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Government Intervention and Industrialization: the
case of the Republic of Korea.

The bulk of the literature on trade and development attributes
the success of Republic of Korea's! industrialization to the
adoption, in the early 1960s, of a neutral, hands-off, outward-
looking policy regime.2 Drawing on the neoclassical paradigm,
the essence of the argument is that the introduction of a low and
uniform rate of protection, offset by equally low and uniform
export subsidises, would have led the economy back to its shadow
prices, guaranteeing allocative efficiency in line with the
country’s static comparative advantages. The speed, efficiency
and international competitiveness of the industrialisation that
followed, would have been not more than an inexorable and

theoretically predictable consequence.

Following the lead given by authors such as Westphal (1982,
1990), Pack and Westphal (1986), Amsden (1989) and Lall (1991),
the purpose of this paper is to question this interpretation
through a careful investigation of the role of government in
Korea's industrialization. It attempts to show, first, that even
though outward-orientation was an important and necessary
part of Korea's success, its policy regime was not firm, industry or
market neutral, and overall protection was everything but low.
Second, that high protection and non-uniform incentives were
part of a set of measures designed to overcome specific market
failures in the product and factor markets, which, constrained by
the outward-orientation discipline, effectively paved the way to

an internationally competitive industry.

The paper is organised in four sections. The first sets a proper
background for the discussion, reviewing the main charac-
teristics of the pre-1960 industrialization and related policy

é Hereafter Korea.
Sce, for instance, Frank et al. (1975), Krueger (1979,1985), Hong (1979).
Hg;gﬂlgtg a;; (1980). Kim and Westphal (1982), Balassa (1985, 1991), World Bank
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fi?igriirr?e'\gl?et following sections cover the government's policies

Korea'gs in(?usﬁia“lril;j:tljy Te(tl?lgnised as the three main stages of
on: the ‘neutral’ export-oriented

the 1960s, the hea ented regime of
: vy and chemical indust i

1970s, and the liberalisation of 19805, > | (e Of the

IThe Background: the pre-1960 period.

The first significant s
purt of manufacturing investment
{{I%rfg 305);{5?1%:&?]21{3 this century under Japan%se coloniZIH;L'uiII;
- A ; en, centuries of isolationism und
ﬁﬁa;;% (1392-1910)—only interrupted by the openin;gf ‘talrr)ethgrf 1
=t —coupled with a feudal economy, had contributedp y
€ to industrial development. When the Japanese took overy
g;m;gfla:ﬁtuxiing ?iccounted for only 3.3% of GDP.3 Boosted tl;r:;‘
cal and institutional reforms that re ' :
traces of the ancien ré i R
: . gime, and supporied b
L?Felstlr;lezllthsegni skills, 1ma.nufacluring growth eveifxtlfeﬁll)yartlggﬁ
" annual compound rate of 10% ove
with the manufacturing share of GDP increasi;g torzl ?192/;431

1940.4
boi?ﬁ si)réixtxialilyj[based on light industries, this manufacturi
et s ‘Led to the heavy industry (mainly chemi i
g Korea's involvement in Japan's war Drﬁparauongali]'
. As

of 1940, heavy ind ;
cmby, vy ustry accounted for 50% of manufacluring

However, as Jones and S
. akong (1980:23 :
\?\fg;t?rll)c;l u?n of’ these impressive development)spt%h;{lgd O'UL '
fors Firl;f I‘;glléill_éoar'lsxrag selverely curtailed by threerfr?asinp?SL_
. , ndustry was strictl — qc-
the Japanese industrial structure, there w}érlgufg\;iga%?cnulzplzmem
ard and

3
The figures related t
] [ o the pre-
taken from fones and Sakong [ng(rf clhglispo2

All growth rates of thi rwise, w
stud less s
comutnar s study, unless stated otl
klntga Lhepfor s E.’:l)sgln I.=hg lﬁast«squarcs method, w[tﬁcthcs?t':grgrc o g I
ta m t =a+bt +¢¢ , which is the equivalent to S}Sciolngequ?]uon
ogarithmic

transformation of th
e compound growth rate equation X=Xg(1+nt

I
relevant variable, r is the rate of growth, and t is time (World Bank l';’élfre X is the
1273).

Fcriod. unless stated otherwise we
) ‘re

WW II. With the Soviet Unfon supporting th
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forward linkages, and sales were highly dependent on the
Japanese market. As of 1940, two-thirds of the manufacturing
output was exported to Japan. Needless to say that the Japanese
withdrawal led Lo a severe market disruption.

Second. virtually all large manufacturing firms were owned by
Japanesc (as of 1941, they made up 91% of the total paid-in
capital), who also held the overwhelming majority of the man-
agerial and skilled jobs (81% in 1943). This fact greatly hindered

the human capital build-up, and led to an acule shortage qualified

workers after the Japanese withdrawal. By 1946, 40% of the work
had secondary education

force had no schooling and only 7.4%
(Table A.1). And third, the 1947 division of the country, left the

South (which became Republic of Korea) without the bulk of the
heavy industry and without 90% the country’s electric power
supply.5 Table A.2 shows that in 1953, the heavy industry’s share
of manufacturing output was less {han half of that of the pre-war

period.

ress under Japanese rule, Korea's
11 was facing a severe market
disruption, an acute skill shortage and had lost most of its heavy
industries and electric power supply. In 1948, manufacturing out-
put was only 14% of the 1938 level.To add to the problems, the
outbreak of the Korean war in 1950 led to the destruction of hall
of the remaining industrial structure. By 1953, the
manufacturing share of GDP had been reduced to 8% (table A.5),
and American consultants—hired Dby the U.N. to draw a
reconstruction program—were suggesting that Korea should
concentrate on exploiting her (far from abundant) agricultural

and mineral resources (Krueger, 1979:77).5

Therefore, despite rapid prog
industry in the wake of WW

R e i

5 olarisation that followed

Th Ited from the olitical
S founty Sudslon K (I:chft ans the U.S. the right, the

conflict came to a head in 1947, with the country being divided along the 38°

pParallel.

o In 1950, North Korea invaded its southern cou

[? ervention. The war ended with an armistice in 19

COII. a detailed analysis of the political and cconomic s
ole and Lyman (1971).

nterpart provoking the u.s.
53, without a clear winner.
{tuation in the 1950s, sce
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The chaotic state of the manufacturing sector was not, how-
ever, Korea's only problem in the early 1950s. In fact, she emerged
from the Korean War unable to stand on her feet. Exports, mainly
minerals (tungsten), were just a fraction of imports, which were
mostly financed by foreign aid.? The financing of this huge
foreign exchange gap soon became the main objective of the
government's policles, which sought concurrently to maximise

foreign aid, carry out IS and boost exports, in this order of impor-
tance.

The IS strategy owed nothing to its Latin American counter-
parts. A complex multiple exchange rate system was introduced,
used concurrently with high and escalating tariffs and
comprehensive NTBs.8 Unlike typical IS regimes, though, exports
benefited from a range of export incentives, including
preferential finance, and import licensing conditional on export
performance (1957).9 The results in terms of manufacturing
growth were far from disastrous. Output grew at an annual
average rate of 14.7% over 1954-59 (table A.3), driven by a ‘pre-
emptive’ IS in the light industry.10 Yet, this figure looks less

7 As of 1954, 74% of the imports were financed by aid (Krueger 1979:67).

8 During the 1950s, apart from the offictal rate, importers had to deal with at
least three exchange rates according to the forefgn exchange source, i.e., exports,
government held foreign exchange or foreign aid. As of 1957, the weighted average
tariff rate was around 36.49% (table A,10j, with the taril structure ranging from
zero (producer goods) to more than 100% (consumer goods), During 1949-53,
imports were controlled by a quota s?'stem. replaced tn 1953 by a more flexible
scheme, basedtoon a posltlvgd llstdo im; t;‘}ssgggom we:]e g{‘vided into two
categories: automatic approved and restricted. ones and Sakong (1980
Frarik et al. (1975) 8 (1980) and
9 The major export incentives introduced up to 1959 were: export-import link
scheme whereby exporters were allowed to import popular ftemg normally
banned, commedity tax exemption, export financing, export insurance, trade
licensing based on export performance, ex:rort bonus with preferential exchan e
rates, payment of direct export subsidies, discount on railroad freight rates ta:%ﬂ'
exer{:d)ﬂon on imports of inputs. See table A 11. '

As Suh (1975) pointed out, the full extent of IS in the light indy
show in the import coeflicients (table A.3) given that the lmIE::rted ;%S:::P 3}
domestie suppgr was already very low in 1953, reﬂeet.lnﬁ_l e foreign exchange
shortage. in conjunction with stringent import contrals, though, IS reduced t_ﬁe

consumer goods share of total imports from 70 to 25% over 1953.6¢ (Krueger,
1979).

Government Intervention and Industralization: Korea

impressive if one takes into account the reduced size of the post-
war manufacturing base.

t, the results regarding overall economic and export
grol\irltgo?vt;?es clearly disappointing. Given the inl:iustrytso?mtzl‘:
share of GNP, its expansion failed to boost } eﬁl‘;zs the
economy, resulting in a lacklustre GNP growth o n‘lL $78p‘2im ver
1953-59. By 1960, Korea’s GNP per capita was only .
half of the LDCs’ average.}1 As for exports, the figures watire ever;
more discouraging, doing nothing to alleviate the dire balance If
payments (BP) problems.12 'gotal exr;t)ortg sl;ra‘;;;c In :'iI“;f;alg:tte{-

ufactured exports by 2.7%.
2220&'3& ?r? ‘19%13 ll-':)r a meagre 13.5% of total exports (tag:le :46);)
and for less than 1% of the tqtal manufacturing output (table A.4).

for
1d ect, Neoclassicals blame the IS policies
thegi ?nr:;eg(:}::sulet:?partlculaﬂy for the negligible manufactured
14 discriminate use of NTBs and high tariffs would
eKDOrte, o oq e debilitating misallo-
have distorted relative prices, provoking a de g .
cation of resources; while their combination with multiple 31(11
alued exchange rates, would have biased incentives towards
?l‘:ewdo:lestic market, pulling resources away from expm'tsf
Fu?'thermore the attempt to ‘buck the markets’ with a plethora o
regulations w.riewed as intrinsic to IS regimes, would have stimu-
laﬁzd rent-s'eeklng at the expense of more productive activities.

re is truth in these arguments, the emphasis

on E‘\Yr:gntgl}oilrlggntt?\?es seems to be unwarranted. To begin with,
eems to have favoured labour-intensive sectors,
prﬁ)tectloni very much in line with Korea's resource
:rnil(:)}:vn‘:,:;t 15 This §s confirmed by the evolution of the

1 s' ave (GDP) was $150 in 1960 (Little et al., 1970:33)
:2 g?)?.l'g;;[, ?:% of 1§£m were still financed by aid (Krueger, 1979:67). See
table A.8 for BP data. q
13 Both rates were calculated in current dollars. Total exports from EPBa an
manufactured exports from Suh {1975:84 fI.).
1 gee, e.g.. Krueger (1979).
15 see Frank et al. (1975: 36 ff)
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Ilndlustﬂal structure over the period (table A.2). Hence, there is
ittle Toom to argue that resource allocation, from a static
viewpoint, was disastrous.

Second, the extent of incentive bias against exports also seems
to have been overestimated. Table A.7 reveals that unlike typical -
IS regimes such as Brazil's (table B.17), the purchase-power-
parity (PPP) exchange rate for exports was well above that of
imports during the whole period. In addition, it was devalued by
45.5% over 1955-59. To be sure, it is true, as Krueger (1979)
pointed out, that PPP exchange rates do not properly reflect the
NTBs' impact on import premia. Yet, the same problem occurs
with these indicators in other IS regimes, and they all tend to
favour imports rather than exports. Moreover, whatever the rela-
tive level of the export and import exchange rates, one cannot
dismiss the former's rapid devaluation as irrelevant.

So, if incentives were not that ‘wrong’, the explanation for the
mixed industrial performance and negative export growth has at
least to incorporate other factors. In this rega
important variables that appears to be extremely relevant: the

state of Korea's industry in the early 1950s. and the overall ori-
to the former, we have

entation of the governrnent's I)(l)llcies. As © ing the loss and d
d the dire roblems conce na de-
already indicate B tructure, lack of quali-

struction of industrial capacity and infras
fied personnel and market disruption. These were problems that

ket forces alon
uld not be solved overnight, least of all by marxe &
Z(I)'ld that were severely undermining the industry’s performance
and ability to respond o relative prices. So, even if prices were

ight'—and as shown they were not far from it—it
completely r& facturing growth would have been

unlikely that manu
i?g:;, or that }éxports would have promptly responded.

oint, without the protection given by the IS
More to GO It)probablf, result would have been a Korea along

1;)11?11;:5 tshfgg:;ie d by the American consultants. That is, with no
et - all Handicapped by the problems mentioned above
industry 4t anh a non—existent capital market, Korea's light
eonad faced ¥ d have been amn easy prey for its international
industr_y wou Lably the Japanese. Protection gave this industry
compelitors. no eathing space to deal with the problem:?l ﬁft
the rletCCS?iE;?: i mostly jmportant. to build up human capital.
recons ruc "
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Without it, the manufactured export boom of the 1960s, when
prices were allegedly ‘got right’, would have been an

impossibility.1®

Turning now to the overall orientation of the government's
policy, it seems to have been more of a hindrance than a help to
industrial development. True, as just noted, IS policies were
instrumental in rebuilding the industry, and had caused fewer
price distortions {han Neoclassicals want us to believe. Moreover,
concerted action in the area of education helped to mitigate the
industry's skill shortage (table A.1). Yet, these benefits appear to
have come more by accident than by design, in a government

whose actions were dominated by,

...short-term objectives of reconstruction and maintenance of
minimum consumption standards, both of which were to be
achieved by aid maximisation rather than investment and

production.(Cole and Lyman, 1971:167)

meant that the policies for industry were
not more than a by-product of stopgap measures to finance the
BP. Apart from education, protection was not accompanied by
other measures geared to remedy or take advantage of market
failures in the product (€.g. economies of scale and export-related
information and transaction costs) and factor markets (e.g. lack
of long-term financing, and S&T externalities). Nor protection
was given according {0 a clear timetable, or made conditional on

some sort of performance indicator.

