series 

ot Korea's five-year plans since the early 1960's has been the 

attainaent of the ultiaate objective of transforming a 

subsistancE; aqrariao econoay to a aodernized industrial 

pover,broad qoals in dif£erent fbrases can be indentified with 

eacb plan period. 

The early broad goals of th~ plans vere largely econo•ic, 

such as to establish a self-reiiant econoay (as opposed to one 

depending on foreign aid), to accelerate "•odernization" of the 

econoay and eventually to aaintain a sel£-sustained growth.• 

Thus, in the initial years of Korea's industrialization 

economic growth vas set as the primary goal of the nacion. The 

ideology of •Grovth First• came fro• the geopolitical reality 

that the South Korea vonld have to become econoaically self

reliant to defend itself against anJ aggression fro• the North, 

as well as fro• the fact that foreign aid bad been declining. 

Indeed, vben suddenly the economy did begin to expand and 

as ambitious grovth targets vere exeeded, the "grovt~" objective 

was quickly turned into al•ost a national obssesion for nearly 

everyone to pursu~ as a popular cause. 

--------------------
• Befer to the planning documents of the Econo•ic Planninq 

Board. 

11 

_:;_ __ .. _..___ 
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Around the time for the initiation of the Third Five-YPar 

plan in 1972, the south Kcrean economy see•ed to have 

overextended itself, vith the sudden manifestaticn of structural 

i•ba1ances and bottlenecks brought about by the edrlier ~apid 

9rovth policJ; the high rate of grovtb had resulted in a rapid 

buildup of foreign debt and had stimulated inflation, and tbe 

disparity between rural and urban incomes had scmevhat videoed. 

The •ajor policy issues, therefore, had to shift to the 

question of hov growth could bE •ade •ore bar•onious, less 

wasteful, and •ore securely based. ln i•portant source of the 

bottleaects and straias was the uncoordinated, buoyant activities 

of the private sector. Nev policy measures had to deal with the 

private sector to rationalize and coordinate its activities for a 

more har•onioas growth. So the third plan (1972-1976) emphasized 

a aore "balanced growth". The central issue vas no longer the 

sole achievement of rapid growth. 

In the current Five-Year plan (1982-1986) 

industrial policy continues to place priority 

allocation of invest•ent to allov industries to 

line vitb the shifting coaparative advantaqes 

the government •s 

on an efficient 

develop more in 

in the world 

•arket. 

directed 

At 

at 

the saae time, policy concerns 

social developaent, equity and 

were increasingly 

the welfare of 

society. 

Broad goals ia the plan vould re•ai.Ja a political windov

dressing unless tbey were carried over into •ore specific 

policies. In the Korean case, they usually vere. On the econo•ic 

, 
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side, to impleaent the broad otjective of accelerating economic 

growth, specific measures included the streoghtening of key 

industries, increased eaployaent and higher incoae, and aoce 

effective aanagement systeas. Given the econoay•s continuinq 

dependence o& iaports, one strategy that has reaained throughout 

is -the orientation for "outvard"-lookin~ industrialization to pay 

for its iaports. To aaintain its exports,there has beeen a 

continued stress on greater international coapetitiveness, hiqher 

productivity, and since the oil crisis, overcoaing energy 

restraints. On the social side, policies included an expansion 

of social overhead capital,improved living-conditions and aore 

welfare. 

A significant strategy employed for attainaent of broad 

ecoooaic goals of the nation, vhicb evolved decisively over tiae, 

has been the use of judicious judgment in sector-oriented 

industrial EOlicy for the shift in emphasis fro• sector to 

sector. in the early plans, there vas more stress on agriculture 

and infrastructure, the latter closely related to construction. 

Subseguently, the eaphasis shifted to light industry. Then came 

electronics. From this it moved to heavy and chemical 

industries. Nov, in a reversion to earlier tactics, rather than 

trying to single out sectors fer promotion, measures tbat can 

benefit all indiscriminately are being considered. This dynamic 

sequencing more or less reflects the changing pattern of 

coapacative advantage for Korea, as her factor endovaent 

conditions also evolve. 

... · ...... :~ 

• 
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Particularly noteworthy in this context is th~ recent 

eaphasis of tbe goYernaent on capital industry developaent as the 

corners-to~ of future qrovtb in the Korean economy. The 

incentive systea has been continaousl7 reoriented to develop 

industries vitbin this sector to eaab1e tbea to compete ~ore 

effectively in tbe vorid aarket. 

·- •• "I.& •• -



'· PORBS OP POLICY I•STROBEIT 

Defining the concept 

includin9 all govercaent 

proaoting the developaent 

of "industrial 

policy aeasures 

of industry, 

policy" broadly 

tbat are aiaed 

it is convenient 

as 

at 

to 

distinguish two foras of industrial proaotional aeasures; first, 

there is the set of aacro-econoaic policy aeasures that exert an 

econoay-vide iapact, influencing the general enTironaent for 

industrial activities, and the second set of policies would be 

aore directly targeted on specific sectors or industries for 

proaotion. 

the 

In the case 

instruaents 

of Korea, 

used for 

an evidence ~ho•s that in selecting 

the proaotion of industry,careful 

coapleaentarity in the potential coasideration has been given to 

impact of aacro-econoaic and 

The specific for as of these 

sector-oriented FOlicy aeasures. 

policy iastruaents are the subject 

aatter of discussions in this section. 

In lorea, the aain role Flayed by aacroeconoaic policy-

aeasures has been in providing an econoaic environaent conducive 

to effective resource aobili%ation, and in particular, to the 

proaotion of investaent. They were in geaeral aeaat to serve as 

15 
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a precondition for rational resource planning of the targeted 

sectoral develop..ant (which included,inter alia, export-oriented 

industries and other •priority• sectors of the econo•yJ. 

there vere essentially two tn>es of •aero econo•ic policy 

•easures used b7 tbe govern•ent for this purpose. 

The first type relates to public-sector invest~ent. An 

examination of public-sector allocation of invest•ent ~hovs that 

in the early staqe of ~orea•s industrialization, infrastructure 

developaeat projects (hiqhvays, port:- facilities, electricity, 

irrigation, transportation, co••onirition, etc.) received the 

lion•s share of public funds. Potential invest•ent projects ve=e 

carefullJ reviewed only in the light of co•patibility vith the 

goals of tbe national econo~y. 

ls table 4 sbovs, the a•ount of capital invest•ent by the 

government and publicly-controlled enterprises averaged at close 

to 40 percent of total doaestic invest•ent ia the period between 

1963 and 1979. ftoreover, the industrial co•position of 

governaent iavestaent reveals that the share of infrastructure 

projects investaent has been steadily rising, reaching as high as 

76 percent of the total public-sector iavest•ent in the years 

between 1977-1980 (table 5). 

• 
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It vas these infrastructure and inte~mediat~ production 

support actiYities vbich coos tit uted the foundation for 

strengthening the vertical linkage of production, pavin? the vay 

for the process of capid econoaic grovth. 7 

Secoodlr, perhaps the •ore i•portant aspect of 11acrc-policy 

vas the price setting for such key resources as foreign 

exchange, invest•ent funds (interest rate), transport and staple 

grains (rice and barley). Given the i•portant role of the prices 

in tbe oyerall allocation cf resources, extre•e care bas been 

exerted to reconcile econo•ic interests of various social 

classes. Gae aar not~ in this connection the earlier rounds of 

9enera1 price refora •easures, vhich were instituted before the 

inauguration of the second Five-Year develop•ent plans 

( 1967-1972). The Pirst plan (62-66), largerly a rehash of the 

ideas presented to the preYious reqiae, vas prepared in a hurrr, 

only to shov the govern•ent•s seriousness about econo•ic 

de~elop•ent, and to provide a ground for aore sophisticated, 

subseguent Flans. 

The refor• aeasures included the exchange rate refor• of 

196q and tbe interest rate refora of 1965. The exchange rate 

ref or• devalued the von fro• 130 to 255 pee dollar and 

substantiallJ liberalized e~change controls. The devaluation vas 

based on a study coapariog vorld aod doaestic prices, and the new 

rate rou9hl7 reflected the •edian parcbasioq power parity in the 
--------------------

7 It aust be noted, on tbe other band, that the acti•e 
govern•ent iavestaent support qave rise to increasing budgetary 
deficits, aod exerted inflatioaarr pressures on tbe ecoaoay 
beginning in the earlr 70•s. 

• 
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international aarket. 

The interest rate cefor11 {"- ~ septeaber, 1965 doubled the six-

aonth deposit rate to 24 per ceDt per annua ( a real interest 

rate of around 11 per cent). Boxroving rates, except for special 

purposes, vere coai;arably raised. The refora was meant to place 

a real rate of interest aore in line with the prevailing re~l 

rate of return on capital, to enable a shift from guantitative 

credit rationing towards "•arket" al1ocatioo, and to encourage 

doaestic savioqs.• It vas a.lso hoped that higher interest rates 

vou1d reduce inflation. 

Both refor•s brought key resource prices into line with 

relative resources scarcities. Since prices must be used to 

a ea sure the value of resources in uses alternative to those 

being investigated, adequate resource planning beco•es difficult 

vhen prices are severe1y distorted. In this sense, the reforas 

of 1964 and 1965 vere a precondition for aeaningful resource 

planni.Jl9. But their signifir,~ce vas far greater. Por much of 

plannin9•s positive iapact on _ao•ic performance caae f roa the 

ref or as. the basic driving force for developaent in Korea was 

private-sector response tc price and non-price incentives. 

Substaiaed deYelop•eDt io a largely aartet-oriented econo•y vould 

be difficult without ao adequate price syste• (as affected by 

--------------------

• Real do•estic savings doubled in 1965 and again doubled by 
1967. The velocity of aoaey was reduced, halving the rate of 
inflation over what it vould have been .without the cut in 
velocity induced by the change ia the interest r4te; the 
incremental capital output ~atio declined by 30 per cent; and the 
investaeat r~te rose as fast as tbe increase in savia9s 
peraitted. 
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subsidies, taxes and quantitative controls) that reflects 
relative resource scarcities • 

.ft- ~ectoral Policy_ 

In lorean planning the develop•eot of strategic sector which 

had to be entered and developed vere basically left io the hands 

of the private sector. Invest•ent allocation was of course an 

iaportant part of industrial policy but the plan's role in 

achieving an efficient allocation of investment was both to te 

indicate, and to establish an aFpropriate set of incentives that 

could guide private enterpreneurs to the right decisions. The 

role of the planner was to specifically determine where 

incentives for invest•ent should be given. 

During the early plans, the govern•ent identified priorities 

for industrial develop•ent as consistin9 of both export pro•oticn 

and labor-intensity. Exports and e•ploy•eot were to be proacted 

through subsidies and trade incenti~es rather than through direct 

public investment. Public investment was to be concentrated 

•ainly in infrastructure-building (transportr electricityr 

highways, irrigation and tele-co••unic~tion). Realization of the 

goals e•pbasized in the plan vas left to the private sector 

through its response to incentives. 

Specifically, industrial incentive aeasures geared to tbe 

develop•ent of a specific sector (industrial policy defined in a 

narrow sense) consisted of such •easures as subsidies given 
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through tax exeaptions, differential pricing or directlt 

benEficial expenditure; quantitative restrictions on i•Forts of 

goods and capital, on the allocation of investment funds through 

the banking s7stea, on the use of transport facilities, and 

quantitative targets for exports ~nd overhead investaents. 

Subsidies, quantitative restrictions and quantitative targets 

were adainistred vitbin centrally iaposed constraints by several 

ministries, notably Agriculture, coaaerce and Industry, and 

Finance and by special offices, such as the National Tax 

ldainistration.• 

The biggest arsenal of incentives existed for exports. They 

consisted, at various tiaes, of a reduction of corporate and 

private incomes, tariff e~eaptions for and tax rebates on 

aaterials iaported for export production, financing of imports 

needed for producing exports, business tax exeaptions, 

accelerated depreciation allowances, creation of various reserve 

funds, a fund to proaote export industries and anoth~r to 

encourage saaller firas to export, foreign currency loans to 

finance exports on 10119-tera credits, an export-import link 

system, differential treataent of traders based on export 

performance, export insurance, and so oa.ao The provision for 

accelerated depreciation allowed the aanufactaring fir•s that 

• for the details of incentive measares, see Bonq,W. (1979) 
and World Bank paper (1981,lo.1469). 

10 Beal export inceatiwes were maintained at relatively 
constant le•el after 1964,while sporadic efforts were •ade to 
reduce iaport restrictions. l vorld bank study (1977, lo.263), 
de•onstrated that,despite •arket variations froa industry to 
industry,the average tariff rates were gaite low (averaging about 

. 9 per cent in 1965) e•en bf international standard. 
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succeeded to earn more than SOI of the revenue in foreign 

exchange to write off fro• the tax aB extra depreciation up to 

JOI of tbe ordinary depreciation allowed by toe tax lav. Credit 

rationing, general.ly provided by goYernaedt-operated specialized 

developaent banks took the for~ of low interest loans for ~xport 

financing and 

(Hong, 1979) 

the development of key industries. An estimate 

shows that in 1972 the ratio of total interest 

subsidy associated vith loans in manufacturing to the total fixed 

capital i•l that sector exceeded 251. In quantity, the average 

annual increase in export credit reached as auch as ijQ~ of the 

increase in money supply in 1970- 1976. In addition, such 

agencies as the Korean Tra~e lssociation vere established to 

provide technical assistance in •arketiag promotions. 

Import-substitution vas not overlooked either, although 

considerably played dovn in comfarison with the attention giYen 

to export expansion. The f iras aoving into desired sectors could 

expect suitable backing as well, which consisted of grants and 

subsidies as well as cheaper loans, often fro• the developaent 

banks. Io order to secure the doaesti= aarket, the government 

not only placed orders once productions began, but toe products 

vere quickly protected by an ar•cry of barriers. They includ~d a 

prohibited list of goods, quotas and tariffs. The tariff system 

vas carefully structured to provide higher levels of protection 

for aanufactured goods that vere beiag introduced for domestic 

production and lover levels for those that vere not, vecy lov 

levels 04 rav materials, capital and intermediate goods, and very 

;_-.1--
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hi9h level on consuaer and luxury good tha~ vere not deemed 

beneficial to the econo•r-

Once the 9overnment dee: ded to proaote certain stra teqic 

industries, further incenti~es vere adopted for each of the•. 

They were roughly similar in form vhich include~ special tax 

reductions, faste~ depreciation of necessary equipaent, loans and 

deductions for the iapoct of capital 9oods, facilities and 

savings for the i•port of interll.icliate goods, arrangeaents fer 

licensing technologies, and so on. Rext caae special financing 

through the s~cal.led "policy-loansn vi th exceptionally lov rates 

of interest and lenient r~payment terms. This •igilt then be 

sappleaented bJ other incentives if the particular product vas 

considered vorthy of doaestic protection or could be turned 

t ovard ex poets. 

Durlnc; the earlJ plans, although the strategic needs of 

focusing on export-oriented industries were recognized, the plans 

did not reallJ pinpoint exact indast~ies vhich had to be 

intervened for developaent. Por instance, 

Plan (1967-1971) vas aainlJ concerned 

investaent in infrastcucture-building and 

the Second Five-Year 

vitb public-sector 

the selection of 

appropriate gcovtb rates. ~hese problems vere analyzed 

siaultaneouslr, together vith the selection of foreign trade and 

doaestic production pattern at the sectoral level. The levels of 

private investment required for attaining tbe goals of the plans 

as well as the incentives necessary to iodace implementation vere 

estiaated at tbe firm level. In desiqniog the plan, iaportance 

I 
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vas also attached to the internal consistency of sectoral 

activities vith broad •acroeconomic ~bjectives as well as the 

rationalization of econo•ic incentives. 

The third and subsequent plans that began in 1972 

essentially envisaged relatively a smaller role for public 

invESment.11 The primary goal of planning for industrial 

priorities came to be seen as providing incentives tc the private 

sector at a level co•pa t:ible with resource needs and 

availabilities. The role of the public sector was, after setting 

incentives, to respond, where desirable, to "private-sectoc" 

request for cre~it,subsidies and foreign exchange allocation. Ao 

i•portant task of planning at this roint consisted of develofing 

capacity for project evaluation and decision-making at least at 

the •inisterial level. 

Froa a longer-term perspective on the grovth process itself, 

however, a strategy vas gradually evolved for upgrading the 

econoay by shifting from dependence on relatively labor-intensive 

light industry to a structure based on heavy and che•ical 

industries. This •ade per!ectlJ good sense. Korea's original 

cc•parative advantage was cheap and diligent lator. It vas 

11 The earlier Second Pive-tear: Plan (1962-1966) was fairly 
coapre~ensive in scope and rigorous in contents as it relied on 
the sophisticated input-output tables. This framework vas an 
attempt to provide an intersectoral invest•ent plan consistent 
vith accelerated grovth of the economy. Because of inadequate 
resources devoted to the planning, the framework quickly beca•e 
inadequate for projections after tvo years of use for 
i•plement1tion. Subsequently, top policy-aakers in Korea did not 
find that a coapre.'liensive,centralized planning would be of •uch 
•aterial assistanc~ in ezecating policy decisons. Instead, they 
adopted a •ore decentralized, ftindicative" planning •ethods. 

:-.:.:.. __ ~ ...... _. 
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therefore noraal for Korea to engage in sectors like textiles, 

garments, footwear, and si•ple electronics. As the domestic vage 

rate rose and •ore capital vas accuaulated, it appeared •ore 

advantageous by the •id-1970s from the viewpoint of internaticnal 

comparative advantage for Korea to move into more capital

intensive sectors such as steel or petro-chemicals. Other 

developing countries, particularly in Asia,vere becoming strong 

rivals in the export aarket for traditional, labor-intensive 

goods. At the same time, the industrialized countries vere 

turning tovard increased protection, particularly, against 

tLaditional exports fro• the deve1oping countries. 

This ?rogression reflects the dynaaic strategy for 

industrialization that Korea has been pursuing along a siailar 

path that neighboring Japan vas following. To aake things 

easier, Japan vas constantly churning out long-ter• projections 

and visions for futuristic industries. Korea slif ped into the 

practice later known as "targeting product" that prevailed in the 

1970s. 

Thus, by the late 1960s, the governae.nt 

vas willing 

beqan selecting 

to back more "strategic" industries vhicb it 

energetically than others through a series of essential aeasures 

of general supportive nature. 

First, the Electronics Ptoaotioa Lav in 1969 rec~gnized 

electronics as a "strategic export industry". Comprehensive 

plans for developing the industry attempted to direct the effort 

to adapt to the technoloqical chaages takinq place in the 
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industry vorldvide. The govern•ent quickly established 

industrial estate vi tb such sui tatle infrastructures as Ku •i and 

ftasan, and such specialized institutes as the Korea Institute of 

Electronics Technology, Korea Advanced Institute of Science and 

Technology and the Electronics Industries Association of Korea 

for ~esearch, adaption and development. 

In the wake of the flans for electronics industry, the 

promotional policy quickly turned to heavy and chemical 

industries. In 1973, President Park officially initiated the 

campaign for the creations of a heavy and chemical industry. The 

strategic branches of the industry included iron and steel, 

cheaical and petrocbeaicals, electrica: and general machinery. 

Various projects vere included in the Third and Fourth Plans with 

generous funding of the aanufacturers that qualified. The usual 

support and incentives were provided for those fir1s that could 

export; and imports vere restricted for those that which could 

supply the do•estic market. It seemed that no effort vas spared 

in order to attain the targets. 

When a product was targeted, the government guickly provided 

direct and indirect incentives in financing taxation and 

administrative control to the manufacturer that gualif ied. The 

manufacturer could obtain subsidized loans from such institutions 

as the Korea Development Bank, the Export-Imfort Bank, the 

Technology Devel~paeat Corporation and the National Invest£ent 

Fund. A series of legislations and regulations, such as the Tax 

Incenti•es Lav, the Government Eudget and Accounting Lav and the 



21 

Ti~if f Lav, provided various terms of tax relief and tariff 

r~ductions for i•ported inputs to the •anufdcturer. 

inYestors also benefitted fro• si•ilar incentives, 

l'oreign 

si•plified 

investaent regulations, and often the outright 100~ ownership. 

These aeasures quickly led to its incresed share in exforts. 

Por instance, the share of heaYy and chemical industrial prorlucts 

in total eEports rose from 16.Ji in 1972 to 25.01 in 1978. Tile 

electronics industrJ developed rapidly, starting from tbe 

assembly-line production of parts and co•ponents Frogressing to 

the production of such coaplete consuaer products as color 

televisions, aicrovaYe ovens, Yideo tape recorder, stereo set aod 

digital watches. Pollovin9 the developaent of heavy and cheaical 

industries; the choice of •strategic" industries varied ever 

tiae, ranging fro• sophisticated electronics to shipbuilding and 

to auto•cbiles, among others. The support aeasures were s~eadily 

strengtened. Bather than to channel funds and adoft projects as 

opportunities arose spontaneously, an effort was •ade to direct 

the econoay along the desired path, as the develop•ent of the 

econoay evolYes. 

In this regard, the development of two ether important 

sectors vithin the manufacturing sector -small and aedium 

indastries, and capital goods industry- are worth mentioning in 

so1e details. 

:-·:'"_ -· .:.- ---
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(j).~•all and ftedi•• ind.stries 

After an initial eapbasis on heavy industrialization and, 

later,capital goods industry, there eaerged a need to ?romote a 

•ore balanced develop•ent of large and s•all firss. The smallec 

firas account for •ore than 95 percent of the totdl nuaber of 

enterprises in Korea, eaployioq roughly a hali of its industrial 

workforce and producing about a third of total industrial output. 

The relative i•portance of the role of saall and sediu• firas has 

been declining throughout the period of industrialization until 

recently. In the past, the govern•ent has boosted conglomerates 

and larger firms bJ giving the• access to credits, while small

and aediu•-sized firms have suffered from a mixture of 

discrimination aod neglect. 

Since Korea nov has virtually all the basic heavy industry 

it needs, nev entrants into the labor •arket will have to te 

atsorbed by aore diverse, s~11ler firas. In particular, the nev 

industrial policy sees an increasingly iaportant role of ssaller 

firms in supplying technical power, coaponents and semi-finished 

goods needed to F~Oaote the development of large industries. 

~oreover, the develoF•ent cf saall and aedium industries became 

urgent as the government vas trying to Fromote rural 

industrialization as a vay to enhance rural incomes~ 

1hus,it is exFected that the development of these industriEs 

becomes one of the aost iaportant tasks in industrial policy 

during the next plan period. Currently, thE 9overnaent is 

enlarging technical and manaqe•ent extension services through 

.......... ~-
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the Small and f!ediu• Industry Promotion 

Korean Production Technology Service 

ccrporation. In addition, it is providing financial supfort for 

training •aoagers of saall and aediaa firas, and for their 

operational activities (aarket surveys and feasibility studies) 

in the for•s of equity capital or convertible bonds by a joint

venture investment of the S•all and ftediua Industry Bank and the 

Technology Developaent Corporation. 

lllother fora of goYern•ent support for small business 

developaent is the granting of a collective aooopoly over certain 

products, including leather products, shoes, towels and toys. Big 

businesses •ust obtain peraission to expand production of any one 

of the protected lines, and the list of protection, currently 

numbering some 110 ite•s, is expected to increase. 

(1).Cacital goods industry 

Following the government support policy stipulated in the 

1967 ftacbinery Industry Pro•otion Lav, active investment provided 

the aachinery sector with vider domestic markets and a fouDdation 

for further grovtb. With the rapid growth of the economy, 

domestic de•and for capital goods has sbovn an upward trend 

because there has been a continued need to modernize production 

facilities and to increase productivity. Do•estic demand for 

capital goods in 9eoeral and tbe production of heavy machinery 

--·..:.· .. ~--
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particular, after the 

develop•eot of heavy and government intitiated support for the 

cheaical industry beginning in the early-1970. The annual 

aYerage increase rate of doaestic deaand for •achine tools 

reached as high as 24 percent ia the period between 1971 and 

1981. 

To encourage doaestic production in •achinery industry, the 

governaent, beginning in 1968, restricted quantitatively the 

iaport of co•peting aachinery goods iaaediately upon the 

initiation of doaestic production Firas using domestically 

produced aachinery were allowed a 10 percent tax deduction of 

their investaent. With a target set to fully localize the 

production of machine tools by 1990, the govern•ent has enacted a 

series of provisions for proaotion funds to encourage active 

research and developaent activity. Other •easures included 

liberalization of iaports of technologies aostly to be obtained 

through licensing agreaeeats and foreign assistance with 

production techniques. In 1977-1980, licensing agreeaents in the 

aachinery sector accounted for about a third of all agreaeents 

(197~ in nuaber) approved in lorea. 

the government vas also active with the promotion of 

technological develop•ent in capital goods industry. In addition 

to the creation of such research institutes as the Korea 

Institute for ftacbinery & !etals, and the Korea Advanced 

Institute the Science and Technoloqy, lonq-ter• loans at lov 

interest rate and fiscal concessions vere offered to the firms 

for their efforts for research and developaent. 
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An evidence for a soaevbat excessive protection accorded to 

•acbinery and equipaent can be seen in the tariff rate structure 

of iaported iteas. l vorld Bank studytz shows that in the 1970s 

the doaestic prices of many types of •acbinery were far belov tbe 

iaport prices inclusive of tariffs. The products vhich exhibited 

negative iaplicit uciffs ranged fro• •etal working and 

processing machiaecy (-52 percent) to textiie aachinery (-39 

rercent) to industrial •achinery (-22 percent). These negative 

iaplicit tariff rates undoubtedly explained quality differences 

that aay have existed between the doaestic and i•ported ite•s. 

In any event, greater protection seeaed necessary in the early 

stage of developaent because of tbe indastry•s high dependence on 

i•ported capital goods, vhich had liaited doaestic production of 

capital goods largely to lov-grade prodacts.tJ 

~· CoasisteD!:.f i!! foli~r-•easare§. 

The re•arkable success of industrial policy, as evidenced ty 

the results witnessed during the last two decades, can 

iaportantly be atti.!.bated to the appropriate sequencing of macro-

and sectoral policies of the qovern•ent. 