This short-termism

In addition, and perhaps even more damaging, the
government’s overdeveloped instinct for political survival, led to
a serles of non-economic interventions!7, which promoted

16 - hat spearheaded tl

The textile industry that sp i 1688 exoort ditoed
point. OULPUtbg"ﬁV alt il:l}“ll)% P-E;l-yo‘{%fﬁ(l)954-59. amilla col:lsidcrablcsiidﬁftiii'?l
capacity was uilt, which by ca s was roughly only hall strie
19887;md Amsden, 1989). y only hall used (Michell,

17 Following Lall (1991:12b) non-cconomic interv
; entions “{
directed at remedying market failures but at bypassing the markctsz;l rzfnd }1—]:;12.:?;?;

cont.
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widespread rent-seeking. Evidence that became available after
the fall of the Rhee government (1947-1960)18, suggest that the
principal origins of ‘illicit wealth’ were: a) non-competitive
allocation of import quotas and import licenses; b) bargain price
acquisition of former Japanese properties; ¢) the selective
allocation of aild funds and materials; d) privileged access to
cheap bank loans; e) non-competitive award of government and
U.S. military contracts for reconstruction services.

Apart from the first, none of these activities can
have originated from IS policies, deemed by Neoclassic?aﬁss:jsdﬂgo
main source of rent-seeking. Even in the case of NTBs. a come
petitive system for the allocation of quotas and licences coulci
have avoided rent-seeking. As discussed later, the successful
perience of the 1960s, where NTBs continued to be extenslv?l{-
used, tends to support this view. The problem of profiteermgy

then, was not so much in the type of
ment, but in its objectives. type of police pursued by the govern-

In short, Korea's industrialization too
under Japanese colonial rule. Despite co:s&fgrggly
the industry was in a very bad shape after WWTI
ings of a ‘colonial industrialization’ became all tos
after the Japanese withdrawal, Koreans wer

left with
necessary skills to run the indus wi < out the
dustrial structure and without itstrrgaln tg;lg:%?al%rleml&ggr:gfggui&

split made things worse, with the loss of most of heavy industry

. As it was not e
zv:;nctl:;tll-?gi;d half fof the remaining lndustriarlmtl:agshé t\l;;tl;orca
policies. The S% 031 ioreign aid, the government turhecl t tll1§
industrial sectog ax? de&;1 allowed the reconstruction of the (l(ifJ h
deliver high economic ar::imeaxgo';?%lta‘:rttl? build-up, but fajleg tg
rowth,
o a0 vith 2 disasirous sy an (o e o e o

this century
e development,
The shortcom-
too obvious when

them with administrati
markets.” ve rules that do not seek to promote competitive

18 5ee Jones and Sakong (1980, chapter §)

10
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' difficulties of learning and reconstruction, and with a gov.

ernment more interested in intervening to guarantee its political
survival, than promote industrial and economic development.

I-The ‘neutral’ outward-oriented regime (1 960-72).

The government's failure to deliver high growth and to reduce
dependence on ald, compounded by widespread corruption, made
its position by the end of the 1950s unsustainable. Internal and
external pressure led eventually to a new civ'llian‘ government in
April 1960, quickly followed by a military coup d'état in 1961.19
This political upheaval would have profound implications for
Korea's industrialization. The military’s commitment to growth
and economic independence made a major overhaul of the police
regime inevitable. None of these objectives were likely to be
achieved by the previous 1S ‘strategy’, given the size of both the
internal market and foreign exchange gap.20 An outward-
oriented policy regime turned out be the answer.

The results were stunning. GNP growth more than double to
9.9% p.a. over 1960-72, boosted by a 20.1% annual growth of the
manufacturing output {table A.3). The latter, in turn, was led by
exports that grew at an astonishing rate of 59.9% p.a.. increasing
its share of manufacturing output from 0.8 to 17.9%, and its share
total exports from 13.5 to 83.6% (tables A.4 and A.6). Although
there was a perceptible movement towards the heavy industry—
both in terms of output and exports—the key force behind this
performance was the light industry, which by the end of tl;e
period still accounted for 76% of manufactured exports and 68%

of manufacturing output (table A.2).

As noted earlier, Neoclassicals were quick to attribute these
remarkable results to the allegedly neutral and hands-off aspects
of the new regime. This view, however, is both simplistic and

19 see Amsden (1989, chap. 2) and Cole and Lyman (1971) for detadls.

Korea's market for manufactures in 1960 was $1 billion while India's and
Brazil's were $23 bﬁllo:: and $14 billion, resg&j:ﬁvelﬁ (Kuznets 1977:155). The
current account deficit in 1960 amounted to 9.3% of G P {EPBa).

11
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misleading. First, it dees not take int
. 0 account th
Eegilme benefited from the manufacturing and human c?atp}?ai I:l;laesW
gcl;\i ;; ove:n:hﬁl t19505t.i And second, it overlooks the fact thai
3931110 ervention under the new regim.
t::ggd n?utral or non-existent, involved co%lce:ielc-lat::tﬁotlhatg
et t; eyfo?inl;ge:r gtll Ig:; gv‘z;l:r;is oé' praduct and factor markets
eady outlined in the '
the focus will now be on the latter, which seems crucialallstt\s:gigil:i

not only the rapid and effi
but also of the following dec :éigf: industrialization of the 1960s,

We begin with the preduct m
arkets, whose an
g?gkaiu:afu clarity, was divided into trade ana(;ysiirsl;:l fOl;: fhe
organis: on policies. The former takes up the char ustrial
e e regime, which form the basis of th acteristics of
of the events, and the latter deals with

Inte he product kets

21
There is something of a
disa
ranauonalpergd” R 578 SEMEERIRt e e oxact dute o e
Krueger(1979), 1960-65, icet al. (1975) it would be 196)-J50s and'he
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Yet, despite the instability, the government's strategic option
for an outward-oriented development was already clear—export
growth was heralded as the only way to ‘national salvation'—and
the key instruments of the new regime were put in place. That is, a
comprehensive import-control and incentive system that offered
exporl and ‘strategic’ industries protection, access to producer
goods at international prices, and a varlety of financfal and

fiscal incentives.

In these ‘transitional’ years, the import side of the regime
relied on controls inherited from the IS pericd. That is, imports
continued to be subjected to licensing based on a ‘positive-list’
that had three categories: automatic approval (AA), restricted and
prohiblted.22 The tariff structure and its rates also remained
initially unchanged. The exchange rate, though, was unified
through devaluations. These controls, however, were soon
adjusted given the aforementioned BP problems that emerged in
1963. The number of AA items was, then, gradually reduced (table
A.9), tarills were raised (table A.10), and very restrictive measures
were adopted, including an overall import quota and a full-scale
export-import link, whereby only exporters were entitled to
import. This last measure led to a highly profitable market for
import rights, re-establishing in practice multiple exchange

rates.23

On the export side, pre-existent incentives were reinforced and
complemented by new ones. Exporters that already benefited,
inter alia, from tariff-free access to imported inputs, preferential
finance, and from the export-import link premium, were granted
further fiscal incentives (exemption from business tax, and 50%
reduction on income tax), lower preferential interest rates, direct
cash subsidies (1961-1964), and a trade promotion institution
(KOTRA-1962) aimed at reducing export-related informational

22 Item not listed in these categories were also subject to restrictions.

For a detafled account of the trade and exchange rate reforms of the 1960s
m:’gﬂk c'i‘—'tS]al- (1975, chap. 4), Luedde-Neurath (1986, chap. 2) and Hong (1979,
. 3 an i

13
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and transaction costs.24 In addition, a full-scale annual export
target (1962) was introduced, broken down by commodity, region
and country of destination.25

These measures, reinforced by a maxidevaluation %) In
May 1964, eventually improved 3trhe BP conditlonso(ta{)glg /A).S).
which in conjunction with a new, and this time, successful
attempt to unifying the exchange rate (March 1965)26, set the
stage for a trade liberalisation, This liberalisation marked the
beginning of what Neoclassicals believe to have been a fully

fledged neutral, outward-looking regime
structure that would last at leastgun ugl 19'}2‘7“11 a stable incentive

The lberalisation consisted of
controls imposed during 1961
number and scale of the
(a) the full-scale export-

a relaxation of the import

-64, coupled with an increase in the

&xggrr:: ﬂl:lt:ntives. lfss to import controls,
was abolish

by partial ones27: (b) olished and replaced

import .
number of AA items wa Port quotas were eliminated; (c) the

s significantly increased, and in 1967, the
‘positive’ list turned ‘negative’, with im ¢ ;
Do o, it ftoms not port categories remaining

listed were allowed to be freely imported
(table A.9); and (d) the tariff structure was rel'ormet:jir in 1:‘1967.

lowering the highest tariff from 250 to 150%. Yet, the weigh
. . ted
average tariff increased to from 49.2 to 56.7% (table A.10). €

24 Modelled on the Japan External Trade Organtsati
founded to assist exporters In its relations with rorf«ﬁgn buy.‘,’.'-'s_(‘[]f ﬁ,,“;],ng‘i’n‘g“u‘;’g:
centres abroad to provide information about the products and services that
Korean exporters and importers buy or sell. It also explores potential markets for
Korean exports and provides training for salesmen (Rhee and Pursell 1984:52).

25 gee table A.11. Table A.9 shows that net export subsidies [excluding tariff
and indirect tax exemptions and export premium) more than double over 1960-64.

26 At first, the exchange rate was allowed to float. However, after 6 months
the government introduced a unitary fixed exchange rate system with ad hoc
adjtztz%tments to make up for the domestic inflatlon. See (Kim, K.,1991:57).

They included wastage allowance (1965] and end-user-and-related-
schemese(lgﬁfs). The former, artificially increased the ]nput-cocﬂ'icienl::in d‘i"locrt
certain inputs and commodities allowing the excess to be used for domestic

roduction or to be sold with considerable proflt in the internal market. The

tter, inked the tmports of certain po‘mlar consumer items and lnFum to the
export performance of producers of related products (in the case of consumer
goods) and end users (in the case of inputs).
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xports, the emphasis was on increasing credit, tax
incggti:eg The preferential real rate on export credits turnec}_
clearly negative (table A.13) and the types and 2vraolume o
preferential loans for export increased significantly.%® In addi-
tion, the government aiming at mitigating the perverse effect of
duty-free inputs on intermediate goods producers, gagg them
access to export incentives through local letters of credit.“ As for
tax incentives, accelerated depreciation was granted to exporters
in 1966 and in the early 1970s, two duty-free export zones were set

up.30

description of the reforms might have already
rai:(lelés drgsgis in th% reader's mind about the possibility of
describing the resulting trade regime as neutral or liberal. Yttl:t
before reaching any conciusion, one needs to examiar‘llt;1 t ei-_
evidence supporting this claim. This appears to consist mainly od
effective rates of protection (ERP) estimates, notably Kim an
Westphal's (1982). The latter are shown in ta.ble 1, and it §eemls:
clear that the figures for manufacturing and ‘all lndustrie?f bac
allegations that the trade regime had low nominal and eﬁective
rates of protection, and was trade neutral insofar as : ectjzrle
subsidies did not significantly favour either exports or domestic

sales.31

: term

St main s of export credit available were: short
export 2;3{1; ?daas h:ﬂfnnted re% scounts by Bank of Korea;r long m l!&al;ls al;-lo;
investment on export production; credits for importers a‘.)l {fxgw? e plen
equipment for export industries. For details see Frank cl&led' (1975:49) and ot
(1978257). Table A.21 shows that exports more than tre efr
domestic credit over the 1963-72 period.

According to this system, exporte
sup lligrl'S. who in turn could use them
available.

30 including all subsidies, shows that they clearly
lncma'ggz? I:fgrl ?Qg?]‘?l!ltfé ;gﬁfo?mncegol’ the export zones Masan {1970 andhl ri
(1972), despite all the incentive involved. was disappointing. As of 1980 lg cy
accounted for only 2.3% of total exports (BNDE, 1988a:46). See USITC (1985) for a
T e Yo ot of mo al and effectt tection would be further

The 1 1 of nominal and effective protec
m““rm"‘de b;wah::‘g:npoarlgon with other LDCs. For instance, as of l969ci
Ar%entlna's fominal and effective protection for manufacturing was 7% an
112%, respectively, whereas the effective subsidy was 110% (Balassa, 1982:36).

rs could tssue letters of credit to local
to benefit from all export incentives

15
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Although impressive, this evidence is misleading. A more

careful examination of table 1 and its methodology. suggests a
ything but low

regime that was industry and trade biased, with an
protection. Looking first at the issue of industry bias, table 1
shows that sectors such as transport equipment, machinery,
consumer durables and, to a certain exten
I, had high rates of protection not only in comparison tlsnzother
sectors of the industry, but also by Neoclassical standards. Thii
points to a bias towards capital-intensive sectors, suggesting l’i:lllje
the promotion of infant industries or dynamic compard

advantages was not left to the market forces.

westphal
int is acknowledged by Kim and
e 3t whe reF ed the existence of significant incentives for

(1982:238) who report irect tax and tariff exemption

selected IS industries, including ind ool direct tax treatment and
ent concern

on inputs and capital goods. Pre eren
o dised credit. The govcrgxlpplans(l%z_

1
privileged access to subs crot two Five Ye
with IS is also reve ed in the help of state
t heavy industry. with the p as shown

33 where the though.

71 _) 34 was singled out for pfomOﬂ?inf'uﬁl swlngg after 1973,
f:ntel‘IJrises.i Justry targe nly € r% 73, Table A2 reveals
later, heavy nld already be felt during 19 T hare of 0 utput an
e iﬁpaggl?;:lcrease {n the heavy industry

a notice

exports over the period.

me,
anoutward-loOldﬂg ree n for a
975: 376), &8 sggsgg‘smo‘h,ittff;n '°'15""55';},°h protection [
(1975: should es amaxlmumol’ 4 - formal

22 Balassa n sh
tec tries at ce of
unifolﬁilg‘ée!gngrgr of infant :)f:ldrzsby s P edf‘iless;rfﬁ et t‘::; De?Pl;; 1&2:
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kong (1950 ¢ in roduced 2 04 stecl. clectrofl 1, industy Fos and sakon
the gover™ ™ ipbuilding. " e assigned 1 jing and S16€ chemicals an
(machtd ey Cum-subsitivs ggo) for shiPgark (fos8) for "
speec , Am Enos 972, sia
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(19 a n poin res“n]]af
enterPrSe0 ¢ gf:r:i] g secto’ (one?
in the

t, intermediate products -
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Table 1: Korea's Nominal , Effective Protection (ERP)and Effective
Subsidy (ES)Rates. 1968

Legal £ Nominal® | Effective Protection? | Effective Subsidy >

Industry Group

(ISIC) A A E D A E D A
Primary Activilies 34 16 -16 18 17 -3 22 21
Processed Foods 57 3 -3 (18 Y 171 2 25 1 -23
Bever. and Tobacco | 135 2 -2 19 1 -19 | 151 -26 | -24
Construc. Material 31 4 -5 a1 | -11] 6 -17 | -16
Interm. Products I 6 31 2 31 25 | -19] 43 | -30 | -22
Interm. Products II 6| 53 19 0 26 | 24 | 17] 20| 19
Consumer Nondura. 68 9 -2 -1} -9 5 21 | -15
Consumer Durables 78 31 -5 64 51 2 38 31
Machinery 49 28 -13 44 43 3 31 31
Transport Equip- 62 54 53 | 163 | 164 | -23 | 159 } 159
Manufacturing 59 11 3 -1 -1 12 -9 7
All Industries 49 13 0 11 10 9 10 10
15 the average Between them, 2- Sales at world

T-T5 ol & stand Tor domestic anc export sales end A e,
prices as weights. Includes regular and special \ariffs. 3- Direct price comparison. Sales at world prices as

e

weights, 4 Balossa method. 5- lg,fl’ective subsidy rates are the percentage cxcess of the domestic-producer-price
value added, adjusted for credit and digect tax subsidies over the world-price value added. Value added at
world price es weights. 6 ducts at lower and

. Intermediate products [ and [ correspond to intermediste s;n
_higher levels of fabrication, tespectively. esiphel (1982:230)

Source: Kim and

As for trade bias, despite the neutrality indicated by the

aggregate figures, most heavy industries had effective subsidies
favouring the domestic market, whereas in the rest of the
Even for manufacturing as a

industry they favoured exports.
whole, effective subsidies were not well balanced, being biased
towards export sales (table 1). As Findlay pointed out (Hong and

Krause, 1981:31), there is no theoretical reason, from a
neoclassical and static point of view, to believe that a trade bias,
either In favour of exports or imports, 1s consistent with the free

trade oplimal allocalion ol resources.