1z see Westphal (1977,pe2-14). 
&J By 1978, the effectiYe rate of protection in tbe •acbinery 

sector vas estimated at ~7., percent, lover than that in India or 
Brazil. The a~tual level of protection •ay be considered •ucb 
higher, however, since Korea also relied on ooa-tariff aeasures 
for protection. 

' 
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In ~orea•s planning, it is significant to note that aacro 

policy aeasures in the fora of an overall pric~ reform, preceded 

the sectoral deYelopaent plan, vbich served as a precondition for 

rational resource planning at the sectoral and •ore disaggregatE!'i 

level. the trade refora served as the key aeasure in shifting 

the econo•y fro• a strategy of iaport substitution tovards that 

of exr.ort proaotioo. The financial 

exa•ple of a successful policy 

refora became 

of mobilizing 

st4bilizinq prices, and proaoting investaent. 

the classic 

resources, 

Thus, in the selection of industrial activities classified 

as having a friority no particular consideration needed to he 

qiven to the shadow prices of the factors of production, nor to 

the resulting sectoral structural distortions. The prevailing 

excbanqe rate and interest rates 

evaluation without undue concern 

•iqht result fro• the project. 

were used in industrial project 

for excessive distortion that 

The aacro policy measures for 

liberalization siaply provided a setting in which industrial 

activities could te selected, not on 

relation to their relative contribution 

an ad-hoc basis but 

to the objectives 

in 

of 

- -:-.--·.: -.. -

rational econo•ic use of capital, as vell as the generation or 

sa vinq of foreign exch.1 r.qe. 



5. POLICIES POB SPECIFIC SECT08S. 

Soae of the material covered in the present chapter has 

alread! been dealt vith. The ~urpose of the present chapter, 

however, is to concentrate on the salient features and trends cf 

goveroaent policies for industrial develop~ent in specific policy 

fields. 

!- Trade Policx-

Obviously for a saall, resource-poor econoay lite ~orea, the 

choice of trade strategies is boand to affect the evolution of 

its industrial developaeot and structure. Historically, South 

Korea started vith aodest industrialization efforts centered 

exclusively on iaport substitution. In the decade following the 

end of the Korean iar in 1953 the econoay bad largely been 

preoccupied vith its post-var reconstruction and limited efforts 

for industrialization, aaillly, in iaport-substitutable basic 

consuaer goods. By the late 1950s, the problem with imfort 

substitution became apparent as the initial domestic demand for 

substitutable goods had been satisfied, and the heavily protected 

local aanafacturers becaae too inefficient to compete io the 

world aarket. 

ltteapts to aove up on the import substitution ladder were 

eventually styaied by insufficient foreign exchange, which vas 

33 
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needed to buy foreiqn technologies and capital equipment. Korea 

reached this ~oint in the early 1960s. However, unlike the case 

of Brazil or Argentina, because Korea's industrialization had 

been DQCb less capital-intensive, she vas able to transfer aore 

smoothly its development priorities froa import substitution to 

export proaotion. 

The change to export proaotion policy vas already aoot ~y 

the late 1950s, as the country only aanaged to survive on the 

basis of •eager industci.a.l structure that could not last long 

without iaports of essential rav aaterials, and as the o.s. 

threatend to cut off the indispensable flov of aid. The Park 

Chung Hee regiae•s alternatiTe choice in 1961 thus vas to 

consiously create an industrial tase for production of exports 

that could be sold abroad to finance Korea,s vital i•ports that 

aust include aassive shipaents of grain as vell as fertilizer. 

The government quickly instituted a battery of aaterial 

incentives to encourage exports as the nation's all-out var for 

survival.•• fteasare for aoral incentives vere equally forcefully 

adopted.as The P.inistry of Coaaerce and Industry also set annual 

export targets for officials related with export administration. 

If targets are not fulfilled, the administrative process will be 

expedited to strengthe~ existing export-support schemes, to 

innoYate nev subsidy •easures, and to exert irresitible pressures 

•• For details on export-incentive syste•, see section B of 
Chapter "· 

is The public was constantly re•inded of tbe importance of 
exports through cere•oaies, monthly export promotion meetings, 
and the presentation of awards to those vbo achieved •ost. 
Exporting vas to be consideced as a patriotic duty. 
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on busioessaen to ~ccelerate exports even thou~h this ~ay entail 

losses. 

Various institutions Frcaoting exports were also 

established. One is the Korea Trade Proa~tion Cocforation 

(KCTRA), a non-profit government agency established in 1962. 

KOTRA nov has over eighty branches around the world and a home 

office that engages in reseacb and pro•oticn. Among oth~r 

activities, it disFlays Korean products, participates in 

international trade fairs, dispatches trade •issions to potential 

•arkets, and receives enquiries and visits from foreign 

businessaen seeking Korean products. It also sponsors the Korea 

Exhibition Center vhicb hosts •ajor trade fairs including the 

Seoul international Trade Pair that attracts as many as 10,000 

foreign buyers. In the private sector, tbe Korean Traders 

Association, which runs the World Trade Center in Seoul, provides 

backup to its over 2,300 me•ber companies. 

Another i•portaot institution created by the government vas 

trading coapanies that specialize in exports, knovn as 'Chongbap 

Sangsa.• ID the days of iaport substitution there vere many small 

i•porting firas that took advantage of the overvalued exchange 

rate to •ate profits by imports. With the shift of trade policy 

to export promotion, there vas the general need for trading 

agencies that could direct i•ports of rav aaterials, direct and 

pro•ote exports of manufactured goods. 

Interestingly, rather tban support trading coapanies, large 

and saall indiscriainately, tbe qovern•ent decided to support 
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very large ones that vere generally affiliated with various 

industrial conglomerates as their trading ar•s. These large 

traders vere not only relatively aore efficient oving to their 

scale-econoaies but had access to a auch broader range of foreign 

aarkets. Larger coapanies 11ere enticed to enter the field ty 

various incentives that included advantages in the areas of 

trade adainistrations, export f.inancing, taxation and foreign 

exchange control. The government in return demanded SUfera 

perforaance through the fa•iliar tool of export target-setting. 

ftoreover, based on the government's own projections of how 

fast export should grow, the targets based on vhat the f ir•s 

thoght they could achiewe vere raised fro• year to year. The 

creation of chonghapsangsa vas another tool to make export

oriented strategy work vell for Korea. In a short time, full

fledged trading firms e•erged, quickly establishing a 

distribution net work throughtout the world. These institutions 

vere instrumental in helping aany aanufacturing firms to get a 

f ootbold in foreign aarkets. 

The official policy to a create an industrial base for 

export promotion, designed by Park's tea• of technocrats, proved 

i••ediately successful. largely owing to the expanding 

international market ia the 1960s, growth in exports attained an 

extraordinary rate that far exceeded everyone's expectations. 

Prom 1962 to 1982, the average rate of export grovth vas about 

JOI a year vith peaks of over SOI. The nation's annual export 

Yalue soared fro• an extre•ely aodest USS 55 million in 1962 to a 
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massive USS 27 billion in 1982. ihereas the ratio of exfort~ t~ 

GHP was a pitiful one percent or so in the 1950s, it rose tc 30 

percent and sore in the late 1970s(in current prices). gxport, 

Korea's "engine of growth," has become so•ething of a cliche in 

qoveromeot and business circles vith its overall contribution to 

real GNP growth estimated at about qs: for the 1962-1982 pericd 

aod around 601 for the 1970s.a• 

While the government intervention and discrimination were 

used as a aeans of export pro•oticn, policy-•akers vith a viev to 

iong-run develop•ents were also kept basy to see a little further 

into the future to provide guidance to the directions of 

industria1 restructuring for exports. Using the control of 

finance as an essential instrument in the restructuring of 

industry, the government continued to designate the plans for a 

futuristic industrial base. 

Por instance, by the late 1970s, a shortage of skilled labor 

coabined with the Park regiae•s quiet decision to lift the lid en 

vage increases caused labor cost~ to rise •uch faster n Korea 

than in tbe major exporting nations of the region. From 1975 to 

1980, for e~a•ple, the annual rate of inc~ease of unit labor cost 

was 17.Si, but only 7.lS in Taiwan and o.si in Hong Kong. 'Ih us 

by 1979, textiles that alone accounted for over qoi of lator-

&• Tbis export success, however, should not make one forget 
that i•ports also kept growing at a rather considerable pace. 
Fro• 1962 to 1980, i~ports attained ao aYecaqe growth of 20 
percent. This vas auch slover thar e%port growth, which is 
perhaps ooe of Korea's m~~o~ achievements. It will not, however, 
be easy for Korea to holG iaports dovn since the bulk of the• are 
fuel and rav aateria1s that 90 into the production of._.Korea•s 
exports. 

.".~· .. ·.L··. 
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intensive exEorts in the 1970 along with other eight manufactured 

articles like plywood, vigs, electrical apEliances that 

accoaoted for a1;' tber 251 declined to JOI while more ca pi ta 1-

intensive heavy industrial products includin~ iron, steel and 

ships beqan to replace light industrial products. 

~ore recently, the increase in the cost off ,el, raw 

materials, and even capital goods i•Eorts during the past decade 

has been paralleled by a relative slump in the prices Korea could 

deaand for its aanufactured exports, worsening its terms of trade 

and obliging it to sell •ucb •orE to gain just a little more. 

While the need for iaports remained unchanged, possibilities of 

expanding exports vere artificially constricted in various ways. 

The a9st obvious, and also aost aenacing, vas the rise of 

protectionsim in developed country markets. 

Sach li•itaticns clearly cut into Korea's potential sales 

gu1 aade it turn toward other aar.kets and products. This explains 

Korea's attem2ts for a shift toward the "iddle East, I.a tin 

laerica and Africa. But they could hardly replace aore lucrative 

markets in the United States and Europe. Tb us, vt-.en President 

Chun Doo Hvan caae to power in 1980 be had a mandate from the 

busines~ coamunity to hold the line on wage demands. Real wages 

in the industrial sector declined for about a year, giving 

ezporters a breathing spell. Korea's planners recognized that the 

golden era of cheap labor would never return. Even if it did, 

prospects for labor-intensive export growth would remain bleak 

in viev of •ounting i•port restrictions, especially on textiles, 
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in the developed countries. The nation's best hope for continued 

high 9rowtb, they believed, was to shift its export pattern from 

labor-intensive to high-technology products. This second econoaic 

takeoff will be achieved by attracting vastly increased capital 

flows and technology transfers froa abroad, and for this the 

government has drasticaly liberali7ed its foreign investment 

code. 

Faced with a not very proaising outlook for an export-

oriented econoay, the overall trade policy is also becoaing more 

electric. Proaotion of capital goods industry development in the 

1970s reflects governaent policies to turn inward toward doaestic 

aarkets as a no less iaportant source for econoaic growth. 

inward towards domestic aanufacturer. It vas felt that the 

deepenig as vell as the broadening in lorean industrial structure 

created a sufficient basis for iaport-substitution in the sector. 

Perhaps one of the aost iaportant instroaents used for 

iapleaenting sector-oritented industrial develoFment in iorea is 

public-sector control and and allocation of credit. Financing of 

investment for development projects has been provided mostly by 

the banking institutions, which have directly or indirectly teen 

controlled by the governaeot. Along with taxation and foreign 

borrowing, tbe domestic financing provided by tanks supported the 

aajor spurt of industrialization.&? The prevalent for• of 

17 ftajor financial refor•s in 1964-65 drastically enhanced the 

, 



financing has been provision of loans vitb subsidized interests 

and guaranties. Usually, these credit facilities are often 

co~bined with other fiscal and tariff incentives as well as some 

public-sector assistance in scientific and technical research. 

The government itself, vitb a budget representing a one-

sixth of GNP, 

spending f oc 

allocated the same percentage of its budget to the 

develop•ent projects. As already aentioned, the 

lion's shace of this developaent spending vent to transport and 

coaaunication, energy, agriculture, and other defense-related 

industries. By and large, the banking institutions provided a 

predoainant share of investment capital in industry. 

In ter•s 0£ the hierarchical structure of the financial 

world, the ft.inistry of finance sits on top of the system, 

supervising and regulating all the activities of the banking 

syste• including those of the central bank( the Bank of Korea ). 

ftor.e indirectly involved and more concerned vith implementation 

of financial plans is the EPB, as it defines the aFproaches and 

tartgets vhich beco•e criteria for granting "policy loans" hy tbe 

hanking institutions, vhich are generally aimed at rendering 

special support to those "prioritized" sectors ( sbipbuilding, 

steel, autoaobile, petroche•ical and heavy machinery etc.). 

the government also established a group of "develop•ent 

banks" for purposes of directin9 funds tovacd "prioritized" or 

other strategic sectors as laid dovn in the plans. The 

develop•ent banks can in return provide qualified firms vith 

interaediary role of banks in pri~ate capital markets. 

-~ 
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loans and also hold equity in these fir•s. For instance, the 

loans from the Korea Develop•ent Bank alone currently accounts 

for 15' of the nation•s total outstanuing. The Korea Lon~-term 

Credit Bank has siailarly been instrumental in tafping private 

capital to assist firas with loans and equity participation. The 

Korea Export-Import Bank represents another category of the 

development bank that specializes in •ediua- and long-term credit 

for foreign trade transactions, vith an emphasis on exports. 

These specialized banks have received their funds partly fro• the 

government, fro• private deposits, and from issuance of bends in 

i ateraa tional financial aarkets. 