Moreover, not only incentlves were not neutral, but the
}gdUStry's response was not always in accordance with then. As
m and Westphal (1982:222) somewhat reluctantly admitted:

17
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Kofe(::sa:n:jig)?{manet number of products, including some of
ceeded the export pri::p gr::sor?l ;rli::l;psog pri}tl:e  besniially ex-
. a)
average production costs and thus may not{'ep?'::e?lﬁe\go?fc'l: 31?113:;

at which sustained s
market. upplies would be forthcoming to the domestic

These authors also found
out that majo
(e?]'c;::t‘;\;u:ﬁbt:ilt‘] 32,72:; ;fhr%ﬂ?fg(:tured exports i'nrl ;gogdsﬁfég;?
an a
domestic sales. They were quick to ‘:lfggzsrtmt’ﬁg?aiipmtecmn to

B
Kuznets (1977) citeg data for 1963

the profit margin on from thy
9.?-;5'. There 18 1o reference, heeorl) 2-1% while o, Jenmes, whi

relerence on non-profi er, to how th
Amsden (1989, chap. 3)?::5‘3];1,"1"’“3 see also Jo::se figures were .
The use of protectt and Pursel] (1984 cl?:d gf‘k"“g (1980 chap 2{
g»rotccuon) context tend(; &“ogzﬁeo:mdc) technfcal °°I:mt;icn|3 - 49,
city of substitution between pﬂma:l“dﬂresnmte ERPs depen, d:n a free trade

number problem}. See Ramaswami an, Sf:cnti?r?s;nﬂ gh;l;;'“s {the g0-ca]le.
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and therefore had to face prohibitive tariffs in most sectors. This
seems to be confirmed by the data available. In 1968, exemptions
for export and selected IS industries accounted for 80% of the
total, whereas commodities with prohibitive tariffs accounted for

70% of domestic sales of domestic production.37

There is also no doubt that NTBs were comprehensive. As of
1968, 60% of the manufactured imports and 42% of the
importable items were subjected to NTBs (table A.14). At the
sectoral level, only imports of raw material and food were
relatively freely imported, whereas NTBs were particularly
important in the consumer and intermediate goods sectors,
which accounted for only 10 % of AA tmports.38

Yet, in practical terms, given the shortcomings involved in
direct price comparisons, the results seem to have been as
inaccurate as those derived from legal tariffs would have been.
First, following again Luedde-Neurath (1986), direct price
comparisons in LDCs tend to underestimate the impact of
protection, given the differences in quality and product
specification. This is particularly relevant to Kim and Westphal's
estimates, since 45% of the products involved had price below the
international level. Although acknowledging that without
effective market restrictions, these results could only be ascribed
to quality and product specification differentials, they assumed
zero nominal protection for most of these products.

Second, there was a number of factors in action during the
period—e.g. government's direct control over key intermediate
goods industries, constant monitoring of the private sector’s

¥ Kim and Westphal (1982:221). Tarlffs were considered prohibitive when
Imports accounted for less than 10% of domestic supply.

The use of AA imports to measure the scope of NTBs tends to underestimate
government control because even these imports were affect by instruments such
as special laws (‘welfare’ and securitg checks), Import-source diversification
s,;/stem and government procurement. See Kim, S.K. (1987) and Luedde-Neurath

(i986).
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prices, and fierce domestic com .
d petition—39
ip;;-lec.;rtded ltt;cal firm’s from taking full pecumqlm;tag::ag.:ll:ah: Y)?'
p r ocl:_o: u?‘lr:l(i.e. to fix prices at the international levelgplus
ta.ﬂtfc.f ffs or 1:10 n-peegjti)i gyvegetrl::t}i:tgsh theglr1 still took full advantage
S
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These shortcomings appear t
0 be behind the
Zggxm‘:lld::dreﬂ;zctlve protection despite high s%al‘igggg (tjirli?fw
pread NTBs. The evolution of Korea's lmporst’

composition (table A.15) giv

. €S us
impressionistic, measure of the 1mponacom3re realistic, if
instance, the tine sh ntrols fmpact. For

share of consumer go
of a structure shaped not by intema%c:)l;‘:l l&lﬁﬁi %ﬂ?ﬂ s;x:ﬁcl;s
. Yy

stringent government controls, 40
SY It seems
the il;lﬁ;rtl cgmpositlon accurately reflects tl?: Stigggildence oa
ariffs (including exemptions) and NTBs, which *arirtu.f:\lllr;re t?gx?xgg?l

ports, exempted raw materials, and had a

more selective approach to capital and intermediate good
s

imports.

Taking all this into acco
: unt, to e
;::xta;ilt-ilogrifntation with the adoption of a ne t
rade regime seems at best unsubsut;r?tll' tl O:lv
ated.

A

manufacturing and spor hovs o (XPlanations of Korea's
Moreover, even if the trade regine 3 on this 2 hegation.
Neoclassical description, supporters of this
much explaining to do, since exports beg

before the fully fledged ‘neutral’ regime wasail:l g:l'a%?(“lrg(é‘?)ag { well

Bhe

government controlied

oil refining, See N . the production of

private segtor's pﬂg l(s} ?na;-ltkzgli)d Eh; %’d?]teﬂce o?o:ol;ui:t%r:{t séle:kl t%rl}t:: lscrr a{ll-:d
In 1972, share of co &, by Jung (1989:13) and Amsd Y

imports of the U.S., West nsumer goods (not includin en (1969:17).

rsggpiely (0N eious e Bt and Rorea woe s 19 4575280 I lota

Table A.8, This view T R
state that: “The most that ‘::lacr‘f Lis:al: rted even b

Frank .
groundwork for continued rapid oi? cl}'.‘hat "he{al‘sau°§t:'!(;é£l75.g?t!l ‘:11110
ports over the following d)écade anfl
cont.
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If the rejection of the Neoclassical hypothesis does not
constitute in itself an alternative explanation of the mechanics
of new trade regime and of its role in the 1960s boom, it gives us a
stepping stone. That is, the unmistakably selectivity of the new
regime. As suggested by the description of the reforms, this
selectivity was exercised through complex lines, at both market
and industry levels. The industry’s market was segmented into
export and domestic sales. The former's regime was made liberal
and industry neutral. The latter's, in turn, was made highly
protectionist except for the upstream industries, whose
protection was selective (in part an unavoidable consequence of
the ‘free trade’ regime enjoyed by exporters) and accompanied by
fiscal exemptions and long-term subsidised credit.

Despite pointing to opposing directions, the net effect of these
incentives clearly favoured export-oriented growth. This,
however, cannot be perceived by looking at cross-border relative
prices alone, because there were other powerful forces dictating
resource allocation (often, as shown by Kim and Westphal, in
manifest conflict with price signals). It was these forces that
reconciled the contradictory incentives and put them to good
work. They emerged, first, from the government’s decision to
make protection, credit (thanks to its control over the financial
market, examined later), and other non-pecuniary incentives,
conditional on export perfcxrmance.‘*2 And second, from a
deliberate policy of conglomeration (also taken up later). The
first policy, made exports the main target of the private sector
regardless of the cross-border relative prices, and the second, by
creating conditions for price discrimination, made exports

that without those efforts. such phenomenally rapid export growth could not have
conttnued”.

The non-pecuniary incentives derived mainly from the government's
deliberate politicisation of the export activity. Major exporters were celebrated as
national heroes and given special awards in the so-called Export Day (November
30). See Rhee and Pursell (1984:16).
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profitable even when the intern

average costs.43 ational price was below the

The overall result was that K
orea managed
;;)mparatlt\lrle advantages beyond ‘fre e-trg de'tcl)u?]??St is static
stwngatic Sl.llg de policies that would bring dynamic benegl':s o o
the 10500, m‘f‘ﬁ;ﬁ tthl;dalllgira;h{n noted considerable develoﬁrg;ﬁ?
the international best practice Ti:aﬂy bioseras still far from

43
As stated (n the introd
cond uction, price
o, i Bl o Ty 2, fscrimination involvs
Eovenunent created %he:l; ed . There seems to be no douvl:?tatnd secondly ﬁ'::t:
y stimulating conglomeration et g3 0Y Protecting the do hat the g
44 Th ration through in ustry licensin, g andmestic market g
roduc uwiycﬁg'ést&xﬂ? inillustry' Is & case in point. Where St r "
'B. Kim, 1980:280), " * " JaPan's. by 1972 the gap had been rey
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Industrial organisation policies

As noled earller, lhere are two olher government interventions
in the product market, which, In conjunction with the trade
regime, deeply affected the industrial structure, and played a key
role in Korea's industrial success: the policles for conglomeration
and foreign direct Investment (FDI). Beginning with the former,
there is enough evidence to show that the so-called ‘big business’
policy was not something that began with the "HCI push’ of the
1970s, as suggested by most of the literature, but with the ‘neutral’
regime of the 1960s. The main instruments of this policy appear
to have been credit rationing, investment licensing, import and

FDI protection.

The government control over the financial sector (examined
later) seems to have been deliberately used to increase
concentration both at the industry and aggregate level. Hard facts
are scarce, but this appears to be the only reasonable explanation
of the extraordinary growth of the so-called jaebols (Korean word
for conglomerates), and of their peculiar financial structure. For
instance, table 2 shows that over 1965-70, the share of small and
medium firms (SMF) in total exports increased but remained
quite marginal, and their shares of manufacturing output and
domestic credit presented a marked decline, particularly the
former. Moreover, in 1972, l.e. even before the start of the ‘HCI
push’ (widely believed to have favoured large firms), the SMFs
had an access-to-borrowing ratio (27%) well below that of the

large firms (46%).45

Even though these figures already point to a ‘big business’
policy, they underestimate its impact since small subsidiaries of
the jaebols are included among the SMFs. The extent of this
underestimation can be gauged by the fact in 1970 ‘competitive’
markets amounted to only 36% of total shipments (table A.16).

. Another strong indication of a credit bias towards the jaebols lies

in the manufacturing debt-equity ratfos. Over 1965-71, they rose

banf Cho and Cole (1986:26). Access-to-borrowing ratio is the amount of total
and foreign loans divided by total asscis.
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67, despite not being required to be formally licensed,
investments had to be registered at the competent ministry,
risking rejection or delay for various reasons.47 Formally or not,
though, the truth of the matter is that during the ‘neutral’ period,
the government had enough power to ‘kill’ any business initiative
by denying, for Instance, access Lo credit, imports or technology
licenses (see later). The rapid increase in concentration suggests
that this power was probably used.

In addition, any policy towards increasing concentration and
forming local conglomerates would not have been eflective
without a protected domestic market and a restrictive FDI policy.
The existence of the former was already discussed in the previous
section, while the latter is going to be taken up next. First, though,
we have to consider the benefits that a deliberate conglomeration
policy has brought.

The advantages of size and conglomeration are controversial,
and the literature on industrial organisation emphasises the
deleterious effects of monopolistic market structures on
production, income and efficlency. Most of this discussion,
though, assumes well functioning factor markets, constant
returns, closed economy and is done within a static context. In
the dynamic and tmperfect world of 1960s Korea, it is of limited
use. In fact, the rise of the jaebol seems to have brought quite a few
benefits, even allowing for the fact the light industry’s scale
economies at the plant level were limited (the most obvious
benefit of size).

To begin with, given the scarcity of skilled labour and the
amount of time involved In developing it, conglomeration
allowed Korea to use more effectively its limited resources and
therefore enter rapidly into a large number of industries. As
Scherer and Ross (1990:122) pointed out, large diversified firms

47 Jung (1989:12), was cqually bricl, but more explicit stating that “the Korcan
government is heavily involved in the determination of the firms that can enter
certain sectors of the economy. [n many industries, private firms have to get
approval from the government io start a new business.”
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can ‘economise’ on skilled services by having a common central

pool of managers and technicians whose skills are not product
specific.48

Second, with respect to €xports, conglomeration not only led to

the economtes of scope in marketing and distribution skills -

mentioned above {see Keesing and Lall, 1988}, but also Lo scale

€conomies that also characterises these activities and the
importing of the necessary inputs.

firms’ capacity —via cross.

— to sustain long period of losses
associated with entry in infant industries, ep °

Fourth, as noted earlier, the fo

the scale economies at plant
finance, marketing, R&D): (b) To face thl; and firm leve] {e.g.

long-term
typical of investments in this Industry; and thgereforer;::?t'i‘lgafggg
off the imperfect competition of well-established foreign fi
which had the first-mover advan fogmns,

tages of ° “will’
1974) and static and dynamic economies Og o ood-will’ {Corden,

48 For instance, s
: Speclalists op f
;ch%n;itm?t'lt. teﬁhnology <ontracts, e!vﬂagoc::;t:fnz?ilgtl'nmg S:Udles' .
xport marketing, to name but 3 foy, or a detale JRIPment procurement
Jaehals took advantages of these economies of goq —aped d
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listic structures mentioned above
The drawbacks of monopo mentioned above
een checked by the governm
all:pea;:btglgavﬁfgllnes. {.e. credit and protection, whose
'r:n:h{tenance was made conditional on export performance.

olicy, Korea managed to keep foreign

Tur{u;lg ngr‘z;otl?éﬁgt?il?e leéer of the law was indicating the
e %\yt first sight the 1965-72 foreign capital legisiation
ke o ite liberal.4? Based on the 1960 Foreign Capital
o o nﬁ Law [F:CIL). it granted lavish tax incentives for
Induce;ne licensing and FDI.50 Until 1965, there was sornfl
tec}ti'lil:tig% on foreign ownership {at least 25% of the capital l:lam
;gsowned by local investors} a?gh prﬁl;r;e&z:;r;itigﬁ ganmaoxvjmed m
AN thiél;‘gs:;g clan'il't2a.nﬁll)eu govgnment even established, as
111§t6e% llnrél'ore two free export zones where FDI incentives where

even more generous.

hen FDI
impression, however, tends to fade away w

d t'zhiz l;g:xr::ilnedr.)s‘ Table A.17 shows that loans wetre thse g}lchc;f
fi - lon capital flows during 1966-72, and that in erm1 dicator'
Coren 1)at the bottom of East Asian league by any ntrlk.l .
T o wasanson with Latin American NICs is even morl;?l s \:rlags
'{)lzﬁ-itrzlogmfgt‘i%?l. Korea's FDI share 'of netoc%%ltal inflows
3.7%, while Brazil's 33.8% and Mexico's 21.4%.