Larger private-sector banks, with a bulk of their credit 

given as •policy loans", were also drawn into the fina.Jlcing of 

industrial develoapaent, and to a certain extent, had to comply 

with orders and regulations of the ftinistryof Finance. Thus, 

excluding the infor•al, curb-aarket loans that are generally 

available at exorbitart interest rates, 

co•munity has more or less operated 

supervision of the govern•ent. 

the entire financial 

under some control and 

1his system of •policy loans" for providing special support 

to targeted industries worked very well for Korea in the early 

days of industrialization, and has in effect accounted for half 

of the total bank lending. Without this fUblic-sector initiated 

financing it would not have been possible to develop light 

manufactaring industry, construction, steel anJ shipbuilding 

industries, and also to baild the basis for heavy and cbe•ical 

industries in Korea. 

, 



The systea of "policy loans," however, contained several 

dravbacks. Since •policy loans" for targeted sectors vere 

subsidized coapared to other considerably aore expensive loan~, 

eYidence indicates that aany a worthwhile projects failed to te 

undertaken siaply because they were not targeted foe tleielopment. 

Por instance, the sectors targeted for pro•otion mostly included 

relatively large-scale projects. Saaller fires vere seciously 

handicapped to obtain credit. Only recently, so~e attempts have 

been aade to proYide s•all and aediu• fir•s with aucb easier 

access to bank loans. 

A related bias in inYestaent decisions that resulted from 

the undue eaaphasis on •po1icy loans" concerns the neglect of the 

microeconomic specifics in approving the vorth of individual 

projects. The government •s policy of tarqe1:ing on products 

specifies only what sectors of the econoay should be pro•oted for 

expansion.As a result, loans tended to be approved on the basis 

of superficial coapliance with the adainistrative guidelines, and 

not on the •eritis of individual projects. These veaknesess were 

aanifest in the late 1970s when a nuaber of government-soFported 

projects bad to be discarded. The policy aim of the 1981 tank 

reforms vas to alleviate distortions in investment allocation by 

broadening the real• of aanaqerial discretion by the com•ercial 

banks. 

Finally, the policy of favoring targeted enterprises also 

turned out a mixed blessing. "Policy loans" tended to e ncoura 9e 

excessive borrovinqs by these f ir•s, vhich often resulted in very 

---

, 
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unstable debt-equity ratios. Uy the late 1970~, a sitaation of 

liabilities five to ten tiaes as great as uetvorth w~re not 

uncoa aon to •any, large f ir•s. eurdened vith interest payments 

excessive in relation to the firm's equity fOS1tion, this eroded 

their profitability and made their operation precarious in bad 

times. 

£. Foreign l!Yestaent. 

l(orea has a poor natural resource endowment, a.ad 

consequently it has to continously iaport foreign resources and 

technologies. Although the earlier interest-rate and fiscal 

reforms suceeded to stiaulate doaestic savin9,1• Korea bas been 

in a constant need of foreign capital as its economy continues to 

expand. 

Historically in the period precediBg the beginning of the 

aoye for industrialization, cafital inflow started with the 

aassive foreign aid in the fora of relief and food progra~s. By 

the late 1960s, the concessional aid vas phased out, and 

gradually replaced by developaent aid in soft loans. In 

addition to the loans chanelled through multilateral donor 

agencies, such as OSAID, Japanese Overseas cooperation Fund, the 

world Bank, and the Asian DeYelopmeot Bank, a growing sharE in 

i• Doaestic saving as a percentage of GIP rose from a aere Ji 
in 1962 to 161 a decade later. 
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leans took the fora of supplier credit fro• the Americdo or 

Japanese Ezi• Banks. 

Durinq the 1970s vhea ~orea•s proqress became evident and 

she vas able to obtain •ore vas proving its credit worthiness, 

co••ercial loans. Government policies concernin7 loan capital 

have generally been open and Bnrestrictive. There has been no 

shortage in demands for loans vith reasonabie ter•s. The inflow 

had been massive by the late 1970s, vith the outstandinq external 

debt rising to S 37 billion in 1982 f roa a •ere S Q billion in 

1972. The debt turden, however, remained •anaqeable as its 

ezport earnings continued to grov rapidly. Por instance, the 

debt-service ratio vas 18~ in 1972 and fell to 151 a decade 

later. 

llthough relatively 

loan, direct foreign 

pro•oting the deve!.opaent 

uuiaportant in aaounts coapared to the 

investaent bas been instruaental in 

of indiqenous industry in a different 

vay. The first serious efforts to attract foreign investors vere 

aade beginning in the launching of the First Develofment Plan in 

1962. Reasonable conditions that included tax relief, duty-free 

iaports of capital goods, easy reaittance of profits and other 

incentives vere offered. Foreign ovnersbip vas restrict~d to 

less than 50 percent except in the free export zones where the 

full ownership by foreigners vas peraitted. 

It toot soae ti•e for an apFreciable amount of inve~tment to 

f lov in. By the end of 1982, however, tbe total direct foreign 

investaent aaounted to oss 1.~ billion. As shova in Table 6, 



I. 

Japan accounted for alaost a half of total foreign invest~ent in 

the period b~tveen 1962-1982 followed by the United States with a 

quarter share. ibile invest•ent opportunities were open in Rost 

sectors, there was a clear preference for investment in 

•anufacturio9 industry. A~ a result, •anufacturing received d 

predominant share of foreign investaent; textiles in the early 

period, and electronics and petroche•icals in the later period.t9 

T&Bl.E 6 

SOURCES OP POBEIG• DZR!CT IIY!STBEIT (1962-82) 

(in S •illion) 

tear 1962- 1967- 1972- 1977- 1981 1982 Total Share 
66 71 76 80 

coant.rr 

Japan 0.1 40.8 376.9 180 .. J 14. 6 "1 .6 675.9 4 7. 11 
u.s.1 21.9 12.4 67.9 122.9 85.2 107 .. 6 418. 0 29.0 
letberlands 0 6.J 58.7 37.6 1.3 1.5 105.3 7.4 
Hong Kong 0 0.3 3.5 8.8 8.1 2'6. 5 45 .. 1 3. 2 
vest Germ. o. 3 2.4 2.8 12.3 3 .. 1 J.1 24.1 1. 7 
Others 0.1 1 o.s 55.4 80 .. 5 13. 1 9.4 169. 1 11.E 

Total 23.0 72.7 565.2 '642. 4 145. 3 187.8 1,436.4 100 

source: ftinistry of Finance 

--------------------
•• Of the 855 industries listed in Korea's Standard Industrial 

Classification, 521 iteas includin~ large scale projects in 
capital-intensive industries such as aachinery, •etals, 
electronics equipment and cheaicals, energy related or export
orien ted projects, projects for •anufactarinq foodstuffs 4Dd 
•edical products, or projects contributing to the development of 
do•estic resources or the co••odity distribution syste•, have 
been-all open to foreign invest•ent. 
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The basic policr on f orei9n investaent followed the line of 

an outvard-lookinq stratgy for devela~aent. Foreign capital vas 

velcoaed as long as it could contribute to the developaent of 

•priority• sectors, the transfer of technolcgies and the 

enlargeaent of marketing contacts. In recent years, in a bid to 

facilitate the realignaent of industrial structure, the 

governaent further intensified aeasures to attract foreign 

investaent by disaantlinq aany restrictions on capital inflow. 

In this regard, the recent Poreign Capita1 Indaceaent Act 

(1982) adds three iaportant benefits to investors: The first 

benefit is allowance for foreign equitf sharing up to 100 

percent. ~his provision applies to those projects that introduce 

higb .. level technc1loqy into Jtorea, or those vbich are undertaken 

in free export zones or otherwise increase exports.zo The second 

provision exeapts foreign invested enterprises fro• incoae, 

corporate and capital gains taxes as vel1 as fro• import duties 

under reasonable conditions.Provions covering a technology 

contract are aore generous.Foreigners can be exeapt even froa 

vage and salary incoae taxes. Pinally, the legislation 

guarantees the outward reaittance of dividend and the 

repatriaticn of cafital. 

It is wortb noting that the intent of the nev investaent 

code is to induce the iaport of technical knov-hov through joint-

venture projects, as Korea enters into a nev specialization in 

zo There are tvo free export zones available to foreign 
in•ested enterprises for bo.adiag either their iaported aaterials 
or tbe entire factorr, should tbe vbole production be exported. 

-"":.:.. .. -~-
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aore sophisticated capital goods and high-technology industrial 

products. Eaphasis on exports is not forgotten either. Foreign 

inYestaent in export-oriented industries has always been velcoaed 

in Korea. 

The governaent, confident of iaproved investsent cliaate in 

Korea, has already set itself an aabitions target of attr~cting 

OS $ 2.5 billion in foreign investaent during the Fifth Plan 

period (1982-1986). To provide aore detailed procedures and 

information about foreign invest•ent in Korea, a nu•ber of 

investaent proaotion officers have been stationed atroad with the 

&inistrf of Finance and Korea's eabassies and consulates abroad 

also eager to provide assitance. Dependence on direct investment 

is not likely to diainisb in the foreseeable future. 

As a rule, direct foreign investaent is a aore recent 

phenoaenon in Korea, and has not been that iaportant compared 

vith Inida or Brazil. In Korea, foreign companies have 

participated aostly in joint ventures. However, direct invest•ent 

can continue to play a particularly iaportaot role in one vital 

area of Korean deYelopaent. ~hey have been instrumental in 

introducing production technoloqy and aanagement techniques, and 

in facilitating the transfer of overseas infor~atioo and 

knwoledqe. 

To conclude, what then is the overall assessment of foreign 

capital inflow in Korea? As a cesult of the earlier borrowings, 

Korea is nov a •ajor debtor and bas to reait interests, profits 

and royalties in substantial aaouots to foreign investors. 
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Although over the years, the amounts involved in foreign debts 

and investment rose rapidly, so did the ability to handle the• as 

the econo•y grev aore rapidly. In fact, unlike the cases of aany 

Latin l•erican countries, in one vay Korea vas actually freeing 

itself of external dependence. While foreign saving vas three 

tiaes as large as the doaestic counterpart in the early 1960s, 

tvo decades later the relationship had been reversed with 

do•estic saving contributing the most to capital formation. In 

Korea, foreign borrovillg has been pot to use •ainly for 

development of industry and vital infrastructure. The expansion 

of foreign inYestment has •eant increases in e•Floyment and 

incoae in Korea. 

An interesting aspect of Korean industrial policy concerns 

the goYera•ent relations to business. In Korea, large industrial 

conglo•erates known as 'chaebol•, usually represented by the 1ost 

dynamic and aggressive enterpreneurs play the crucial role in the 

industrialization Frocess. They have often in the past been used 

as an iastru•ent of govern•ent policy, and in return the 

government inadvertently strengthened the band of these 

conglomerates. 

Currently there are soae fifty major conglomerates with each 

unit co•posed of half a dozen to fifty •e•ber fir•s that are 
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horizontally and vertically integrated in the industrial 

structure.21 

The breadth and speed of the rise of the 1 chaebol 1 in Korea 

seeas unprecedented in the history of enterprise. ls Table 7 

shovs. iD the period betveen 1973-1978 the annual rate of grovth 

in value added contributed by the 10 largest cooglo•erates vas as 

high as JO.O percent. .In teras of the share of their 

contribution to GDP, they accounted for 1' percent in 1973, 

rising to 23.4 percent by 1978. ~he top Q6 firms. taken together, 

accounted for 31.8 percent of GDP in 1973. which rose to 43 

percent oTer the saae period. these aeasures clearly shov the 

extent of proqress in industrial integration as well as the 

process of concentration of wealth in ~orean industry. 

The phoenix-lite rise of the 'chaebol' vas aainly caused by 

governaent policies. In the earlier days of industrialization, 

the business environment vas conducive to opportunities for 

forward or backward integration in industry. A broad spectru• of 

sectors opened up for entrepreneurs to participate in, as export 

deaand suddenly rose in diYersified areas. Access to financing 

vas aade easy, as the governaent in efforts to promote exports 

provided easy credit. once the goTernaent vas convinced the 

entrepreneur could succeed, this usually could turn into a sno~-

za The largest four cougloaerates are Hyundai,Dae woo, 
Saasung. and Guasun9, vhich tO<jether recently accounted for close 
to 10 percent of total exports. rurtheraore, 10 Korean 
coagloaerates were recentlJ listed aaong the top 500 corporations 
in the vorld excluding the Darted States in the Portune aagaziAe. 

... __ ·.~ 
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TABl.E 7 

COITBXBOTIOI TO f&LDE ADDED BY COIGLOftEBATES 

No.of Conglamerates Annual Growth rate As percentage of GDP 
(1973-1978) 1973 I 1978 

s 35. 7 8. 8 18." 
10 30.0 13. y 23." 
20 27 .. 5 21.8 33.2 
116 21.11 31. 8 !J 3. 0 

GDP Total 17.2 100. 0 100. 0 

Source: Korean DeYelop•ent Institute. 

balling effect, in vhicb success bred success, since the 

govern•ent credit vas largely based on the past achieve•ents. 

This type of credit policy •ade it possible for successful 

entrepreneurs to launch several vent~res at the same time, vaich 

eventually led to a race for the empire-building in bu~iness. 

Thus, despite the alar•in9 trends of concentration in 

industry, the governaent ended up by supporting the 'chaebol.• 

This vas also because large coapanies vitb scale-economies and 

cost-efficiency could be counted on to successfully coaplete 

crucial projects for national developme~t. Funds followed more 

readily into larger companies, since they were generally in a 

better position to outbid smaller firms in government-financed 

project contracts. Econoaic logic also favored large-scale 

production. l mioiaum scale in plant size was simply required in 

such heavy sectors as auto•obile, steel and shipbuilding. 

• 
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Policies for prcaoting industrial integration appear~d 

necessary for the developaent of heavy industry, as Korea was 

preparing to aove into advanced sectors. Besides, tbe 'chaehol' 

had to co•pete in international markets with f orei9n 

multinationals vbicb vere often rather large compared to Korean 

counterparts. Si7e vas also an important factor to consider in 

joint ventures vith foreign partners, since the latter might 

do•inate and control the domestic counterpart othervise.22 

The government's popnlar aethod of supporting a project vas 

to make credit ~vailable on favorable teras to specific 

borrowers. During the period of rapid growth, the banks, whether 

public or comaercial, bad remained under a tight control of the 

government, and credit vas distributed mainly in line vith the 

planned priorities. The credit standing and connections of the 

businesses played a key role in obtaining credit, and naturally 

large firms bad the edges over saall, unknown ones. 

While policies to support big business may have heen a 

factor contributing to rapid industrial grovth and the success in 

the world market, tbey also served tc cause a serious structural 

imbalance in the Korean economy. They have led to creation of 

industria.l dualis•, in which large and powerful c~nglomeratEs 

have a virtual control of the aacket, and the remaining masses of 

smal.l and aediu• firms are relegated to ins iqnifica ot 

importance .. 21 

22 Another important benefit froa supporting big business 
re.lates to political funds the ~resident could count on from 
them. 

21 Alar1ed by the growing concentration of vealth, the recent 

• 
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There is another proble• vith large companies in Korea today 

that is attributable to the govern•ent•s support of big business 

in t.be past. As a result of easy access to bank-lending, large 

enterprises in gorea have been accusto•ed to depend heavily on 

external funds. According to a recent survey,z• in 1960 external 

funds - those borrowed fro• domestic banks and foreigners - for 

the top 50 enterprises ic Korea accounted for as •uch as 85~ of 

the total. Tnis ratio vas aach higher than that of Japan or the 

u.s.1, which shoved 38.11 in 1977 and 29.11 in 197Q respectively. 

Purtheraore, the degree of dependency on external financia9 by 

large coapanies generally increased over the recent J€ars. High 

debt-equity ratios have adversely affected profitability in large 

~ompanies and raised the risk of bankruptcy in bad times. 

--------------------

policy reforms seek counteraeasures against trust-formation as 
vell as more active sapport of saall and aediu• firas. 

z• Hankook Ilbo, Septeaber 27, 1981. 
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6. 08GlBIZITIOIAL STROCTOBE llD IftPLEBEITA~IOI. 

!· ~g!Dizati2aal Stroctare. 

The ?lans and strategies exis~ elsewhere. Rovever, ~hat 

probably is unique in the case of Korea, certainly 

1istingoisbable fro• other countries, is the ability to get the 

plans and strategies put into practice. The idea of effectively 

organizing and managing an econoay started with Park Chung Kee 

vhen he caae to power in 1961. 

Among his earliest policy-aeasures was the creation of the 

Economic Planning Eoard (EPB), as a aa~hinery exaaining the state 

of the econcmy and drawing op appropriate plans for i•proving it. 

The EPB has a substantial bogdet of its ovn with the talented and 

technically trained bureaucrats as vell as access to support from 

other ministries and academic institutions. 

The director of the Planning Board also assumed the positico 

of the deputy pri•e ainistec of the cabinet, which enabled hi• to 

pull rank on his colleagues. This assured a more effective 

cooperation vitb the !PB solicited fro• ~acb ministry which had 

its own special planning unit to encourage a decentralized 

planning process in its ovn sector. The biggest strengh of the 

Planning Board has, however, been the interest and support of tbe 

president. The Board usually dealt with vbat for him were the 

acst important policy matters. 

53 

·-·~-·--

, 



A significant fact to note is that the bulk of the planning 

vork since the early 1960s has been carried out by younq Koreans 

trained io economics and planning. Previous to the Planning 

Board, foreign experts vere invited to drav up eore sophisticated 

plans which aight hardly be faulted on technical grounds. 

Apparently, vhat made these plans inadequate vas the lack of 

understanding of bov Koreans thought and behaved. 

Although the entire process of planning gives dD appearance 

of a highly centra1ized organizational structure, it has been the 

ainistries and public-sector enterprises vhich are entrusted vitb 

the responsibility of getting specific projects done effectively 

and efficiently. Particularly responsible for execution of 

planning are such ministries as Finance, Co•merce and Industr7, 

Construction, Agriculture and Pisheries, and Energy and 

Resources. Public enterpries are generally supervised and 

controlled by one of special development banks. They generally 

enjoy a certain degree of autonomy to do their job as 

professionally as possible. Their tasks, in all cases, are 

intimately related to the planning of economic developaent, 

provision of basic transport and coaaunications, essential 

services, utilities and banking, and soaetiae even en9d9emeot in 

productive operations like mining or manufacturing. 
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At the outset. it aust be eaphasized that all ~orean 

qovernments since the independence in 1945, had to be 

ideologically ccamited to maintain a capitalist econo•y in which 

the private sector should play a central role. Pclitically and 

economically, the regime has had no options but to remain 

comparatively liberal. 

In this context, planning in Korea, on appearance. played 

the role of providing little aore t.:ian a framework. leaving aost 

practical decision in the hands of private economic actors. Thus, 

plans vere supposed to indicate only directions, offering 

incentiYes tc those vho coaplied with thea, but could not. in 

principle, force anyone to f ollov the•. Plans simply shoved 

where the econoay vas headed and vbat its goals should be. For 

instance, tbe annual Overall Resource Budgets and manage•ent 

plans drafted by the EPB indicated precisely what the government 

intended to do daring the planned period and vhat contribution it 

expected fro~ the private sector and general public. 

There vere also docuaP.nts like the Korean Development 

Institute•s 15-year projections for 1977-1991 and th~ EPB's 

projections up to the year 2000, vbicb provided a longer-tee• 

framework consistent vith various five-year plans. Of cource, 

aside fro• the role of planning in providing a general f ramewock 

for policy directions, moce specific laws, regulations, and 

directions bad to b~ foraulated to promote exports or other 

priority sectors, channelling the efforts of various ministries 
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and those of the individual enterfrises defendent on them in the 

direction consistent with the planned goals. 

An i•portant eleaent in a successful formulaticn of flannioq 

is obviously the seeking of as auch a broad-based social 

consensus as possible. That is, however sophisticated and well-

designed the plan •ay be, if it lacks d broader view to integrate 

and reconcile diverse social interests, it is likely to fail. 

In the case of the Korean planning, the first task faced ty 

the planners was obtainiJlg the views and feedbacks from diverse 

interest groups concerning the planning. This i•plied receivinq 

.teedbact fro•, aod iDteractioo vitb 

advisory co••ittees that usually 

local leaders 

consisted 

and various 

industrialists, busi.nessaen 

effective in influencing the 

and acedeaics. 

of officials, 

What proved •ost 

out to be a ayriad of lobbies 

process of dec.ision-aaking turned 

established by various interest 

groups, such as agricultural cooperatives or trade associations. 

Ind, while usually reticent on political issues, the press, 

interest groups, and politicians freely expressed their views on 

econoaic issues. 

Once the goals of the policy vere agreed upon or at least 

understood by the private-sector leaders, the planning process 

f ocased on the internal consistency of the overall policy 

f ramevork with the goals set at sectvral or tirm levels. Here 

again, the planning vas based on both the "top-down" and "tottom

up" approaches. Io the early plans {tbe First and Second Five

year Plans), tbe drafted plans vit~ tbe details on the sector-
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level tar9ets2s vere subjected to the revievs of industry 

coaaittees typically coaposed of engineers, economists, technical 

experts, ainisterial officials and industrialists before the 

targets and esti•ates of the para~eters in the plan model could 

be accepted for iapleaentatioo. Kore importantly, the 

pre para ti on of plaaainq for the sectoral profile gave 

industrialists a needed opportunity to review investment 

prospects for various industries. 

~- I•pleaentatioa of Pol.icy. 

Given the basic policy orientation to aaintaio a capitalist 

econo•ic systea, in lorea the plans provided a fraaevork for the 

directions of policy and the overall procedures of 

i•pleaenta tioo. Of course, incentives were offered to those 

coaplied vith the•. There vere, in principle, no mechanism for 

enforcing a coaplete cooperation fro• the private sector. 

The iapleaentation of the plan, bovever, vas more effective 

when it had to be e%ecuted vithin the public sector, vhich 

included a ayriad of state-run enterprises. Heavy fCessures were 

exerted on bureaucrats tc execute their jobs well, and in 1any 

cases,to co•plete at least tbe agreed-on targets. Since there 

vas no effective vay of enforcing a system of direct material 

zs For instance, in for•ulating the second Five-Year Plan,tbe 
comprehensive resource planning framework based on a 
sophisticated dyna•ic ioputouput •odel was e•ployed to calculate 
required amount of in•estment at the sectoral level. 

.:~~·;._-...;...:_,_ 
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incentives in the public sector, successes and failures at a task 

were rewarded through proaotions and demotions, co•bioed with a 

aore direct aethod of aoral censure and recognition fer 

achievement. 

In soliciting full cooperation of the private sector that 

included industrialists,labor unions as well as syriads of 

independent producers, the governaent had to resort to both 

aaterial and aoral incentives. Por•s of aaterial incentives were 

already refered to in the pcevioas discussion. Here, exaaples of 

aoral inceAtires, along with soae disguis~d foras of coer~ion 

vill he illucidated. 

First, such highest priorities of government task as 

econoaic growth, industrialization, export developaent or 

priority-sector usually given a vi de st 

publicity. Given the iaportance of these goals, a vbole array of 

awards and aoral recognition would be created to revard those vho 

acco•plisbed aost. For those who produced aore, sold more 

exports, and did aore construction projects abroad, there vere 

all kinds of citations, such as t:Jae order of Industrial Service 

!erit in their highest fora, for purpose of aLousing a feverish 

emulation for production achieveaent. 

lJ1 reality, the aethods of aobilizing the private sector in 

pursuit of the planned goals took aore than the forms of 

persuasion and aoral incentives. In aany instances, the 

goYern•ent did not really leave things entirely to the good will 

of entrepreneurs. The industrialists were of ten urged on to set 
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their ovn internal targets for achieYeaent, which vere often set 

high and were raised fro• year to year. There vas no shortage of 

aaterial incentiYes, as discussed already,_ io the areas singled 

our for proaotion. 

Ia addition, if an indu~trialist failed to achieve the 

desired goal, this would proYote all the suttle forms of censure 

by tht• 90Yenraent. First, the bureaucracy intervened in the for• 

of exhortations, which often included eYeD a direct call froa the 

president to the concerned business leader. If an iodustriali~t 

failed to coaplJ vith policies, it would inYoke the brandshiog of 

the stick h! the governaeot. Por instance, aost ainistries have 

the adainistrctive power to regulate activities of individual 

coapanies. For instance, the Binisi:ry of Coaaerce aod industry, 

which aast approve the estab1ishment of individual f iras, could 

insist oa certain policies regarded as desirable by tbe 

governaent in ~turn for its approval. The !PB could also 

influence activities of an individual industrialist by denying 

and afproving joint ventures and techaology licenses involving 

foreign investaent. The Sinistry of Finance regulates the Banks, 

and the f lov of funds could easily be denied to credit-hungry 

coapanies if they failed to follow policies recommended by the 

ftinistry. lbowe all, the aost influential adainistrative 

institute bas been the tax authorities, vbicb periodically 

inspect tbe returns of all coapanies. 

Thus in the case of Korea, one way or the other, the 

9o•ernaent could pre•ail on tbe priwate sector to follow its 

:..=....--
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policies. It vas indeed without a great deal of social tensi~ns 

to have the private sector fall into line. For instane, vben 

iaport-substitution vas the govern.-ent strategy, firas were urged 

either to enter the sector or to aake purchases fro• local 

aanufacturers even if their prices were higher and the quality 

not quite as good as iaports. aith the svicth to exfort 

proaotion, the industrialists were encouraged to sell aore abroad 

even if this were a coapletely nev activity for them and did not 

loot profitable. Por strategic industries,they vere advised of 

the advantages of diversifying and upgrading, and quickly 

repriaanded if they did not. 

Apart fro• a strong hand the govern•ent wielded over tbe 

private sector, vhat held together the close public-private 

sector cooperation, vas a shared interest in a strong aad 

prosperous econoay fro• vhich all would benefit. 

By the late 1970s, it finally becaae clear that tbe 

i•pleaentation aacbinery vas actually working too effectively. 

Private coapanies bliodlJ followed the governaent•s lead without 

paying auch attention to the underlying econoaic ills 

characteristic of inflation and distortions in the econo•y: Too 

aany production units were crowded into too fev a strategic 

sectors, re~ulting in too •ucb capacity too fast. Some of these 

sectors did not really possess a coaparative advantage, revealing 

distortions in the allocation of resources. 