: inal share of
eflect the foreign firms' marg
ex&l;g;;éggsf;u{ In 197 latltleyfaccoutnptﬁtt:l fgroﬁlﬂg g{rﬁffa%ﬁ ;o}gi
en though data for ou
%girﬁ5in f(’/ib]?‘;hat year'gs figure can be taken as evidence of how

49 gee for instance, Frank et al. (1975) and Koo (1982,1985).

me tax was granted on income accruing
Full or parﬂalfcéi%ggg!;gwcgﬁnd FDIs enjoyed a full e::m%ﬁ%r& ‘fnm$
{r‘zlt;:rltlhe I'OV'lSlOI:’roauon tncome tax for the first three years, e: 5l(l) r: uctlon ir
g.x fOr"thc"',',;“;{"nv., ycars, a full exemption from cus'ttl)g‘lﬁ dutics o P
capital goods and no capilal gains tax (Frank ct al. 1975: . i in the section
The policy on technology licensing will be examined In
concerning iniervention in the factor markets.

Westphal et al (1985) and Westphal et al. (1979:372).
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benefits, it is bound to be controversial.5* Yet, one cannot help
noticing that the FDI policy was remarkably consistent with the
government's intervention in the other areas of the product and
factor markets. It avoided the Latin American incongruity of
offering local iInfant firms import protection, while at the same
time inviting world class producers in, with its damaging effects
on the former's growth and technological capabilities, This, in
turn, had at least two important consequences. 1t helped to steer
the country away from a truncated process of technological
development, which, as with TNC affiliates in LDCs, was not
likely to go beyond the adaptive and duplicative stages (Lall,
1992): and, as noted earlier, it opened the way for the development
of local conglomerates, whose benefits were already discussed

above,

Moreover, it seems reasonable to assume that the TNCs'
limited share of Korea's market and exports, also made resource
allocation more responsive to the government's complex system
of incentives, since local flrms were not subjected to a global
strategy devised elsewhere, and had thelr main source of capital
controlled by the government.

Intervention_in_the factor markets.
The financial market.

To claim that Korea's manufacturing and export success
during the 1960s was the result of ‘neutral’ incentives in the
product markets, one has to implicitly assume that financial
markets were complete, competitive and ‘undistorted’ by
government intervention. That Is not, however, what the
evidence suggest. Not only the capital market was virtually non-
existent In the early 1960s55, but also the government did not
{_l;ﬁltate to intervene to overcome this and other related market

ures.

5 For recent surveys of the literature, sec Weilss (1988) and Helleiner (1989).

In 1863, the stock market val tage of GNP 29
(Cole and Park. 1983:98;:. ct value as a percentage o was a meagre
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Table 4;: Flow of loans in Korea: 1965-72 (%) , .
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0 15 17 100
1oc l69 :?l 0 48 2 100 gg
1967 1 57 0 34 8 100 22
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E:ﬁ?gﬁma%ﬁi sfnts‘tfil:utIOﬁs t[SEFlLsa‘g;lms&t‘:;aln:gis mark:rtcse;.terhlg 1%?3 7y
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P tl.leizselrlkstmﬂl l?;nds average of 3.6% of the bank deposits during 96772, while the
loc:]e figure for tialﬁz foreign banks was 0.6%. As to NBI';[‘; ﬂ}eMvo (‘étcr;‘le of indirect
:.:curltl%‘; issued In late 1960s was no more than 15% of Mg

1983:68 (1),
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This overwhelming and discretionary control over credit was
apparently used in the pursuance of four major aims: To boost
manufacturing investment, to promote externality-prone
activities such as exports, to foster dynamic comparative
advantages in selected infant industries, and to promote
conglomerates. With respect to manufacturing investment, in a
bid to increase expected private returns, interest rates were held
well below the opportunity cost (table A.13), and both commercial
and development banks were forced to concentrate their
resources on long term loans.2 Short-term, working capital
credit was supposed to come from the firm’s internal earnings or
from the unofficial curb market. Moreover, commercial banks,
with a few exceptions, were not allowed to provide consumer

credit.63

Exports, as noted earler, were the government's top priority,
and not only benefited from unlimiled shorl-term credit—coupled
with a series ol other preferential loans—but also had negative
real interest rates over the whole period (table A.13).
Neoclassicals like to emphasise that the non-discretionary
nature of the short-term export credit is an evidence of market-
led resource allocation. This is, however, a mere drop of
neutrality in an ocean of selectivity, since the export share of
domestic credit was never more than 10% (table A.21) and the
short-term, non-discretionary part of it was even more

diminished.%4

The infant heavy Industries, which under a deregulated
financial market and free trade regime were not likely to see
much of the banks' money, also benefited (selectively) from

62 Hong (1979:204) estimated that the interest subsidy was around 40% of

Fross fixed capltal formation during 1962-66, and about 75% during 1967-71. The
ong-term Joans assumed the form of continuos roll-over of short-term loans. See

* Cole and Park (1983: chap. 5) and Amsden and Euh (1990:16)

2 See Hong (1979:116).
The share of the latter in total export loans over 1970-72 was in average
43% (Hong and Park, 1986:165). Long term export loans were far from being
automatic and had be approved not only by the banks but also by the ‘competent
minister' (Hong, 1979:124).
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Chart 1: HCI's Share of Incremental Credit Allocation,
Manufacturing Output and Value-added:1966-89
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Source : BOK (a), EPB (a) and Suh (1975:85)

Human capital and S&T policies

Apart from the flnanclal sector, there are two other
government's moves in the factor markets that are also
overlooked by the ‘neutral incentives’ explanation, and cannot be
left outside any attempt to understand Korea's success in the
period and beyond. The first concems the strong commitment to
education. Even though this is generally accepted as an area
where, given the externalities involved, government intervention
is needed (so-called functional interventions), little attention is
usually given to its role in supporting industrialization. A well-
educated work-force 1s not a sufficient condition for a successful
industrialization, but as Lall (1991b:28, voLll) put it “it provides
the absorptive base on which Industrial skills can be created.”

the credit increase of the
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capabilities, from the rents involved in the information-
imperfect technology market, and from export and other
restrictions facing licensees and affiliates.

Again, as if perfectly aware of these problems, the Korean
overnment took measures that fostered investment in
fechnological effort. That is, it restricted FDI and technology
licensing; promoted other less costly and more complementary
forms of technology transfer, e.g. capital goods imports and turn-
key plants; fostered conglomerates capable of meeting the R&D
financial requirements, of hedging R&D risk via diversification
and of benefiting from R&D scale economies; and invested in R&D
and In the S&T infrastructure.

As FDI and conglomeration policies were already dealt with,
let us look at the other measures. In the case of technology
licensing, after a brief and costly period of laissez-fatre,”0 it was
formally restricted in 1969. The new regulation established that
all technology contracts had to be approved by the Economic
Planning Board, had a 3% royalty ceiling and could only last for
a maximum three years. In addition, it banned clauses involving,
e.g., export restrictions or input procurement (Kim and Lee,
1990:88). The impact of this policy can be gauged by a comparison
of Korea's data on technology licensing with those of other NICs.
For instance, Westphal et al.'s (1985:190) estimates for 1970-71,
put Korea's payments for disembodied technology at 0.04% of
GNP, and Brazil's at 0.20%. On the other hand, thanks to the
selective protection to the heavy industry, Korea had in the early
1970s one of the NICs' highest ratio of capital goods imports to
investment (20%) {ibid., p. 187).

As to investments in S&T and R&D, the first relevant moves
seem to have been made in the second half of the 1960s, with the
establishment of the Korea Institute of Science and Technology

70 A5 Luedde-Neurath {1986:57) pointed out, Korea had some nasly experiences
with technology licensing in the early 1960s, notably with cosmetic and
pharmaceuticals. “The contracts were aimed essentially at obtaining the foreign
trademark for usc in the domestic market, and more importantly involved little
more than stmple repackaging of semi-fnished products by the Korean partner”.
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offering the light industries and selected sectors of the heavy

industry an exclusive domestic market where to reap static and
dynamic economies. This, however, could not have worked
without interventions in other areas of the product and factor
markets, which not only reconciled the regime’s contradictory
incentives but also made sure that the local firms’ response would

be optimised.

That is, conglomeration gave local firms access (o the
economies of scope and scale particularly necessary to exploit
dynamic advantages in the heavy industry, and set the conditions
for price discrimination, which boosted static advantages. The
FDI policy was instrumental in at least three ways: in preventing
TNCs from taking advantage of the protection at the expense of
the infant local firms; in precluding a truncated technological
development; and in assuring a prompt private sector’s response
to incentives. In the factor market, the discretionary credit policy
was used to: reconcile the contradictory incentives of the product
market; to boost manufacturing investment via subsidised
interest rates and long-term financing; to forge the
aforementioned local conglomerates; and to increase the expect
private returns of externality prone activities, and infant
industries. Finally, the policies towards human capital and S&T,
assured that the process of acquiring technological capabilities
would not be hampered by a poor stock of human capital, or by
local-firms’ under-investment in indigenous technological

effort.
II-The heavy and chemical industry (HC) drive (1973-79).

The 1973-79 period is usually portrayed in the trade and de-
velopment literature as the ‘dark ages’ of Korea's policy regime.
The essence of the argument is that Korea, after seeing the light in
the previous decade, inexplicably abandoned the outward-
looking, hands-off strategy, to build its HCL. The argument goes
on, saying that, fortunately, after having pald a heavy price in
terms of misallocation of resources and (export) growth, Korea
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The shift in comparative advantage was being signalled by a
rapid growth in labour costs (table 5) vis-a-vis the so-called
second tier NICs. A trend that was being compounded by rising
protectionism In the developed countries towards labour-
intensive goods.”?? The export prospects of HCI products, however,
were percelved as being brighter not only because of the changes
in the factor prices but also due to an allegedly Japanese decision
to move way [rom pollution-prone and natural-resource
intensive indusiries (Enos and Park 1988:34).

e e e
Table 5: Growih Rates in Labour Productivity, Wages and Unit Labour Costs
in Manufacturing, 1965-1984.

T965.73° 1974 1975 1976 1977 1978 1979 1980 1982 1984

21.6 35.301 27.0134.71 33.8134.3[28.6122.7]14.7] 8.1
[-

w 2861227
real 9.3 29| 1.3 |168]21.7[17.3] 88 |-46] 7.1} 5.7

[Lab.productivity 3.0 1 7.0 | 75 | 7.0 [109612.0]158]1061 7.8 [10.5
Uit Tobcostss | 77 ] 26.0| 17.9126.4|20.7| 19.8]10.9]10.9] 64 | -2.2
[Real unit labour | -2.8 T8 157101974710 -60]-140]-0.6] .43
costs?

Adithmeti < Nominal minus price indes. 7 Rate of change of nominal wage indexAsbour

ge. <
productivity index. 4 Rate of change of the real wage index adf by the mic of change of the labour prodactivity

osied
Index. Source: Data for 1965-73 from Amsden (1989:201) and fer the rest of the period EPB ().

As to the political motivation, it would have stemmed from
apprehensions about national security. The Nixon
administration decision to reduce U.S. ground forces stationed in
Korea and the opening of US relations with China would have

persuade the government to build its own defence industries.”8

2 more refined measure based on input-output data, estimated that the direct and
m:e';e;l {mport content of Korean éxports increased from 15.8% to 25.5% during
1 -73.

77 1n 1973, for instance, Korea introduced ‘voluntary’ export restraints on
textile exports to the U.S. and in 1674, restrictions were extended world-wide with
the signing of the Mult-Fiber Agrecment. See Jung-ho (1980:20).

The chatrman of the Planning Council of the HCI Promotion Committee,
in an interview with Jung-ho (1980:19). stated that defence fieeds and economic
considerations were given weights of 20 and 80%. respectively.
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. automatic exemptions for imported inputs were replaced by a

‘drawback’ system, and import-export links were phased out.

Although these changes led to a decline in export incentives
(table A.12), they should not be interpreted as a policy ‘u-turn’
towards an inward-looking strategy. It was more of a strategic
adjustment to foster HCls and eliminate excessive profits, than a
change in direction. The key elements of an export-oriented
growth were still there. For instance, even though the official
exchange rate was held constant over 1974-79, the PPP exchange
rate remained above its 1968 level, then considered ‘realistic’
(table A.7).82 Moreover, new export-promotion measures were
introduced, offering fiscal and credit subsidies to trade
companies (1975), and post-shipment financing for HCI exports,
through the newly established Korea Export-Import Bank

(1976).83

On the import side, the tariff structure was reformed and NTBs
tightened. The former was adjusted to increase protection for the
HClIs and reduce it for the rest of the industry. Overall the simple
and weigthed average rates declined slightly over the period (table
A.10).84 As to NTBs, they were considerably tightened over 1968-

goods financed by foreign capital continued to be exempt from import duties, the
Fovemment es tal‘;lishe minimum domestic content requirement for large plant
acilities and for those bullt with foreign loans.

The decision to fix the exchange rate resulted ap?arently from an attempt
to control inflation and subsidise capital goeds imports for the HCIs. The first ofl
shock in 1973 led to a period of hl&énﬂation. Dum8%61974-75. the WPI grew in
average 34.5% p.a., wellpabove the 1965-73 average (8.8% ) [BOK (@)).

The promotion of trade companies (TC) was aimed at reducing Korean
exporter's dependency upon Japanese TCs, lowering transaction. costs and
factlitating access to international credit. Incentives inc uded, immediate access
to short-term loans without letters of credit, relaxed controls on inventories of
imported inputs and Increased allowances of foreign exchange to conduct
overseas marketing (Westphal, 1979:268). The TCs ended up being not more then a
new label for the jaebols and in the early 1980s thelr incentives were abolished
(FEER, June 1983), The TCs increased their share of exports from 12 to 50% over
1975-83. In 1990, however this share was reduced to roughly 40% (Rhee and
Pursell, 1984:148 and FEER 1990, 1 March).

During 1973-79 there were three major tariff reforms. in 1973, 1977 and
1979. In the first reform, the special tarifl {introduced in 1964 to eliminate

cont.
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and delivery date, are ca1t1 be purchased, including price, quality.
item. » 41€ oL competitive with those for the imported

windiall profits
;:%&mm;gﬁe;&gdﬁggam"fﬁf T bt o i 1573 S04 F37
E'Innus res f“&iﬁwa See Kim, K. (l'gg?;ta)\?ould only be felt in the
'355'{,? ond Jgﬁéﬂsg% 6chal‘:. %‘;.ﬂllse Hankook Machine Industrial Co., anal*(sed
gx‘::;:n; 8 :lgs: mpon thé ?ﬁg s of cdtunsormey asked the government e{:)
Sk cxclinge e g oot . et agred il e o L

d wi
omestic market for the product was bqngp g'f;p?&hgypgm By 1978 the whole
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promotion laws, including tax holidays, special depreciation and
purpose-built estates and infrastructure.86

ERP estimates for 1978, for what they are worth,87 suggest that
all these changes reinforced the selectivity implicit in the 1960-
72 trade regime (table 6). Effective protection rates for HC
industries—transport equipment, durable goods, machinery and
intermedtate goods II—perhaps except for the last one, were either
increased or remained relatively high. Furthermore, as in 1968,
incentives in manufacturing continued to be biased towards

exports.

Table 6: Korea's Effective Protection Ratesl for the
Domestic market. 1968-1982.

Sector (ISIC) 1968 19782 19783 1982
Agriculiure 19 57 77 74.
Mining 4 -1.5 -26 -2
Processed Foods -18 -44 -29 -48
Bever. and Tobacco -19 33 28 15
Construc. Material -11 12 -15 51
Interm. Products [ -25 37 -38 62

* | Interm. Products If 26 21 8 40
Consumer Nondurab. -11 67 31.5 43
Consumer Durables 64 243 131 52.5

: Machinery 44 44 47 32

* | Transport Equipment 163 327 135 124
Manufacturing -1 32 5 28
All Industries 11 39.7 30.6 n.a
T Direct price comparison, Balassa method.  Estimated by Young, 5. (1984) ° Estimated by
Nam (1984). Note: For definitions of Ind. groups see table 1.

Source: Kim and Westphal (1982:230) for 1968; Young, S. (1984) “Trade Policy Reform
in Korea: Background and Prospect. * KDI 25 quoted in World Bank (1987:35, vol. 1) for
1978 and 1982, and Nam (1984:201) for 1978.

o :833%% Hong (1979:83), World Bank (1987:42, vol. 1) and Enos and Park
d 87 As with Kim and Westphal's (1982), Nam and Young's estimates also used
frect price comparisons. Moreover, as Nam acknowledged, the estimates for
i 78 are even more problematic because of the pervasive price controls imposed
b;Q??. The divergences between Young and Nam's results, reinforce our doubts
about the accuracy of the instrument.
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Industrial organisation policies also suggests that the 1960-72 trend wab maintained, with the
' competitive markets share of total shipments falling to 26% in
1977 (table A.16). This development put Korea's levels of
concentration well above those of Japan and others NICs such as

Tajwan (table A.23).

As noted in the previous secti
on, right from the begi
the outward-oriented regime, the government egpr:{r:lngfgf

promoting local conglomerates, apparently aware of their

effectiveness in overcoming key market imperfections in the

‘product amn
II::ecome strr.‘\ingfgl?t\?ili-tl?xkets' This conviction seems to have Table 7: Access to Borrowing by Each Sector. Korea 1972-841
surprisingly. Faced with a; decision to move into the HCIL. Not 1972 1974 1976 1978 . 1980 1982 1984
huge capital requirement industry characterised by high risks, Total mnf. 35.41 45.22 4097 39.29 38.55 3253 28.17
significant economies of ecal long investment maturation and L. firm (a) 4572 45.65 41.36 39.69 39.25 32.26 27.84
would have been €s of scale both at the plant and firm level, it $ firm(b)2 27.27 24.44 3498 37.02 33.79 33.87 3040
based on Marshameco?omm Suicide to raise an infant indushy (b)-(a) _18.45 -21.20 -6.38 -2.67 -546 1.61 2.56
costly Latin Am an firms. Another option would have b Ratio of total bank loans and foreign Loans over toal assct of ach sector.” Small and medium business
erican solution of . een the is defined as fioms with fewer than 300 employees. Source: Financlal Statement Analysis, BOK, as quoted
however, as show later, was un, protected’ inward FDI. This, by Chio and Cole (1986:26).
government. ' €quivocally ruled out by the

Like the conglomeration policy, the approach to FDI was not
significantly changed but restrictions were made official and

This renewed emphasis on th
¢
Joe apparently reinforced, given the abrupt decline of investments

bols involved only marginal

changes in the policy regim
policy, a hard core ofylarg% ar?d %l;;eﬁi adtl:lecade of ‘big business’ after 1973 (chart A.1). These adjustments seem to have been
a]rgady in place. The main instrumgntsvglosnig;d local firms was triggered by a significant rise in FDI over 1972-73%9, and tend to
a-lf: investment licensing, Tables 2 and 7 sh ued to be credit confirm the government's option to minimise its reliance on
;:refoait::)tal credit and their access-to—borrogr‘:,nthat the SMFs' foreign firms. The ‘officialization’ of the restrictive policy came
o clll WII:I i er In the first haif of the 1970s. The foinratlo declined in the form of an amendment to the FCIL (1973), whereby a ‘new’
remaine d° li)n the second half of the decade whereer continued set of criteria for FDI approval was introduced. These criteria,
Sianify elow the large firms' ratio, 'notwithas the latter which led to a FDI ‘positive list’ similar to that of pre-1967 for
gnificant tmprovement.*® Data on economic standing a imports, consisted of a serles of market, ownership, localisation

concentration and scale restrictions that continued to virtually rule out projects
that competed with domestic firms in the external and internal
market, or projects that the majority of the capital was owned by

foreign firms.90

8 This rapid expansion seems to be cansed by the diversion of Japanese
{nvestment from Talwan to Korea, following Japan's normalisation of
diplomatic relations with mainland China ({I-Hwan 19 7:4),

88 As pointed See Koo (1985:178). Moreover, restrictions on capital repatriation were
smaller o '5? nte out before, these figures underestimated th, also introduced, lLimiting its withdrawal to two years after the initial investment,
sidiaries were Included among the SMF. < Jaebols' bias gince i‘é‘d kfefg;gtll%? the annual repatration to less than 20% of total Investment

ar 4 :
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Data on the foreign firms' sectoral distribution, ownership
structure and share of output and exports, indicate the continuity
of the FDI restrictive policy. The share of output and exports, for
Instance, increased significantly between 1973-78, but remained

quite marginal by LDCs' standards (table 3).2! The sectoral
distribution seems to hav

(table A.20), with investme

nt shifting from sectors such as textile
and apparel to chemical

s and electrical and electronic goods.
§ majority of the projects continued to
owned by local companies (table A.19).

Adjusting intervention in the factor maricets

The financial markets

The adjustments in the policy towards the financial markets
were confined mainly to the direction of credit allocation. The
credit-based system remained in Place, the banks remained in the
government's hands, loan allocation continued to be
discretionary, and interest rates remained subsidised. The bulk
of the resources, though, was concentrate on the HCI targets and
on the agents that would carry out these investments: the faebols.

be majority owned or co-

The changes in credit allocation can be said to have begun in
1972 with the Presidential E

mergency Decree. This decree can be
viewed both as a government's response to the

deleterious effects
of an IMF sponsored stabilization (1970-7 1), and as a preparatory
measure for the implementation of the HCJ Investments.92 The
combination of a restrictiv

€ moneta olic
maxidevaluation (1971), in an environmentrgf policy and a

highly Je
conglomerates, led to a financial crisis that not orgllyyslo:rgia%ﬁg
economy down but also put the HCI Investments in danger

91 These figures, though ap,
N pear to have been strg
surge. For the Sﬂi!‘éﬁlgintefga%an?l comparison, é’ium:1 gl1y Qagﬁgt:dtﬁg ;J:gcllcg(ﬁ'zﬁ:g?
as a percen o was 4. or entina, 6.4% '
and 3.2% for Korea (Westphal ct al. 1985, 101, or Brazil, 5.6% for Mexico
The stabilization was prompted by Korea's rapi
borrowing durgng 1968-69, reflecting the %g between lll:edfgpc(;reasa?-ncl":loi;?-.relgn
interest rates (table A.13). See Cole and Park (1983) and Amsder ﬁ'és-;,_ estic

L]

e followed the move towards the HCI.
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ket
ition, the government avoided a mar
}s{cﬁf&lgg a“;lictihchtc:-;dto ?Ja.ll out tl%e debt-ridden conglomerates and

to reduce interest rates even further (table A.13). 93

have been, first,
ning behind these measures seems to

the'llt‘h fvii;%sst financially soundfconglon;f:iﬁtgi.t gergc;\;:i;?;wﬂcsl

rivate firms, w - An
the HClIs, based in local p O e eoron's
ad business fallures w

Secgﬁdéggéizigdei;plt-ge international market, and t.::i:cordlngly,
(c::lz(;arive the HCI ‘push’ of an important source of capital.

re of the 1972 measures, the
Despltgs u:a?cg];ﬁsg Zpgiz?s Fio have been that they would not
goverrlr;r:gelrll to l::any out the industrial reestrun:tur'ing’.aO‘Il‘h;;};dw:lréi
?lfef‘efore, complemented by an increase in t}lgr;ljgfwas o
biases of the loan allocation policy. As the goncent.rate ready
ssed in the previous subsection, let us e .t
o s As can be seen in chart 1, the HCI asl ot up o
e dented levels, fuelled by a relative and absolute Illl rease
3;1 tplfgc:o-called ‘policy loans’ (table ?111212(1 Tgesl—?(%?ﬁe:’tments,
were
igggvz‘aer:hgmgg&?{oiﬁ egtab]ishment of the National

Investment Fund, in 1974.94

It is also worth noting that despite the greatell_'t H?l‘lh Zn;lhj;ibg%
bi dit allocation continued to favour exports. he share of
pri?érzl:tia] credits to exports in total domestic cre

doubled during the perlod (table A.2 1).
Human capital and S&T policies

the
the need to constantly improve

' bwuhtg o br:;ge{iﬁltljlltlegracy was virtually eradicated in the 1970:;
;ngorgllveother human capital indicator showed enoug

Q3 k (1983:158).

e ﬁ%o; :rnag I;:: u(p to finance both fixed and workin l:aeg:lt:éhljlg:g)é of
HCls. During 1874-79, roughly 60% of the NFI loans T;:re ;i) H
4.5% of the total domestic credit (World Bank 1987:111, vol. 2).
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improvement to keep Korea on the to
p of the NICs' 95__
gov?:lmnent. with the HCI targets in mind, set ms:t lf(? gsltlt?engtl:he
;mg eering and technical education, and to improve th ngn
nfrastructure to boost domestic R&D capability. A n % ¢
re?:&ti'ch Institutes specialised in HCI sectoi's w::n fﬁ o
:?hi ! isrllwld. and the ‘Technology Development Promot.log Lam’1
wh :-:od C! u(;itglsa ’;ﬁrles of fiscal incentives to private R&D wv;s'
uced. e results, at least qu ;
. antit
g’eﬁsﬁ% %C\S&D ms?;rr;:v o{ GNP rose gigniﬁc:&‘l’;l%réaggglngl
. X ate sector accounting fi

part of it. The R&D share of sales almost double ovegr f;T%%r fwaixrllg

the number of researchers
1972-76 (table A.22).97 per capita more than trebled over

This renewed emphasis on i
accompanied by a Substanualnicxll‘(g::nous technological effort was

reﬂect]ng the HCIs' high c¢ase in teChnOlogy licensin, R
gher imported technology requlrements.§8

Yet, contracts continued to b
e carefull
according to a set of priorities%S, 1n a continuous Ll o
balancrgeb et“°r ce I?Ut‘;lna] Imperfections, and to strﬂ:leS tifgoﬁgﬁ%
€ variou
achieving technological capabgit;nd complementary ways of

@65
Togeth ‘afw
(1991a). gether with Taiwan, Singapore and Hong-Kong. See table A.) d
-1 and Lall

96
MOST (1988) and Lee et al
1
:?J)b;:ﬂg?g' marine resources, ele(n':t?:r}21:.‘s’l‘htelspecﬂlzed atdttes incl
anc eme:i: [t).'.hemlcals and standards. The el inery
el Jaﬂon p romotion Law included tax exemptio
or R&D equipment. prion for R&D funds and spect

For the sake of co
less than 0, raga anml arison, the R&d share of

Technz?:ltfﬂ llccnsln&:utla 1986) while tn lgslsmr:tam%gl 1978 was
up to $96. ys over 1967-71 was 0.7,
(fim and Les 1933:32{’#3%073' and during 1977.50 neaora ioT: It then shot
NICs such as Me s ro ayments re 344.2 millio
xlco and Brazil. Durin malned well below other

P
disembodied technology were o: % na7-79, Korea

nly 0.17% of G e RicaS payment
were 0.33% and 0.23%, respectively (Wcstph:l et ?]Pl gshsl:lfg?)l‘am s and :ﬂr:z:?icg?;

9 See Enos and Park (1988:36).
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Success ar fatlure?

As stressed in the introduction of this section, the HCI period
is often viewed as marking a shift towards a more selective and
inward-looking strategy. However, as shown, not only the HCI
policies were not inward-looking, but there was not such a thing
as a neutral, hands-off policy in the 1960s. Therefore, far from
representing a rupture, the HCI strategy can be interpreted as a
continuation of an interventionist, selective and export-oriented
policy regime. Its results, though, remain to be assessed.

As stated elsewhere, the task of assessing the outcome of a
specific policy regime in a dynamic perspective is fraught with
difficulties, not least because the counterfactual question cannot
be properly answered.100 Yet, most critics of the HCI strategy—
usually looking from a neoclassical viewpoint—seems to be in no
doubt about its negative results regarding resource allocation and

export growth.

The World Bank (1987:45, vol. 1), for instance, agrees that the
HCI policies were consistent with Korea's emerging comparative
advantage but has ‘mixed feelings’ about the results. Changes in
the industrial structure would have “occurred tco rapidly and at
excessive cost” and the substitution of “bureaucratic judgement
for market tests” would have led to idle capacity and lower ICORs
(incremental capital-output ratio). Likewise, Balassa (1985)
argues that the bias of credit allocation towards the HCI, coupled
with an overvalued exchange rate, would have resulted in
overcapacity in the HCI and damaged the lght industry
performance, adversely affecting economic and export growth.
Along similar lines, Jung-ho (1990:99) maintains that, “By
employing the HCI policy, Korea has paid a high price in terms of
the weakened export competitiveness of the light industry” and
adds that, “The net effect of the HCI policy on the export
competitiveness of the HCI seems to have been nil or negative.”