Recently, excessive aspects of the coaaand structure were 

graduallJ being discarded, in faYor of aore initiatives of tbe 

.. - .---. 
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priwate sector, and businessaen vere urged to pay aore heed to 

aarket signals and profits. The ecoao•J vas in for a period of 

relaxation that vould hopefully enatle it •ore effectively to 

react to constantlf fluctuating doaestic and international 

econoaic situations. 

, 



1. THE I!PlCT OF IIDOSTBIAL POLICY. 

i~e success of Korea•s industrial policy in the sense of 

being capable of reaching at least the targeted goals can in a 

large measure be attributed to the coherent formulation of policy 

planning as vell as the effectiveness in i•ple•entation under a 

strong aad •oti~ated government. such a measure of success can 

be seen in the coaparison between planaed target acd actual 

perforaances. ls shown by table 6, in all the plan periods 

except that of the Fourth Plan that •ainly ccincided vith the 

recent wolrd recession, the econoay•s performance in GNP, exports 

and industrial output actually exceeded the target goals by 

substantial margins. Indeed, without the coherent policy

planning that utilized the pricing sys tea as a basis for resource 

all.ocatioa, without the targets that served as a basis of 

orientation for action, and without the effective implementation 

enforced through incentive measures and aoral coersion, it would 

be difficult to imagine vhat Korea is today would have been 

possible. 

At this point, it would clearly be a matter of speculation 

to attemp to precisely determine the far-reaching implications 

for the Korean development of industrial policies implemented by 

a strong governaeot in Korea. It is significant, however, to make 

a of note the initial conditions that prevailed at the start of 

Korea's recent industria1ization, and to coapare them with 

subsequent developaents. 
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TABLE 8 

Comparisons of Planned Targets and Perfonnancc 
(1962-1981) 

Tile First Plan Tne Sencond Plan Tne Tnird Plan 
(62-66) (67-71) (72-76) 

Planned Perfonnance Planned Perfonnance Planned Perfonnance 

7.1 7.8 7.0 9.7 8.6 10.1 

• 

5.7 5.6 5.0 1.5 4.5 6.1 

15.0 14.3 10.7 '19.9 13.0 13.0 
(15. O) (15 .0) .... (21.8) (13. 3) (18. 7) 

S.4 8.4 6.6 12.6 8.5 8.5 
2.8 2.7 2.2 2.2 1.55 1.7 
4.2 5.0 4.7 7.3 7.0 8.2 

14.6 25.7 10.2 17.9 7.6 11.1 

28. 0 38.5 17.1 33.8 22.7 32.7 

8.7 lf..7· 6.5 25.~. 13.7 12.6 
4.7 3. 2 . 3.3 3.61 2.9 4.S . 

Source:: F.conomic Planning Board 

(Unit: Real Average Inc. Rate.\) 

1ne Fourth Plan ine Fifth v1an I 
(77-81) (87-86) . 

Planned Perfonnance Planned 

9.2 s.s 7.6 

4.0 0.1 .2.6 

14.2 9.7 lll.8 I 
(14.3) (9 .9) (11.0) 

7.6 s.z 7.3 
1.6 1.6 1.56 
7.S 3.9 5.9 
7.7 9.9 9.0 

16.0 12.0 11.4 

12.0 10.8 8.4 
3.2 2.3 3.0 



As already noted, the really serious co•prehensive plan 

began vith the Second Plan (1966-1971) • which among other goals 

stipulated its central objective as attaining maximally possible 

econoai.c growth. In the preceding period fros the early 1950s tc 

the early 1960s, per capita GBP had grovn at the unacceptably 

aodest rate of less than 2 per cent per annu• in real terms. The 

nev plan concentrated on establishing a consistent investment 

prograaae that voald aatcb tbe econoay•s savings and export 

potential. the aajor growth constraints foreseen at that tiae 

consisted of a shortage of Yiatle proposals for industrial 

projects, a scarcitf of domestic savings and a need for foreign 

exchange to finance iaports of rav aaterial and capi~al goods. 

Followed by the subsequent plans, with so•e associated 

changes in policies, the initial plan appeared to have exerted a 

vital iapact on the growth of the econo•y. The rate of growth of 

GIP quietly rose fro• less than 2 per cent in the preceding years 

to the 10 per cent during the plan period. Per capita income vas 

doubled in less than 8 years: e%port rose annually by 30 per 

cent; the rate of inflation vas reduced by over 10 per cent to 

less than 6 per cent. The real income of the poorest groups rose 

about at the saae rate as GNP, and ~easured, Ofen unemployment 

vas reduced from e.3 per cent io 1962 to about 4 per cent in 

1975. 

"oreover, through the instruments of the planning apparatus, 

the qovernaent gradually shifted the emphasis on foreign trade 

fro• iaport sabstitution to ezport expansion, vith a 

coacentratioa initially on labor-intensive iadustries. 
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The liberalization of exchange rate to the free traJe level, 

free access to imported inputs for exporters aod sutsidizes loaos 

to strategic goods exporters partly constituted the package of 

strong export incentives. The qovern•ent also estc..hli~ hed annual 

export targets broken dovn in ~onsiderable detail by do~estic 

exporters. with enough censures to motivate t!em for acceptable 

performance.z• These policies undoubtedly contributed to the 

rapid expansion of exports. with increases in real ter~s 

averaging about JO per ce11t a year between 1960 and 1975. 

(~)-Capita.1-Goods Sector ~velop•en~. 

ftore recently. the governaent recognized the strategic and 

econo•ic significance of pro•oting rapid development of capital 

goods industries. Previously. tariff and credit policies bad 

favored the purchase of imported capital godds. It had then 

abolished tariff exe-:ptions on capital goods f11forts, creating at 

tbe s me tiae a sizable fund to provide long-ter• credit at a 

subsidized interest rate to the do•estic producers of capital 

goods. The result vas seen in the rapid pro9ress in import 

substitution in the producer goods sector. 

z• It must be noted that though essentially export-oriented, 
the govern•ent•s policy has not been all geared to neutral frEe 
trade. the instruments of protection not only largerly f avor~d 
agriculture.hut also those industries within manufacturing in 
vhich opportunities for substantial i•port substitution remained. 
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As already mentioned, the •achinery and equiFmect industry 

achieved a rate of growth about 2.5 times that of tbe 

manufacturing sector as a vbole during the 1970s. T~e production 

capacity ~ov exceeds the current do•estic demand in such 

machinery sectors as diesel engines, contruction machines and 

heavy equip•ent for pover plaRts, which leaves open the 

possibilities of increased export activities. Toward the end 

1970s, already about a third of total capital goods sector output 

vas exported. 

By the early 1980s, excessive investment in several 

industries within the capital goods sactor (•ainly, bea vy 

aacb.inery and construction equi paent) produced a shar·: decline in 

capacity utilization, although the recent problems in these 

industries evidently stemmed fro• the goveromeots•overambitious 

promotion of heavy and cheaical industries in the 1970s. Equally 

unexpected vere such external events as the oil crisis in the 

late 1970s and the subsequent vorld recession that undoubtedtly 

reduced demand for capital goods. Such a setback for these 

industries notwithstanding, the substantial advance 1ade in both 

import-substitution and export-expansion in this sector over the 

past decade •ust be seen both as having resulted in important 

foreign-exchange savinq and as bavinq provided vital i•petus to 

sustained grovth of the economy.z7 

--------------------

z 7 Studies for develo~ countries generally show that 
substantial interindustry linkage effects can be expected from an 
expansion of capital goods industries. 
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finally, as regards to the cwerall role of the government in 

pro•oting industrial development in Korea, some orthodo~ 

econo•ists have contenued that the Korean industry bas succeeded 

in spite of the govern•ent•s industrial policy and certainly net 

because of it. 1 more libera1 view vould ascribe Korea's succes~ 

to the role of a strong goveroaent in guiding and cocrdinating 

the directions of develop•ent even vithin a basically •arket-

oriented syste•. A1though the iapact of industrial FOlicy cannot 

be accurately gauged, from the perpectiYe of actual achieveaents 

in relation to the intented objectives, government-led industrial 

develop•ent appears to have worked well at least during the 

initial tvo decades of Korea's industrialization. certainly, the 

recent Korean success vou1d not have been possible vithin a 

f ramevork of a complete laissez-faire syste•. It is hardly 

possible to think of the Korean airacle vitbout government-

initiated guidance that led to 

industry. 
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a_ PBOBLEftS AID lDJOSTftEITS I• r•DDSTRIIL POLICY. 

In the ia3ediate years following the second cil-crisis in 

the 1970s, econoaic growth in Korea after the rapid growth of the 

preceding two decades bad considerably slowed down. The overall 

growth rate of GDP declined frc~ an average of 10~ during the 

period of 1970-78,to 6.21 in 1980-19d2. Industrial and ainiog 

output shoved a similar decline from the high annual gro~t~ rates 

of over 101 in the saae period to 7.21 and 3.71 for the years 

1981-1982.z• The rate of inflation in Korea aYeraged 12.Ji in the 

1960s, rising to 17.7~ in the 1970s. These rates vere far 

greata: than averages in other industrialized countries (9.2' for 

the OS: 7.41 for Japan; and 9.81 for Taiwan during the 1970s), 

even considering the fact that the inflation in Korea was in a 

large measures related to the two global oil sbccks during the 

decade. 

The mounting external debt also threatens serious problems 

foe Korea. Ia Korea, foreign capital has always played an 

iaportant role in accelerating the face of industrialization. 

Starting with a meager level of capital inflow totalling 31.8 

•illion dollars in 1962, annual capital inf lows have tripled 

about every five years. Although Kor.ea•s debt service ratio 

still reaained at an acceptable 15~ by 19d2, the rising levels of 

2 • In 1979 real GNP declined by 6.21, the lar9est negative 
figure since 1953. Hovever, this vas attributable to the larg~ 
drop in agricultural output (-2ql) caused by unfavorable weather 
conditions that year. 
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foregign debts have been •aking the domestic econoay increasingly 

vulnerable to global monetarism, also causing it to be more 

dependent oa export-oriented ecoooaic growth. 

llthougb the aaio reasons for the recent slowdown can be 

attributed to the oil crisis in the late 1970 1 s, the subsequent 

worldwide recession and the political crisis following the death 

of President Park in 1979, many recent problems facing the Korean 

econoay chronic inflation, accuaulative deficits in trade 

balance, the increasing burden of foreign debts, inadequate 

corporate financial structure, insufficient vertical rel~tionship 

between industries, the relative weakness of saall and medium 

businesses - can he recognized as related to long-term problems 

slowly accuauia.ted in the evolution of industrial policy of the 

last tventy years. 

The development strat~y pursued by the governaent in the 
~ 

last tvo decades vas an •externally-oriented industrialization 

strategy" based OD a systea of "administrative guidance". In the 

course of iapleaenting this strategy, the government o£ficials• 

obsession vith achieYin9 iaaediate quantitative results was quite 

successful, although froa a qualitative point of view, the 

results vere, in aany areas, below those that should have been. 

First, in order to quickly meet the grovtb targets, attempts 

vere aade to capitalize on scale-economies in industrial 

production. This naturally •eant concentration of industrial 

policy support on big businesses. ls a result, in Korea big 

business bas grown excessively large, and bas encroached the 
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traditional domain of medium and small businesses ~e1ucing the 

i•portance of the latter. 

Next, the government, in an atte•pt to enforce attain•ent of 

the target-goals, generally rewarded the more successful 

exporters bJ basing its support on quantitative exports results. 

Not only this led to an econo•y-vide in efficient use cf 

resources but also created a serious structural imbalance in 

vhich develop•ent of do•estic goods industries vas biased 

against. Zn addition, such a support systea tended to favor the 

production of these asse•bly-trpe exports, typically vith heavy 

reliance on foreign raw aaterials, which normally leads to tbe 

need for •ore iaports through ezports. The result would be 

chronic pressures on the international trade balance, vitb the 

economy becoainq increasingly dependent on foreign capital. 

Finally, reliance on forced savings to raise investment 

funds, excessive investment in heavy and cheaical industries, and 

real-estate speculation throughout the 1970s ~rought about an 

infl~tion that plagued the econo•y since the mid-1970s. 

Bany of these probleas were recognized both by the 

government and private business sector vhich incessantly 

atteapted to find nev solutions by modifying the structure of 

previous industrial policy. The more rece~t and current policy 

plans began to focus on the •easures for correcting •any 

distortions and iabalances that resulted from the earlier 

policies for overaabitions growth. In fact, when one looks back 

at the evolution of Korean industrial policy, the flexibility aad 

, 
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adaptability to changed circuatances have been a •ajor strength 

in the lon9-ter• planning. 

to the policy plans in 

For ezaaple, the case in point refers 

the shift of eapbasis frca sector to 

sector that have continuosly evolved over time. 

In the early plan-periods, priorities vere placed on 

infrastructure building, which was closely related to 

construction industry. Subsequently, there vas Kore stress on 

labor-intensive light industries. Then came heavy and cheaical 

industries, a0Tin9 currently into electronics industry. ~av, as 

the econo•y is diversified and sophisticated in technologies and 

coapetitive in international aarkets, there have been currently 

proposals to reverse earlier tactics of "prioritizing" sector for 

promotion to a aore econoay-vide liberalization measures that can 

benefit a large nuaber of sectors, aore or less, 

indiscriminately. The vord, •liberalization" aust, however, be 

understood restricti\ely as largely confined to iaports, which is 

likely to te based on the year-to-year situation in the balance 

of payaents, and on soae principle of reciprocity vis-a-vis other 

trading partners. 