100 gee World Bank (1987:45, vol. 1)
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The belief, though, that the government's handling of the HCI
drive was problematic, is not a privilege of Neoclassicals. There
seems to be a widespread consensus that the demand for some
investments was overestimated, two many companies were
licensed to enter particular industries and two many industries
were targeted at the same time.10! What generally distinguishes
the neoclassical criticism 1s its rather gloomy picture of the HCI
drive outcome, and its underlying assumption that the economy,
particularly exports, would have performed better had the
incentive regime been neutral and more outward-looking. Yet, if
the aforementioned microeconomic misallocations of resources
are viewed from a macroeconomic and dynamic perspective, the
neoclassical negativism does not appear to be warranted.

First, the macroeconomic performance was quite impressive.
GNP grew 9.6% p.a. whereas manufacturing output reached 17.2%
p.a., roughly matching the previous period performance (table
A3). The fly in ointment was inflation, whose annual average
rose to 20.5%. Yet this figure was not that far from the ‘neutral’
period average (16%). The current account showed in 1977 the
first surplus since 1965 and, despite heavy investment and

foreign borrowing, the debt service ratios declined over 1972-79
(table A.8),102

Second, HCI policies were remarkabl i
] y successful in expandin,
the HCI's share, not only in manufacturing output bu}ic;palso iﬁ

manufactured exports During 1972-80, the f

: -6y, increased
from 32 to 55%, whereas the latter rose fr. g
HCI products were alread om 24 to 46%. In 1984,

‘ y accounting for more than half of
Korea's exports (table A.2). Moreover, the HCI import ratio fell

from 39 to 24% over 1974-80 (tabl i
€ A.4), suggesting, on the one
hand, an irrefutable industrial deepening, a%ﬁd ongthe other, a

-_— OO0
101
e, e.g. Amsden (1989), Michell (1988) and
‘ ; Westphal 1.
E)lugtgig :1139! t:lorratu;s :Itltg?técr):;tﬁ 51';(; fact that most of the H((:',‘S] aniséxﬁ:?ﬁ){v:shzégriéa
O Tt F -78), placing unnecessary strain on the economy.

evel, the he
gg"’ﬁmmcnt.s HCI 'mjslakes? ealélﬁacmncry Industry is one of the most cited

e World Bank (1987:46), Enos and bark, (1958 beg deand uncom

petitive prices.
For details of the macroeconomic performance

ER (1981:44, June 5).
sce Amsden (1987).
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considerable selectivity in this process, since the lgxéel of imports
remained well above that of Latin American NICs.!

Third, when export performance is examined, the picture that
emerges is far from disappointing. True enough, export growth
declined. The annual average rate fell from 36.5 to 19.9% between
the 1960-72 and 1973-79 periods. However, this does not seem to
be related to the strategy adopted, whose often mentioned
problems—lack of credit for the light industries and an
overvalued exchange rate—appear to have been overestimated. As
noted earlier, the PPP exchange rate remained at a level
considered “sufficient to sustain rapid export growth.”104 As to
the credit bias, it is true that most of the incremental credit went
to the HCIs. However, it is also true that a similar situation
occurred in the ‘neutral’ period and there was no talk of credit
starvation. Moreover, despite the obvious differences in capital
intensity, the light industry’s access-to-borrowing ratio during
1973-79, was on average higher than the HCIs'.105

The decline in export growth appears to be better explained by
other supply and demand variables of the export equation. On the
supply side, the growth of the real wages above labour
productivity after 1976 (table 5), might have squeezed profits,
particularly in the labour-intensive light industries,
discouraging exports.106 To have raised the exchange rate to
make up for the higher labour cost, would have hindered the

103 1 1979, Brazil' HCI import ratio was 8.4% against 23.8% in 1980 Korea
(tables A.4 and B.7).

04 Westphal (1979:271). Moreover, Won-Am Park states that even though the
won, on a PPP basis, was overvalued against the U.S. dollar throughout the whole
1963-1979 period, the degree of overvaluation was higher during 1963-72 than
afterwards (Exchange Rales, Wages, and Productivity in Korea. The Korean
Economic Review, vol. 2, 1987 p. 19 quoted in Mihn 1988:31).

105 They were 41.0 and 40.8%, res ectively (World Bank 1987:116. Vol. 11).
Moreover, as Hong (1979:71) argued, the fact that the HCI investments were
carried out by the same entrepreneurs who had been engaged in light
manufacturing, casts doubt over the ‘starvation’ argument.

6 The profitability of the H%ht industry (the ratlo of ?roﬁts minus financial

expenses over capital stock) fell from 9.9% to 3.8% over 1973-79. (World Bank,
1987: 120 Vol. 11).
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adjustment of the export composition to changes in the relative
factor endowment. On the demand side, the sharp reduction in the
world trade growth after the first oil shock, and the rise in
protectionism that accompanied it, seem to have played a major
role in reducing export growth. The growth of world exports fell
from 8.7 to 4.6% p.a. between the two periods, whereas the share
of Korea's exports to developed countries under-restriction rose
from 26.7 to 32.2% over 1976-79,107

If the aforementioned factors are taken into account and if we
allow for the fact that Korea's exports outperformed those of the
developed countries and other Asian superexporters (table 8), the
portrayal of the HCI policies as a disaster for exports is
unwarranted. In fact, the export performance was quite
remarkable, particularly that of the HCls, which, despite their
infant condition, outperformed the light industries, significantly
increasing their share of total exports (table A.2).108

Table 8: Export performance of the East Asian NICs: 1974-79 !
Countries export value (US$) export quantum
quea 29.4 16.1
Tf':uwan 23.8 14.1
Singapore 27.0 11.4
Hong Kong 17.6 11.7
Peveloped Market Economies 16.4%* n .a
Arithmeti f . '
IME s Workt Bark o ched by Boasn (954160 St TR0 gy ™ 197579 Source: D from

As in the 1960-72 period, the im
, plausible combination of high
F;tottection and export growth was made possible by linking the
er and access to credit to the former, by fostering

-

107
affectedvﬁ?(rltﬁ??nk (}-?90) e Chan%[1989;144)' The light industry was the most
of restrictad exp ggomcix%t?n& t_hhe textile and clo Ing, e.g., had their share
Overall, Korea's rom the already high 48% in' 1976 to 519% in 1981.

share of world manuf:
1.45% 5 nulacturing export.
over 1975-80 (UN ITSY, HIT), Fujita and Jamc:s%lQB%]. Ussf:l)gsihtosr(l;lll(‘)(‘:g;?-

rowth methodolo showed that d
5’1 i ring 1973-80, th
e growth of th uring » the export ex,
cffegt. = ﬁ‘({:l $ output was second only to domestic der%i%ﬂogx;gicstié?l
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conglomeration, and by selective protection. Protection gave the
HCIs guaranteed access to static (production and R&D) and
dynamic economies in the domestic market.10® Conglomeration
made sure that these economies would be optimised at the firm
level, and that an early entry to the export market was possible
through cross-subsidisation and price discrimination.
Selectivity gave infant exporters access Lo producer goods, while
avoiding a too heavy burden to upstream industries and to the
country’s limited capital and human capital resources. As before,
this arrangement was complemented by FDI protection,
subsidised and discretionary credit for exports and
manufacturing investment, and government direct intervention
and incentives for indigenous technological effort.

When looked from a static viewpoint, this export-cum-
protection strategy does not appear to be economically sound.
Resource allocation is distorted and a heavy burden is imposed on
domestic consumers. However, as Westphal (1982: 273) pointed
out, if the usual assumptions of constant static and dynamic
returns are dropped, the results can be welfare improving. Higher
export growth can lead to dynamic and static economies that, in
turn, would reduce unit costs and ultimately lead to lower
domestic prices. Moreover, as HCIs are largely characterised by
oligopolistic structures, the strategy of forcing the entry of local
firms into the domestic and international markets might also
shift profits from foreign to local producers.!10

The third relevant point aboul the HCI policy assessment,
concerns the declining ICORs (table 9). As the standard
Heckscher-Olhin model shows, a declining productivity of capital
does not necessarily mean inefficiency. Any economy whose
relative factor endowments are changing is bound to present a
long term increase in the productivity of the ‘ex-abundant’ factor,
Mmatched by less productive ‘ex-scarce’ factor. However, due to
short-term macroeconomic fluctuations and market failures,

109
For a formal and stylised model of import protection as export-
Pl'orlno’don see Krugman (1984).

See Brander (1986).
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Table 9: Korea’s Average Incremental Capital Output Ratios

1970-88*
1971-73  1974-77 1978-81 1982-84 1984-88
All industries 2.26 2.70 6.54 4.41 2.76
Manufacturing 1.37 1.40 2.63 1.61 n.a.
* Changes in output are Ia ged by one year. Both oulput and fixed investment are in 1980

;:Erés‘:xjgls prices. Source: World Bank (1987:152, vol.1) for 1971-84 and Lall (1991b:16) for

this is not a smooth and inexorable process. For instance, due to
htatic and dynamic increasing returns, a LDC moving into the
leaﬁ’y Industry (despite comparative advantages in the
echnologically mature sectors) will probably have the
productivity of its capital stock sharply diminished, insofar as

the MES will be larger than th ;
teething problems. & e initlal market, and because of

Korea's option for an
particularly acute, since
competitive, led to HCI p
what the domesti

outward-oriented strategy made this fall
scale economies and the pressure to be
lants whose capacities were well beyond

—_—
111-
This seems to have bee
Sec Amsden (1989 chap. 11 and 13). e U1€ case of steel and shi
LhciI'ICl Promotion Committee, stated (hat “plants were t, !
scale' to rcaﬁ) the economies of scale that we Hant i i nternational
chemical industres. It was considered desi heavy and

r
technologies rather than the ‘appropriate’ Lccl]n?)}iggyt(f)mﬁlgcl);;);cl;? cutting edge

e
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norm despite the peculiarities of the HCI strategy and the Leething
problems. 112

Finally, a few words about the so-called counier-factual case.
As noted earlier, there is no doubt that policy mistakes happened
and that HCI drive successes could have been achieved at lesser
cost. Given that a Pareto-optimum situation is only a theoretical
possibility, one can always argue that it could have been betler.
However, there is little evidence to support the hypothesis that
Korea could have exploited its dynamic HCI advantages, or even
that it could have had a belter economic and export performance,
had it pursued a neutral regime. First, to assume that a smooth,
‘stage-approach’ development!!3 would have been possible, one
has to overlook the market imperfections stemming {rom the
dynamic and static economies of scale, and non-homogenous
products that characterise the HCIs, which, in turn, are
compounded by imperfect markets for capital and technology.
This means that barriers to entry were high, and that without
government intervention Korean firms' chances to succeed would
have been slim.!14 In fact, despite all government support and the
rise in labour costs, the HCI average rate of return over 1973-80
(5.1%) was very close to the light industry's (4.2%), reflecting the
difficulties in entering the industry.115

Second, given the aforementioned obstacles, it seems rea-
sonable to assume that had the government adopted a hands-ofl
policy, the transition to a more capital-intensive industrial and

112 This is illustrated by a comparison with the U.S. shown below. (USA=100 )

Manuf. 1970 1972 1976 1977 1978 1979 1980 1982 1984
cap utiliz. [ 83.2]78.6[90.4]94.7]99.0[91.6 [ 87.0]98.7] 100.
Source: Table A.24 and OECD (1989).

113 Sce Balassa (1981) and Little (1982).

f198171-4 This point is acknowledged cven by the usuall{ restrained World Bank

& 47, vol. 1) who aagucs that, "Without the virtually unlimited government

wi [port that was offered to the HCI investments, no private agent would have been
lnlg’\-}to bear the obvious risks.”

Rate of return is defined as operaling profit plus non-operating income

minus financig| expenses, over tolal assets. BOK (b) and EPB (b).
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export structure would have been not only delayed but also re-
duced in scope. This, in turn, given the conditions of the labour
market during the period, wouid have been more of a hindrance
than a help to the light industries. As pointed out by Bai (1982),
Korea's Lewlisian turning point, seems to have occurred In the
mid-seventies when real wages started to grow consistently above
productivity (table 5).116 Ceteris paribus, a delay in the HCI drive
would have put even more pressure on the labour market, eroding
even further Korea's comparative advantage in labour intensive
goods vis-a-vis second-tier NICs, while investment in HCI sectors,
giving the market failures, would have been slow to respond to
factor prices. The overall result, then, would have been a poorer

export and growth performance than the one that actually
happened.

Two pieces of evidence seem to support this hypothesis. First,
data in tables 10 and 11 show that notwithstanding a near three-
fold increase in Korea's cap
over 1966-80 (Hong 1987:314)

With the overall export performance had exports remained
concentrated on labour-intensive goods. P

116
Bat {1982:131 shows that the labour s
uppl
T lbon e o fcaventies whie the o GpentPER, sisstily, decined
from 23% to 32% tn 1979 (EPB b). © started to grow rapidly aficr 1975 rising
7 Despite the wage hike, Ko

fraction of those of the q:lewelo]:vett:l‘m ounterie in the carly 1980s was still just a

countries and theref
in the technologically mature capital-intengtye industﬂgsr?]?(ﬁ_" 2 ?A%gleffctahz;t fg

Korea’s hourly compensation rate in the steel indus
the U.S. (UNIDO 1988). Dornbush and Park (1987) u‘g R]s(;?l ia?; Lr’zggéluu\];tfho;
continuum of goods to develop this point.

118 ppg (q),
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: ond Tier Table 11: East Asia’s Unit of
Lall(,;‘l: A{?';r:(goere:v:gl:edksaetz. 1975-87. | Labour Cost Index. 1916-‘:9. .
1975 1980 1985 1987 | Annual Changs (%) 1976-79
Korea 1060 100 100 100 quea 27.5
Indonesia 47 26 27 19 T_aiwan g;
Thafland LE v, 4o?ea=- 3 20 ] SI;:'tc:fore Bource: Rim, .l.l-i. (13005: 36}
S&.m;'ceo: UNiDO

. by targeting the HCIs, the government prevented an
eve?ans:geglelr rllée inglabo%r costs than the one occurred during the
1970s, which would have compromised even further the export
performance of the light industry. Moreover, by pre-empting a
move in factor prices, helping the private sector to bridge the
financial and technological gaps beiween the light anc'l heavy
industry, the government opened the way for Korea's swift
adjustment to its changing comparative advantage, placing the
country in a better position to exploit it.

IV- The liberalisation (1980-1990).

In the early 1980s, puzzlement would have been the probable
state of mindyof an occasional observer of the Korean eccmomy.f
versed only on its neoclassical description, on being infor;ned (:t
the government intentions to liberalise the economy. In al(_:t.h
would have been no easy matter to grasp the purpose of the
liberalisation in an economy that was portrayed as one of the
best examples of an outward-looking, neutral and free trade-like
regime. The neoclassical answer to this paradox was to blame the
HCI period. The liberalisation would have been, then, a response
to the policy mistakes of the 1970s and not to those of the 1960s.
Not surprisingly, as will be shown, the government's official
explanation also followed along these lines.

The last year of the HCI period was marked by a serious po-
litical and economic crisis. Fuelled by the hectic pace of invest-
ments, wage increases above productivity (table 5} and by the
builcung up of foreign reserves, inflation (WPI) jumped from 9 to
18.6% over 1977-79 forcing the government to act. In April 1979,
a stabilization plan was announced, but was compromised by the
Second oil shock and by the president assassination in October.

he €nsuing political and economic turmoil was aggravated in
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1980 by the perverse combination of a poor harvest and an
international interest rate shock, which were the last straws that
pushed the economy into stagflation and BP problems. In this
year, GNP fell by 3.7%, WPI growth shot up to 39%, and the
current account deficit reached 8.8% of GNP, 119

When the new administration took over in May 1980, it was
keen to distance itself from the political and economic
difficulties inherited from its predecessor. The blame for the
economic crisis was then conveniently laid at the door of a policy
that tried to ‘pick winners' and to substitute ‘bureaucratic
judgements for market tests’, even though the political and
international elements of the crisis were also quite obvious. A
draft of the Fifth Five-Year Plan (1 982-6) issued in 1981 stated
that Korea would ‘return’ to a fully fledged outward-lookin.
policy. This would mean that, “Investment choices will be left to
the initiative of the private sector and the government will
provide only the general framework in which such choices will be
made by private entrepreneurs in co-operation with their
bankers and financters.”120 An ambitious program of reforms
was then launched that would limit government intervention in

the product and factor markets to ‘functional’ failures (e.g. R&D
and unfair competition).

Hmm;mm
Trade reforms

Trade Mberalisation be

gan in earnest 1983,121 afier the
government had succes

sfully tackled the macroeconomic

l 1 S& tab =] + POF deta S O & ACTO
It = nOl'ni Cr 'sis se¢ A.l“sdell (lQB;J;

Quoted by Balassa (1991:51),

121 ‘the first attempt to liberalise trade happened in 1978
inflationary policy. Even though it led to
tariffs, the Korean economy began the 1980s, still hig

cont.
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five-year
122 The program consisted basically of two
ggxs:;sllced liberalfisa%lon schedules, one for NTBs, and one for
tariffs. The former envisioned the import llberallsatlozl ratio, on
an itern basis, increasing from 80.4% in 1983 to 87.7 % by 1985
and to 95.4 % by 1988. In sectoral tclgrmts.tllgll;t al‘l?)cé rgllii::gcllle(N:ni
industries were to be the first to be

If;%%?gg).r'll‘all])les 12 and A.9 show that both macro and sectoral
targeis were virtually attained, except, perhaps for primary
goods.

Table 12: Korea's Import Liberalisation “Ratio by Industry (1983-
oy 1988 1989
Industry 1983 1985
i 73.2 78.2 (77.8) | 75.3 (80.5) 74.2
gﬁ?ﬂiﬁn%:(’ﬁ 94.4 95.6 (95.7) 100 (99.6) 100
Textiles 80.4 93.1 (90.4) | 98.8 (97.8) 99.5
Steel & metal 90.9 95.6 (94.9) 100 (100) 100
Machinery 68.7 83.0 (83.2) 100 (100) 100
Electric & electronic 53.6 73.8 (73.9) 100 (100) 100
Others 81.2 82.8 (83.7) | 949 (88.2) 64.9
Total 80.4 87.7 (82.7) 94.71\1(915,;4)' - ‘.;582
i i ivi i i CN 8 digit). Numnbers in parenthes
EEE:%;: éat;%:}?'suggﬁ%ds?%;?a}(ggp(ol:;a&l;lczat)e'm‘{'égs Bank (13937. vol. 1:61), KFTA (1988:4) and

i from 23.7% in

As for tariffs, the average rate was to be reduced
1983, Lo 20.6% by 1984 and 16.9% by 1988.123 As shown in tatl;}e
13, tariff rates in 1988 were a bit off target, particularly given the

A.10), was stll well above the 6% OECD average. Moreover, FRP estimates show a
substantial increase over 1978-82 (table 6). Sec Kim, S. (1991). .
2 The stabilization policies involved, first, a 17% devaluatlcén assoclatcd
el e b budgcs. defielt victually elminated. Theee
forelgn credit restricted and the budge \ P
id drop in inflation (WPI} which fell to 0.2% in .
ﬁm%ﬁsbﬁstgdabr;&e dcvl;]uation and by a strong import demand gl the U?\t
€Xports resumed high growth while imports faltered, improving the curre
a°°°l“m orcarer, oo Ses ::in (lgds 7]-“ in the dispersion of the tarilf
e ram projected a reduction in the dispe
rates, bl‘hldr? rler?v.e;-ﬁullg 8m e mﬁ:réill range of 0-150 % down to compressed subl
fanges of é—lg % for raw material, 20 % for interme diate products and capita
goods, and 20-30 9% for consumer goods. IMF(1984:300).
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increase in the coefficient of variation that was supposed

down. Yet, it can be said that, overall, the chan%l:.s in t:r%g“
protection were very much in line with what was planned. The
announcement of the tarifl schedule, coincided with the reform of
the tariff deduction scheme, which almed at attenuating its
industry-specific character. Except for the export drawback
deductions were then limited to 55-65% of the tariff rate and
restricted to facility equipment and machines. In addition the
list of sectors entitled to these incentives was shortened witﬁ the
narrower cate%ory of ‘new technology' industries reple'lclng the

Table 13: Korea's legal Tariff Rates by Sector, 1979.93
1979 1983 1984 1933 |

1989 1993

Agricnltural products n.a 31.4 29.6

Non agricultural goods n.a 22.6 20.6 fgg f?g ((166 :’!6))
Raw material n.a 11.9 n.a 9.5 n.a. n.-a
I:}termediate goods| n.a 21.5 n.a 17.1 n.a, n.a.
Finished goods n.a 26.4 n.a 18.9 n.a. n.a:

All products 24.7 23.7 21.9 18.1 12.7 (1.9

(20.6) | (16.9)
Coeff. of variation! 0.69 n.a. 0.61 0.64 na. | (0.75)

Note: Numbers in parentheses ate planned. * Standard deviation divi
Source: YounE (1;88:30). KFTA (1983b), EPB (I9B9).e¥l\%o?|9&‘:)d::dbag|: g’ﬁ)n—

On the export side, the aim was to limit th
. € amount of subsi
Lo match the decline in protection. This was done rnaslglyS Id:)g

raising, in 1982, interest rales on export |
. oans {o the level of Lthe
%eelr:?l"?tl rgge (tables A.13 and A, 12). F‘-}’? Yet, exporters continued to
» Inter alia, from preferential access to short (until 1988

124 word Bank
(19287:71, vol I} and
industries comprise rte” o 2nd Rhee (1987). The new t
electronic mat.grlals;.nmcl-llne parts, general machinery, electrical crhnology

According to Kim's (1991) estima
subsidies were eliminated in 1983, Howcve:“.:sﬁ:;: ct,::xr::l; rtlotg?l::usﬁ- 12, net export
Interest rate subsidy was caleulated using the cor mercial hamfa'cllng since the
rate. which, notwithstanding the liberalisation, was still co st general loan
government. ntrolled by the
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and in the SMF's case up to now) and long term loans, and from
tax free reserves,126

The cut in subsidies was accompanied by the introduction of a
‘dirt-floating’ exchange rate, linked to a multicurrency basket.
This system led the PPP exchange rate to rise during 1984-85,
probably offsetting the reduction on export subsidies (table A7).
From 1986, though, given the diplomatic pressures caused by a
huge commercial surplus with the U.S., the government was
forced to appreciate the won, even though, in a PPP basis, it
remained below its historical average. In March 1990, after being
identified under the U.S. trade act as ‘currency manipulator’ (MTI
1990b:18), the Korean government adopted the so-called ‘market
middle rate system’ that was supposed to be intervention-free. 127

Industrial organisation reforms

The government's long-standing ‘interference’ with the
development of the industrial structure was also to be abandoned
or ‘neutralised’. That is, the anti-FDI, pro-jaebol and sectoral
biases that until then had marked the government industrial
policy were no longer desirable.

The reforms began with the FDI policy. In 1980, new sectors
were opened to foreign firms and restrictions on projects wholly
owned by foreigners were relaxed (Koo, 1985:179). In 1984 the
Positive list turned negative. As with import controls, all the

126 young (1987, 1989) and (USTIC 1985). As of April 1989, the major tax free
reserves were for overseas market development, price fluctuations and export
%oods inventory. As for long term credits, they are provided by the Korea

Ximbank for post-shipment linancing or imports of producer goods, usually at
an interest rate below that of the international market. Finally, exporters also
continued to benefit from institutions like the KOTRA and Korea Traders
assaoclation.

According to this system, the exchange rate is set each day based in the
middle rate prevailing in the interbank market in the previous day within
t'!ertaln" limits. The liberal nature of this new scheme seems to be disputable. As

¢ Financfal Times (1990:11) put it by “giving the overwhelming power of the
nuaﬂ of Korea in the tny foreign exchange market—average turnover US$ 200
tn ion—claims that they can no longer influence the exchange rate are being

¢ated with scepticism at home and abroad.*
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sectors not in the ‘negative list' were to be ‘fully’ open to FDI,
although not necessarily automatically approved.!28 The
negative list was to be phased out until the early 1990s. As of
1989, the government was claiming that 97.5% of the manufac-
turing sectors was open to FDI. In addition, the restrictions on
capital repatriation and on foreign ownership ratios were also

abolished, and the range of tax incentives availabl
(Bark 1989:15)129 vailable expanded

decades of taecit Support to the faebol

s, either through th
f_nlllancial market or by investment licensing. This :(g:t wag
ollowed later on by other anti-jacbol measures concerning:

» and groups whose debt-equity ratio

cked): -
sification (from 19885); and cross-investments (lnvcsfrcll'zérgl;ell;l

affillated companies were limited to 40%
0 of a co §
assets in 1987), Moreover, from 1985, a number glf)(:;?:?c?rgswgfé

reserved exclusively to SMF, mainly among suppliers of small

parts and components to the machinery sector, 130

128
To qualify for the AA
share of less th system, the project had to have a foreign i
exemptions. an 50%. amount up to !ljsg 3 million, and not r'.eguh‘?gl utgc

See ll-Hwan (1987:
System was lrnplcméntcsg '231{10" B e detatls. In March 1991, a Notification

FDI {

system {s sy ncentives substantial

foreign ownc%ﬂ]sﬁst? e:“t%gﬂmﬂc a:pmve projects in the llgellj!alli-gg:llgigi Tt ]:;ew
able to start operation :b ' 50%. In these cases, the forei invcsto?;s‘:u‘:lloge
the authorities concerrs cff“ ly notifying the contents ofgﬂ-neiri t ¥
government began G aned-" IMOF r99f.7)° Gn raie, of thelr investment to
mestc investment trusts. Dlt:?egtpg:a}ll:f nb-zari!: et oreign tnvcstg::s:i:ﬁl?tf, 52?
the first half of the 19903, Exchange ognuyolgloe’ %m' though, was

1587, but were tightened (n 1989 when the enrrent accge, © Pe relaxed as late as

1986, began (o wither away. See Amsden and Euht 1990) o Surplus. whmg arose in

30 See FEER (1985, December
\ 12 an,
(1987, vol. I: 93), d 1988, September 29
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Apart from the financial sector reforms (taken up later), the
sectoral bias of the government's policy was to be tackled mainly
through changes in {iscal incentives, which were to be reduced
and made sector neutral. At first, direct tax incentives (e.g. tax
deductions) were phased out and replaced by indirect ones (e.g.
prelerential depreclation). These, in turn, were concentrated on
‘functional’ activities, notably R&D, with industry-specific
incentives being restricted to fewer ‘strategic’ sectors (Rhee
1987).131 In 1986, the search for neutrality went further with the
seven existing industry-specific promotion laws being replaced
by the Industry Development Law. This law, instead of naming
‘strategic’ industries, only specified two broad categories entitled
for government support, i.e., sectors that “would be difficult to
attain international competitiveness despite a comparative
advantage for the Korean economy” and “structurally inefficient
declining industries in which Korea is gradually losing
compeliliveness.” Government intervention in these calegories

was limited Lo 3 years. 132
Liber r I
Financial sector

On the financial market, the liberalisation began with a
package of measures aimed at minimising the government's
controls over credit allocation, and at reducing its jacbol and HCI
biases. This package included the privatisation of the
commercial banks (1981-83), the relaxation of the requirements
for establishing non-banking financial institutions (NBFI), and
the unification and overall increase of the interest rates (table

131 The selected strategic industries were naphtha cracking, fron and steel,
lt;nachlner{. electronics shipbuilding and aviation industry. As of 1984, the
Unctional {ncentives included accelerated deprectation, "preferential fiscal

r tment of reserves for various purposes and losses, and exemption or reduction
gv income taxes. The activities eligible included SMF investment, R&D and
°1'15§§s investment or other overseas operations (Bohn-Young 1984:36).
to b Kim, J. (1989:35). The decistons to intervene in a specific sector were now
cou ¢ made not only by government ministries but also by 21 new advisory
emmnclls under the Ministry of Trade and Industry (MTI acgls, made up of
Preneurs, academics and public rescarchers (World Bank 1987, vol. I).
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domestic credit reduced from around 60 to 45%
0 over 1979-86
(table A.21).133 These measures were apparently successful in

reducing the HCI
reduc ta% e and large firm biases in credit allocation (chart

In a second stage, the government sought t
. ; . 0 reduce '
exc;:sive dependence on credit by comg;l)}ementlng tfltcl:elrr]ur?il:l
pPackage with incentives and restrictions to €xpand equity

4. These measur
Immediate reduction on the irms' debt-equity ratio.e %titddé(s)p?tg

the stock market boom in 1987, the
those of the OECD (table A.25) 134 ratios rematned well above

Human capital and S&T

neoclassical approach
ntemessical inp!t)hese ar(Lall 1991a), the rhetoric was that

€as were ‘functional’ or sector neutral,

and accordi
a further Srfllﬁlt)f. did not distort relative prices. Predicting, then,

in comparative adv
int antage towards tech -
ensive sectors, the government stepped up m"eSunQS:ggﬁl