The earlier ezcessive investment in skilled-labor i~tensive 

heavy and cbeaical industries, in which the government thought 

Korea would have a coaparative advantage, only produced a sharp 

decline in capacity utilization in the face of tbe recent world

wide recession. !he developaent of heavy industry vas proaoted 

at the expense of inTestaent in export-competitive light 

industry. the lesson learnt by the policy-makers is that in the 

, 
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initial tvo decades since the start of the ~ffort for 

industrialization, government-led industrial develop~ent worked 

very well. However, as the econo~y grew larger and more 

diversified, public-sector 

increasingly less efficient. 

intervention in th~ econo~y beca•~ 

There prevailed the feeling within 

the govern•ent circle for the need of increased Jecentralizatioa 

in econoaic policy, leaving a greater autonoay tc the private 

sector. 

Recent }!2licy reforllS. 

Indeed, with the Chun govern•ent co•ing into paver in 1980, 

basic policy refor•s have since been undertaken to achieve price 

stability and an iaproved distribution of income along vith the 

objective of continued high growth. As •economic liberalization" 

becomes the hallaark of these reforas, on the structural side of 

the econoay, the policy aakers insisted on such measures as the 

elimination of preferential treat•ent of "strategic 

the gradual dismantling of iaport barriers as 

liberalization of foreign i~vestment, the 

industry", 

vell as 

eventual 

denationalization cf the co••erciai banks, the promotion of s•all 

and aediu• enterprises, and the development of indigeneous 

technologies. 10 restore ecoooaic stability, policy measures 

should include tight monetary policy, reduced government 

intervention in the allocation of credit, the government's policy 

to finance tudget deficits with a mini•al imfact on the •cney 

supply and increased capital utilization. 
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The balanced deYelopaent of saall and aediu• industries is 

i•Fortant for the restructuring of the Korean econoay. The 

establisbaents falling into this category not only eaployed aore 

than a half of the total labor force, bat the governaeot•s 

proaotion to encourage ezports based on intra-industry 

specializa tioa rather than on inter-industry specialization 

should iaplJ greater opportunities for saall and aediua firas to 

sbare the benefits of trade. The trade "liberalization" aeasures 

include the gradual iacrease in the iaport liberalization ratio, 

for exaaple, froa 761 in 1982 to 921 bf 1986(calculated fro• 

Table 9), and the gradual replaceaent of non-tariff protection by 

tariffs which will be granted only for a liaited tiae period. 

These aeasures are incoporated in the Fifth FiYe-Iear Development 

Plan (1982-1986), which to contain soae eleaents of the 

"indicatiye• nature of planning, since it relies on greater 

inputs froa the priYate sector than had been the case in the 

past. 

The reforas in industrial policy that eapbasized stability 

over growth have proven quite successful in bringing atout 

ecoaoaic stability -in particular, price stability - that vcald 

be vital for sustained economic growth since Korea's liaited 

resources aast be allocated aore efficiently than ever before. 

Stabilization aeasua!d quickly led to the restoration of price 

stability vitb the vbole sale price increasing cnly 2.4 percent 

in 1982Z• in contrast to close to ~O percent inflation in 1980. 

z• The fall in coaaodity prices abroad iac1uding oil prices 
also contributed to the drastic reduction in th~ rate of 

, 
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IftPORT LEB!RlLIZ~TIO• SCHEDO~E BY I•DOST8Y (ID!IEB OF IT!ftS) 

Iteas to be liberalized 
Product Category •:ota1 Itea still 

ite•s restrictEd 
in 1983 19811 1985 1986 1987 198tl 

Food and drinks 1,J86 368 30 JO 32 
Che•ical goods 2,.182 119 10 1" Q6 JS 
Steel and f!etal 

Products 802 74 16 17 31 6 
ftachiaery 1,.414 llJ5 123 75 86 54 95 
Electrical ftachi-
nery,.lppliances& 
Electronics 1195 241 53 59 611 :ia 17 
Textiles(includin9 
leather garaents) 1,.089 219 111& ll 30 19 
Others 547 1011 6 9 17 12 

TOTAL 7,.915 1,.560 J52 237 306 174 112 

SOORC!: The Korean Econoay - Opportunity and Prospects 

It reaaios debatable if tbe oev concept of "economic 

liberalization" can ever take root in !Corea that bas been 

accustoaed to the directions of a strong government, and to tbe 

vorxing relations between the governaent and giant industrial 

congloaerates. The current trade liberalization measures have 

been applied on i•FOrts, based,. •ore or less,. on the pri~:i~le of 

recipsocity.10 Preferential access to credit under fa•orable 

inflation. 
Jo Its purpose vas really to help avert the impact fro• trade 

barries abroad and in any case ta:if fs vill not drop below 20,. 

~ 
j 



ter•s still is proYided to exporters; 

favorable exchange rate to the 

coapetitioa vith the exporters of 

f orei<Jll financial institutions are 

share ia tbe local financial stock. 
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the Bank of Korea offers a 

exporters especially in 

Taivan and Singapore; and 

still confined to a modest 

be 

Yieved ia this context, 

seen as the prag•a tic 

tbe recent policy reforms can best 

•easures ai•ed at adjusting to the 

changed international aarket conditions as 

structura1 iabalances developed over tiae 

ve.11 as at correcting 

through a saaevhat 

excessiYe intervention by the govern•ent in the econo•y .e 

past. Thus, this flexibilit7 and pragaatisa that .lack a strong 

ideol09ical bias in designing industrial policy is the hall•ark 

of the success in Korea's industrial develop•ent. 



CJ. EYILO&Tl:OI. 

This study has reviewed the philosophies, qoals, sources, 

f oras, and institations of industrial policies in Korea in 

relation to the resultinq evolution of the economy and its 

industrial structure. The analysis points to the indispensable 

role that the industrial policy for priority sector-development 

has played as the corner stone of Korean industrialization. 

1 larger issue that reaains to be answered is: ihy has 

Korea succeeded while other developing countries pcrsuing similar 

policy aeasures have been less successful? It thus is important 

to examine the interacting roles of other factors that have 

directly and indirectly contributed to the positive results of 

policy aeasures enforced by the 9overnaeot. 

Korea's Success can be ascribed to several factors other 

than FOlicy aeasores whose relative importance cannot easily te 

aeasured. Soae of tbea clearl7 represent the situations perhaps 

unique to Korea and their replicability in other developing 

country context would te beyond question. 

1. The Sino-cultural heritage. 

the dyoaaics cf development of a country cannot fruitfully 

be explained only by factors of Froduction and economic policies. 

First of all, the socio-cultural environment •ust be conducive to 

76 
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rapid economic growth. The society of ~orea is culturally and 

ethnically hoaogeoeous, and less structured than in most other 

parts of the developing world. Ther~ were nc strong social 

discriainations because of differences in religion, oc no 1~ee(:ly-

rooted class structure. Consequently, the social mobility of 

labor is relatively unrestricted by soical and class constraints. 

llso, in coa&on vitb other high-growth East Asian countries, 

Korea shares the influence of Sino-cultural Confucian heritage. 

The Confucian value s1ste• essentially governs non-religious, 

ethical codes of social behavior. Its certain virtues are 

supportive of econoaic growth and development. Among them are: 

high value placed on education as a vehicle for self-improvement; 

extollment of diligence and self-discipline, respect for social 

order, hierarchy and authorities; and absence of religious or 

ideological dogmatisa inhibiting the pragmatic pursuit of ends. 

It is difficult, however, to explain all in a positive vay 

the Coafucian influence on economic development. There are other 

virtues in the baritaqe that would be largely inimical to 

econoalc developae nt. For instance, the role of businessmen aod 

aerchaots is despised in the Confucian value system compared to 

the social prestiges associated with government officials, 

soldiers and scholars. The traditional attitude dces not well 

explain the surge of the biqh level of eotreprenerial supply in 

Korea. It remains a puzzling question why certain negative 

influences in the Confucian heritage wither~d away and only the 

positive inflaeoces have prospered. 

. . ... ~.-. 
_..... __ 
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2. Yell-educated labor force. 

Korea inherited f roa its Confucian culture a tradition in 

vhicb education is socially valued. Already in the early 1960s it 

bad developed an educational system far advanced than that 

existing today in other developing countries. Although public 

exfenditures on education in Korea have been low by international 

standards, Korea has one of the highest literacy rates in the 

vorld with a very high proportion of high school and uniYersity 

graduates in the labor force.Ji Large investments in huaan 

capital have yielded a highly skilled labor force, at the sa•e 

ti•e providing social prerequisites useful for entrepreneurial 

success. High grovth rates of labor productivity observed 

throughout the period of Korea's rapid growth can largely be 

explained by the well-educated, amd well-disciplined nature of 

its labor force. 

J. Political will and stability. 

Political factors andoubtedly contributed to an effective 

and efficient iapleaentation of new strategies foe development 

formulated in the early 19060s. Since the military coup in 1961, 

Korea oas had strong and stable governments motivated and capable 

to impose far-reaching econo•ic policies. With the ~elp of 

competent technncrats, the 90Ternment has been able to for•ulate 

~• There vas an educational revolution primarily based on 
individual initiatives during the 1950s vbich paved the way fer 
the industrial reTolation, boosting the 30 percent literacy rate 
in 1953 to eo percent ten years later. 

• 
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and efficiently execute policy flans articulated for concrete 

action. When dee•ed necessary, the government has even 

intervened in labor markets, countering organized laoor, ~hich as 

a result has so far failed to emerge as a powerful interest 

group. Wages vere, however, allowed to rise, more or less, in 

response to labor •arket conditions. For instance, in mining and 

manufacturing average real wages have risen in respcnse to lahor 

market conditions ~y S.S percent per annua in the fifteen years 

since 1960.0nly during the early 1960s, real wages bad been 

relatively severely suppressed in order to gala ~orea•s 

competitive edge in ezports of labor-intensive goopds. 

4. Favorable international environ•ent. 

It is iaportant to note that Korea's earlier export success 

was achieved under rather uAusual international cirecuastances. 

The two decades following the Bretton Voods system until the oil 

crisis in the early 1970s can be viewed as the "golden age" of 

international trade and investment. During this period, not only 

supplies of international capital at reasonable borrowing terms 

were relatively abundantly available, but many industrialized 

countries could attain and sustain a near full-employment growth, 

vbich sti•alated continued expansion of tbe vorld market. Tbe 

world trade volume in manufacturing goods in fact grew by more 

than ten percent pee annua during this period. Tbe fruits cf 

this expansion were also shared by the Nevly Industriali2ing 

countries in East Asia, including Korea. 
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The rapid growth of industrialized countries tegan to slow 

dovo in the period iaaediate .•. ~olloving the first oil crisis in 

the early 1970s. lot only the volume of world trade 

stagnated, but also the neo-l- " -ctionis11 in industrialized 

countries has appeared to discri•ina. ~ against exports from 

developing countries. 

developing countries in 

The prospects of international trade for 

the foreseeable future are not that 

pro•ising. The recent recovery of industrialized countries is not 

. likely to be sufficient to return developing countries tG 

econoaic growth rat.es coaparable to the past. 

~conoay environaent today is .likely to make 

efforts to replicate the Korean-style 

developaent auch aore difficult. 

s. Other factors. 

Changed vorl d

de ve loping countt:y 

export- oriented 

laoag other speci~l factors that co2tributed to Korea's 

success •ould be the high level of foreign aid iorea received 

throughout the 1950s and the early 1960~, which enabled the 

goveroaent to rapidly develop the infrastructure required for 

susequent growth in i~dustry. Over the 1960-75 Feriod, already 

about 40 percent of total investaent in Korea bad been financed 

fro• abroad. Ontil the aid-1960s a larqe portion of foreign 

capital vas in the form of grants. The concessionary aid vas 

gradually replaced by loan coapoents of capital, made accessible 

to Korea at reasonable rates largely in response to its sui:erb 

export performaace. 
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It is also vorth noting an historical event in the vcrld 

that had influenced the pace of Korea's industrialization. South 

Korea militarily participated in the Vietnam conflict during the 

late 1960s and the early 1970s, at the same tiae providing war-

related offshore supflies to the o.s.troops. The beneficial 

i•pact of these provisions can be seen in increased forei~n 

exchange earnings as vell as in the increased importance of such 

sectors as steel, •achinery and other manufacturing activities. 

Lastly, related to the issue of human capital, good 

management at the fir• level as •ell as high quality of the 

labor force have been a funda•ental strength of the Korean 

industrializatioa process. The Korean manufacturing sector has 

been characterized by efficient factor use and high rates of 

capacity use. Par instance, despit~ the increased i•portance of 

steel, petrocheaicals, shipbuilding and •achioery in the first 

half of the 1970s, the capital-output ratio for the manufacturing 

sector continued to reaain very lov by international standards.J2 

Labor productivity grew at an average rate of about 7 percent per 

year during the 1966-76 period. these gains vere accompanied ty 

small increases in the average capital employed per worker, 

reflecting large improvements in productivity in the existing 

industries. 

3z Por instance,the gross increaental capital-output ratio vas 
estimated at around 2.4.(iesphal e Kia, 1977, pS-11.) 
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These factors, more or less unique to the Korean situation, 

are not sufficient in theaselves to explain Korea's success. A 

combination of Korea's historica1 and cultural circumstances had 

already existed, and only helped government policies to vork. In 

the final analysis, it was largely a set of industrialization 

strategies carefully designed and effectively implemented that 

initially set into aotion the whole process of development. The 

bases of such policies have been central direction of flows of 

finance, control over a1location of investment, influence on 

flows of trade, and hence on the evolution of the structure of 

industry. The industrial policy was instrumental in achieving 

the national goals for growth and development mainly through an 

administrative guidance for industrial development and a 

directive allocation of resources. 

Perhaps, aost significant vas the earli~r recognition by the 

governaent of the need for a change in policy for export

orieatation. The efficiency of factor use can only be related to 

the tiaely orientation of Korea's development strategy. The 

point is worth stressing, for giveu the then circumstances, it is 

difficult to imagine that Korea's rapid growth would have been 

possible, bad Korea continued to follow the policy of import

substitution vithout an articulate strategy for 

industriali2ation. thus, the Korean case appears to largely 

contradict the conventional ayth it is associated with -a success 

story of a free market-oriented development strategy. 

.. -



The evidence indeed sbovs that 

complete control of the financial 

indirectly •obilized credit and 

8] 

the government, through ~ 

system, has directly and 

investment tovdrds wbdt it 

considered as the •priority-sectors". The coherent set of 

policies aiaed at integrating producing sectors, in particul~r, 

by means of the strengthened production of icterm~diate and 

capital goods, led to the establishment of a viable industrial 

structure that proved adaptable to the shifting comparative 

advantages in international aarkets. The vertical integration in 

production structure also led to lessened i•port dependence of 

the econo•J· 

Account •ust also be taken of the flexibility in policy 

adaptation as well as the longer-term perspectives taken in 

Korea's industrial planning. The sectoral planning, designed in 

a manner consistent vith acre enco•passing macroeconomic 

policies, not only emphasized the production linkage existing 

between sectors but also took into consideration the dynaaic 

sequencing of sectoral deYelopment that could be adapted to the 

shifting pattern of comparatiYe advantage. Indeed, the earlier 

factor-market distortions that encouraged a capital-intensive 

production proces had ste•med fro• the government policy to 

promote the targeted industries vitb subsidized loans that 

eventually led to the creation of a new pattern of comparative 

advdotage in industcial structure. The important point to note 

is that it vas not the factor endowment conditions that 

influenced the evolution of Korea's industrial development. 



Rather it vas a s~t of articulate, 

that contributed to a dyna3ic 

conscientious policy measures 

sequencing in industrial 

developaent for coaparative advantage. It must also be noted, 

however, that too strong a governaent role in recent years has 

entailed i•talances and ~tructural distortions in the economy 

that needed to be corrected i» future planning. 

General conclusions concerning the precise role of the 

industrial policy in the !orean develop•ent are difficult to 

draw. Evidently, Korea's early economic successes vere 

attributable to a nuaber of special factors already referred to. 

Bot there is also little doubt that the setting of specific 

objectives aDd targets, well designed policy measures, and more 

fundamentally, the coaing to terms vith the proble•s encountered 

in i•Eleaenting such targets 7 have been th~ iaportant reasons in 

the success story of Korea. 
, 



&PPEWDII: TBE R!~EY&ICE or THE 1081&1 EIPERI!ICE TO BEIICO. 

this section discusses whether and in vhat respects the 

Korean experience can be transferred in developing countries such 

as !exico, which like Korea is in the intermediate stage of 

industrializati?o. albeit. in a •uch different pclitico-cultural 

environment. Although there is recognition that Korea's success 

owes to a large extent to several special factors already 

aentioned, there is less appreciation of the i•portance of 

sensible policy aeasures. Thus, the lessons on industrial policy 

that can be learned f roa the Korean experience can prove usef ol 

to other deyeloping countries less far along the path of 

industrialization. 

Like Korea, ftexico already has a relatively well-developed 

industrial structure in coaparisoo with other develo~ing 

countries. Daring the decades of the 1960s and 1970s until the 

recent economic crisis in the late 1970s, ~exico had sustained 

fairly rafid rates of econo•ic grovth. Despite the newly 

discovered oil resources, ftexico•s major economic problem has 

continued to reaain that of coping vith rapid increases in 

do•estic de•and oviaq to the e~plosive population growth. The 

past reliance on import-substitution industrialization has also 

led to the weakening of its industrial structure for foreign 

86 
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trade. The inadequate integration of the production sectors, 

particularly t.he veakness of intermediate and capital 9oods, bas 

led to a rapid growth of imports of these goods. The traditicnal 

exports (food products and teztile} have suffered from the 

slackening world demand and challenge of lover wage countries. 

Thus there is an urgent need for the restructucing of industry 

for the increasen production of such sec~ors az sechanical and 

petrochemical industries. The Mexican economy hds heavily 

depended on trade and capital inflows from the United States, and 

certainly policies £or the redeployment of trade recently 

introduced in order to acqaire a certain degree of autonomy will 

not be effective without a coherent industrial policy. 

In terms of the structare of the economy, both ~exico and 

Korea belong to the group of semi-industrialized countries vith 

the industrial sector accounting for an important share cf 

national income. ID 1960 ftexico•s share of manufacturing value 

added in developing countries stood at 11 perecnt, as compard 

vith 5 percent for South Korea. Toe change in the share of 

manufacturing value added in GDP was much faster in Korea, 

however. The Korean •anufacturing share rose to 32 percent by 

1975, vhile the same share for !ezico increased by only q percent 

to 23 percent in the same year.33 

Unlike Korea in the beginning staqe of industrialization, 

~exico•s domestic market, however, is still siz~bl~ antl ~exico is 

endowed with adequate natural resources. Per instance, 

--------------------

JJ United Nations Statistical Office. 
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2anufactured goods haYe been Yery i•portant in Korean exports, 

accounting for close to 65 percent of tbe total during the 

•id-1970s. Por ftexico, the aanufacturiog share in exports vas 

slightly greater than a half. 

There are in general aore disi•ilarities than similarities 

between the tvo countries in aspects other than the econcmy. 

Disiailarities seea enoraous vhen coaparisons are maue in the 

context of the cultura.l, historical, and geopolitic al 

circu•stances. For instance, vhile the Koreans are P.tbnically 

and cultura.lly homogenous, aodhave been influenced by a coamon 

Sino-cultural heritage, ftexico is a geographically and socially 

diverse nation vitb regional differentials in culture and 

traditionas well as in natural and huaan resources. Politically, 

Korea has had strong goYernaents •otivated and capable to design 

and implement Flans and policies. Io contrast, political 

decisions in Kexico bave often lost central directions and policy 

coherency, reflecting the need to accomodate conflicting 

interests of diverse political groups. lor bas the planning in 

Mexico bee~ really effective in providing any controlling role 

for qov6roment action. lo example of this is the six-year cycle 

of public administrations, which effectively has limited the 

possibility of an1 long- ra.nge planninq for ind us"'rial 

re£tructurinq. 

Despite the disi•ilarities, the implications that can be 

drawn fro• the Korean experience, however, seem enormous from the 

perspective of policy issues. ihile it is true that a 
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replication of policif?S vould not ensure a success, they vould 

still be useful for i•provin9 the situation or avoiding 

unnecessary •istakes. In this regard, we can note the f o1loving 

lessons fro• Korea's success as particularly relevant to the 

lleiican contell:t. 

1. One of tJae •ost crucial factors contributing to Korea's 

success has undoubtedly teen good planning and management of 

econo•ic policies. tbe basic strategy of Korean industrial policy 

has been conscious industrial restructuring to create comparative 

advantage in high value-added industries vith a growing aarket 

and potential scale-econo•ies. Korea also provides an excellent 

exa•ple of government-led industrialization with strategies 

articulated for dealing vitb the complex interdependence between 

the tradable sectors and other principal sectors of the econoay. 

The need to induce economic changes in the major sectors in a 

manner consistent with the overall macro-economic policies bas 

been fulllJ appreciated by policy-makers. Govecnaent support has 

been consistent between goals and instrc~ents froa the beginoiog 

of its sup?ort until its vithdraval. There were constant 

evaluations of industrial performance and industrial dynamics, 

vbich were built into the prucess of governmPnt mobilization of 

support and assistance. 

In contrast, the ~exican experience iD recent years 

demonstrates the i•portance of policy coherency that can te 

achieved by a more effective integration of interests of diverse 

political groups and bf a •ore efficient coordination of 

-~·-
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administrative mecbanisas.3• The earlier administrative reform 

under the Portillo administration did not 90 far ~nough to 

improve the efficiency of the federal government or to reduce 

many forms of publii:-sector irregularities. Policy planning has 

often been eaphasi22d vithout articulating concrete govern•eot 

action. Clearly, a aore effective implementation of t~e reform 

concepts as well as a aore disciplined approach to reduce 

ineff icie.~cies and wastes are needed. 

2. 2he ~orean aodel also illustrates the success of an 

industrialization strategy that uses the market mecbanis• as an 

instrument of policy. The governaent decisions to liberalize 

exchange rates and interest rates along with fiscal reforas were 

aimed at establishing the conditions conducive to international 

competitiveness and to encouragement of savings. Even such 

tactics as selective credit allocation to support expanding 

sectors induced competition by creating markets for products, and 

the conditions for high returns, thereby attracting the entry of 

•any coapetitors. 

In ftexico, industrial activities have often been chosen on 

an ad hoc basis, aainly in relation to the objectives of 

increased employment and the generation of foreign exchange_ In 

selecting the policy instraaents, often little considerations 

have been given to the efficiency of investment, nor to the 

J• Por exaaple, the 1976 measures to liberalize i•ports to 
reduce inflation ary pressures ran counter to the long-standing 
policy for industrial developaent. In particular, reductions in 
tariffs on C3pital goods iaports retarded the developaent of 
doaestic capital goods industry. 
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potential iapacts on structural distortions in the economy. Given 

the difficulties of using the shadow prices or the benefit-cost 

analysis to investment allocation, 

set at least in a framework 

sectoral priorities 

consistent with the 

:llUSt t:e 

overall 

industrialization objectives. That is, the mix of the overall and 

sector-targeted policies must be programmed in clear ter~s in 

ways that the desirable contribution of each industry fits into 

the overall objectives. The role of public-sector industries must 

also be clearly defined within the framework of indust~ial 

policy. In this regard, the Korean planning is illu•inating. 

3. Korea's strategy to shift to capital-goods industry 

development in the •id-1970s reflects both a timely and far

sighted planning. It vas a strategy ai•ed at moving into toth 

export expansion and the deepening of domestic industrial 

structure through i•port substitution. 

The !exican capital goods sector has been in a weak link 

vith other sectors, 

i•ports of capital 

support is needed, 

which has forced ~exica~ iudastry to rely on 

goods. Initiation of positive government 

perhaps following the similar type of 

incentive schemes used by the Korean government. Within the last 

several years, the Korean government bas eliminated tariff 

- e xe•ptions accorded to exporters c.a their ca pi ta 1 9ocds i!lports, 

and has established a fund to provide subsidized loans to the 

capital goods sector.. In contrast, Mexican policies have 

generally discriminatecl against purchase of domestically produced 

capital goods throu9b tariff reductions and an easy access to 
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credits tied to the purchase of imported capital 1oods. The 

adverse effects of this kind of fOlicy on domestic capital goods 

industry •ost be takeo into consideration by policymakers. 

Q. Korea's success vividly demonstrates the importance of 

hu•an resource development for economic development. On the 

other baud, ftexico still ranks high among developing countries in 

terms of the illiteracy rate and the shortage of educated and 

trained manfover. 7hus, there is still a large backlog of 

investment in human resources to be made in nexico. In 

particular, since it is difficult to expect that a much greater 

proportion of the cost of education is suddenly born by students 

and their families in ftexico, a greater share of GCP needs to te 

devoted to public educational expenditures than is now the case. 

ftass education and iaprovements in the guality of education not 

only contributes to acceleration of economic growth in the long 

run, but also brings about broader social particifation in the 

benefits of growth. 

5. The Korean experience shows that export activity provides 

an effective means of acquiring industrial competence, therety 

serving as a direct vehicle for improving productivity. For 

~exico,however, given the changed international environment today 

and the sizable domestic market it has, the strategy for an all

out export-led industrialization, as vas th~ case with Korea in 

the 1960s, would clearly be unwise. Nonetbele5~, export revenues 

have proved indispensable to the process of economic growth, and 

there is a clear need to encourage, albeit on a selected industry 
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basis, ftexicao ex~orts, and to avoid aany of the pitfalls 

custo•arii7 associated vtih excessive contrcls of trade-

lt the saae ti•e. the efficacr of i•port-suhstitutioo 

policies •ast be ju~ged on t;he basis of ioternati_ooal 

coapetitiweness of doaestic in-lustrial products in terms of price 

and quality. Once coapetitiYeoess is attained, i11port-coapetin9 

actiTity •ust be encouraged to siauitaoeously aove into export 

acti•itJ • 
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