R&D and S&T

133
For details see, €.¢. BOK (1985), ¢
134 In 1980, the stock market ) ole and Cho (iose

started then to grow steadily macﬁ?lgalfggg'}trf ggé CNF Was a meagre 79%. 1t

1989. In 1984, the same figure for J; « and jump|
World Bank, 1987:111, vo?.u!]. T Japan was 48.0% (Amsden am’i E%l*tao 1‘2%(5)% anlrcll
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researchers per capita more than doubled over the period (table
A.22),

There were, though, important changes in the implementation
of this policy. In a bid to increase private R&D outlays, financial
and fiscal Incentives were greatly increased, which undoubtedly
contributed to the rise in the private sector's share of total R&D
from 32 to 81% over 1980-88.135 There were also institutional
changes, with state research institutes being merged for the sake
of greater efficiency in R&D management, and the division of
labour between these institutes, universities and the private
sector were more clearly defined. Universities were to concentrate
on basic science; government institutes were to provide a link
between the universities and the private sector, while focusing on
the development ‘core and original' technology of ‘national
interest’; and private firms were to undertake ‘commercial’ R&D
(MOST 1988 and Lee et al. 1991).136

Alongside the drive to promote indigenous technological
effort, restrictions on technology licensing were eased, with the
government raising the ceiling on the value of contracts needing
approval, and exempting an increasing number of industries
from the restrictions (Enos and Park 1988:37). As a result, and
given the changes in the industrial structure, royalty payments
more than doubled between 1977-81 and 1982-86.137

135 e preferential tax treatment for R&D (i.e. tax credit or exemption, tariff
¢xemption and preferential deprecfation) was extended to foreign engineer's
wages, corporation tax of research institutes, reserve funds for technology
development, research facility investments, job training expenses, imports of
R&D equipment, royalties from technology sales and venture business. The
financial incentives included preferential loans from the KDB and Small and
Medium Industry Bank, direct substdies from special government funds, as well
a3 loans and equity investments from venture capital companies set up by the
go"‘immcnt (Rhee 1987).
th Other measures included the set up of ‘science towns' (4 were planned until
a fiyear 2000) to take advantage of externalities associated with localisation, and
dt:ng Range Plan of Science and Technology towards the 2000's”, which, inter

lgn\dsagc R&D expenditures at 3% of GNP. See Most (1988),

ad Kim, L. (1989:5). Since June 1988, screened contracts have been those with
exB‘-ll‘atlon over 3 [years and with royalties exceeding $100.000 or 2% of sales. Tax
Mptions were [imited to ‘high tech’ industries (MOST 1988:41).
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Assessing the results.
Overall performace

Considering the evidence above, It seems undeniable that
Korea has moved into a policy regime closer to the neoclassical
ideal. The buming questions, though, are to what extent and
under what circumstances. To answer these questions becomes
particularly important given Korea's impressive export, BP and
overall macroeconomic performance during the liberalisation.

Exports grew 12.2% p.a. over 1980-89, outperfomﬁn% those of
the ‘world’ (4.1%) and middle-income countries (5.4%).138 On the

n the domestic market,
except for lumber & wood, non-metallic, chemicals and textile &

leather. Even In these sectors, the rise in im

' port penetration
appears to have been more related with Korea's lacl? of natural
resources and the move towards resource-intensive sectors, than
with the dislocation of local producers. 139

138 Table A.8 and World

manufactured exports rose ey 43&1’115 (1990:204). Korea's share of world

influe '
. ]For Instance, lny1983, &fﬂrﬁ%ggeplgﬁggﬁaw
eather products were 19%, 4%, and 58“;61:l

material for Lﬁg leather indus
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The dislocation-free hypothesis seems to be further confirmed
by three other pieces of evidence. First, by the data on sectoral
production and employment, showed in table 15. The picture that
emerges from this table—with all sectors presenting significant
growth in output, employment and establishments— is in sharp
contrast, e.g., to Chtle's experience of the 1970s.14C There, the
liberalisation program led to a radical change in the industrial
structure, with seven out of 20 manufacturing sectors having
lower levels of production in 1980 than in 1970 (Edwards,
1985:232). Second, by the stability of Korea's import composition,
which in 1989 was still dominated by capital and intermediate

Table 14: Korea's Import 'I"_enelration Ratios. 1980-87.

Sectors imports / domestic production imports / domestic supply

1980 1983 1986 1987 ] 1980 1983 1986 1987

Agriculture 219 1174 11451 1571188 V155 1321 14.2
| Mining 536.91517.81324.613309185.0 [ 834 [ 7701 77.5
Food, bev. & tobacco] 7.5 5.6 | 5.7 6.6 7.1 54 | 5.6 6.5
Textile and leather 54173 ) 771 84 79 1 1151124 13.6
Lumber and wood 2.3 | 4.8 8.5 8.8 3.1 3.2 | 8.9 5.4
Mﬂﬁ_ﬂg. 169 1121 1146 | 1481153 1112133 [ 13.6
Chemicals 15.6 | 17.2 1 20.1 1 219149 [ 16.4 [ 19.6 | 21.1
Nonmetallic 44 ] 7.0 ] 85 8.3 49 | 1.3 8.6 8.5
Basic metal 218 1187 1226 ] 2271216 ] 19.0) 213 ] 211
Metal and machinery | 50.3 | 37.3 | 35.2 | 34.9 || 42.4 | 36.5 | 36.0 36.5
Other manufacturing | 7.5 | 7.4 | 5.5 § 5.6 || 13.8 | 138 12.6 14.5

| Source: Bank of Korea, Korea's Input-Output Tables.

goods (table A.15). Finally, by the estimates for the income
elasticity of imports, which reveal that both the elasticity range

—_——

140

stud Information at a more dis
fes t that, at least
and Rhee (1987:65).

0 sy
Young (19g6;

n

1
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aﬁfregatcd level is scarce, but the few existent
85, the adjustment cost was limited. See
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and its average declined between the 1970-79 and 1980-88

ertods. 141
Table 15: Korea‘'s Rate of Growih in Production, Employment and Number

of Establishments by Industry. 1980-89 (%),!
Industry Production | employment | establishments | CReAge in the share of tatal

(1985 Wen) {units) Manuf. value added (%)

Food, bev, & tobacco 7.7 2.3 0.2 -5.2

Textile and leather 5.4 2.4 7.6 -4,7

Lumber and wood K3 4.8 4.3 Kk

Paper, printing. 9 6.9 4.2 0.0

Chemicals 9.1 5.1 8.4 -3.0

Nonmetallic 9.0 2.7 3.3 .1.4

Basic metal 1.5 3.0 5.4 2.0

Metal & machinery 8.7 8.2 11.2 14.1

Other manufacturing 7.4 5.9 1. 0.4

Total manufacturin 11.6 4.8 7.3 -

EIJ,\;::::I cotipound average mic. © 1980-1938. Total does not sdd 1o 2eto due 10 munding, Source: EPB (a) and

If Korea was not flo
elther. Table 16 show

oded by imports, it was not Swamped by FDI
that, despite the more liberal leglslaul:%. by

141 For the 1970.7
-79
1.26 and varied batweon 0.6
and the range 0,64-0.83

R2=0.96
. Whereas M s imports
dollars.
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gg(:,d tl;eaasvcmge clasticity (arithmetical mean) was

whereas for 1980-88 the

The average was 0.74
() M=_0.99+0-33ragﬁuéslon equations for the two

{-0.84) (13.4)

periods were,
(2) M=7.86+0.25 GNP
(5.10) (16.5}

and GNP s
is the gross national product both at 1985 US

Table 16: Foreign Direct Investment Stocks: Values and Relative 1o GDP.
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the end of the 1980s, its FDI indicators continued to trail badly
those of the other NICs and second-tier NICs. Figures for the
foreign firms' shares of each industrial sector were not available,
but if we take into account that the FDI share of gross domestic
capital formation during 1979-85, was below that of the 1966-78
period, an educated guess would be that Korea's industry has not
suffered from denationalisation either (table A.17).

Year  Stock % of GDP || Count Year

Stock ! % of GDP

Korea 1987 2.8 2.3 Mexico 1987 19.3 13.6

Taiwan 1988 8.5 8.1 India 1984* 1.1.1.5 0.6.-0.7
Hong Kong 1985* 6.0-8.0  20-26 || Thailand 1986* 4.0-5.0 10.5-13.1
Singapore 1986 9.4 53.8 Indonesia 1987 7.9 1.3

Brazil 1987  28.8 9.6 Kenya 1984 0.6 12.0

USS$ 10° sestimated.  Source: Latl (1990, 1able 4)

The overall result of these trends, limited inflow of FDI
notwithstanding, was a dramatically improved BP, with Korea
having in 1986, not only its first trade balance surplus since the
Korea war, but also a current account surplus. As both surpluses
Persisied for four years, Korea was able to reduce considerably the
burden of its foreign debt (table A.8). To complete the rosy picture,
the external balance improvement took place in a high-growth
(10% p.a.) and low-inflation environment (5.2% p.a.), with the
economy roughly matching the growth performance of the previ-
Ru:; Periods, while presenting a superior Inflation record ftable

If the neoclassical assessment of the HCI drive is accepted, the
Tational follow-up would be to attribute all this remarkable
€conomic performance to the efficiency gains produced by the
iberalisation. One could say that the reinstatement of a neultral,

Outward-looking Incentive regime led the economy back (o the
l‘_‘:ﬁlht relative prices, and the rapid export and overall growth that
Owed

were its logical consequence.!42 The trouble with this

122 .
Rhee's (1987) and Yoo's (1990) analyses follow along these lines.
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interpretation, though, is that it has both empirical and logical
problems.

First, as the previous sections have shown, one could not talk
of a return to an outward-looking, hands-off policy since the HCI
strategy was solidly comumitted to export %rowth. and Korea had
never had a neutral incentive regime, 14 Second, despite the
distoriions’, the performance of Korea's exports and economy

A more consistent explanation capable of d
. calin 1
points raised above, has to take into account both tﬁeweg:cggggs

of the past government interventi
the liberal reforms ons, and the timid character of

The efficiency of previous interventions.

It can be said that the government intervention, n
» hot only
the 1970s, but also in the 1960s, prepared the way to the 19%0;l

These points are a
Horean government, For instrzzz “.‘%E( llarégel;ilnned by later Statements of the

the cconomic policy of the 1960, 208 ae FULY prime minister describe
regime of those da?; Das alsogglc\::na:-llge ltg7a08 as E.vl]ow: “The economie pl:)illc;
Brombie gt T restricted. o save semman fi-ude polc
ro Port substitution. Imports were large t due (oc,and to
iberalisation, but rather because they were the necessary meniilS. (0 Import
to encourage market competition or'to increage consumer welf;
recently become considerations." EPB (1989h: 4). Underlining ls‘.v guz: y
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strong local firms—nurtured by decades of protection, abundant
long-term credit, export-orientation discipline, and supported by
an increasingly sophisticated human capital stock and S&T
infrastructure—liberal reforms would have played havoc in the
Korean manufacturing sector, hampering the economy ability to
adjust Lo changes in comparative advantages. On the other hand,
after achieving a competitive and diversified industrial structure,
continuation of widespread intervention would be ill-advised
because key market fallures had already been overcome, and
because of the danger of ‘government failure’ in administering an
increasingly complex economy.

The lack of major dislocations during the 1980s liberal
reforms comes as an important evidence to support this
Interpretation. As Chile's experience has shown, had government
intervention not been efficient and market-failure oriented,
Korea would have found it difficult to maintain a virtually
uninterrupted iwo-digit export growth for another decade, let
alone its overall growlth and inflation record. The limited
adjustment costs, however, cannot be entirely ascribed to the
efficiency of the government's past policies, It has also a bearing
on the gradualist approach of the reforms, and on the government
persisting determination to intervene, both functionally and
selectively, wherever market failures were stiil relevant despite
the liberalism of its rhetoric.

How gradual and liberal were the reforms?
The product maricet.

Beginning with trade reforms, Korea took more than a decade
lo do less than Chile did in five years. While the latter removed all
the NTBs and reduced all tariifs to a uniform 10% in a 5-year
Period (Edwards, 1985:231), the former, as late as 1987, had close
0 30% (in value terms) of manufactured imports still under
o S. and at least 27% of the importable items under some sort of
tontingency measures (tables A.14 and A.26). In 1988, its average

anifl was still 18%, and the tariff structure was anything but
Uniform (table 13).
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Behind these figures seems to have been a strategy that was
both cautious and selective. Cautious because local firms were not
only given plenty of time to adjust to competition in their home
market, but were also assured by safeguards in the trade
legislation that any major dislocation would be avoided,l44
Selective because industries where the static and dynamic
advantages of a protected domestic markel were substantial were
the last to be liberalised, and in some cases only partially. The
‘new technology’ industries are 3 case In point. They were
favoured with special laws that eflectively barred imports of
items like computers, telecommunication equipment,

semiconductors, machine tools and electronic consumer
goods. 145

After 1987, the Prudence and selectivit

. y of the government's
strategr was somewhat compromised by heavy pxg-essure from
Korea's biggest trade pattern—the U.S.—which forced a swift

removal of NTBs and contingency safeguards (tables A.14

.14, A9
and A.26).146 yet, in 1990, the government showed that it was not
prepared to live passively with the vagarles of a free trade regime
particularly when this means competing with foreign flrms:

144
Import liberalisation was accompanied by a bulild-up of ‘cont g
safeguards. The government added a new ‘acil‘lustne:ent‘ tariff (tF to ?%B%nﬁﬁ'lﬁ’é
}fn porttms-lufxnrvguthe already laf|:1x}stent arsegal 0 ‘emergdency‘ tarifls, import quotas,
anee. special laws, ant-dumping and countervafling d tics.
Worlctlu_?ank (1987:71. vol. I}and Young ( 198;;52% for details. § dulles. See

a presidlgngﬁm of computers, for instance, the government Introduced in 1982

- 1N imports of ‘mainframes’ wero ermitied only if

%&%’?Egm"i&’ tc“”é‘ﬂ"logy transfer. Moreover, the rcgulatlolr): gave Mo%r';‘ythc
peripherals whc,-%o sommental &%ﬁncies 10 purchase Korean-made computers and
rbropriate. The imports of computers wera finally Hberalised

the sectors men oned \r\:‘:r:ta].}lll.ogcrge&mt threme remained in place. The rest of
(195}6‘36 Allgeter (1988) and Evaner. . W‘i(tll'lg 8sg)mlm legislation. See, c.g. Chung

Sce MII (1990b) and Young (1988, 1989 ;

relaigons. lhn addition to NTB removal, an admgiLfg{rgat\fmls ?_l' the Korea-US trade
in 1987, that was supposed, tnter qf < reform was carried out
restrictive. Both Impg?? survel]larn:el:;-nc%oc:)n:tll(: ::nt'"geﬂcy protection less
under the control of commissions sponsored ﬁy the prares were placed

respectively. Sce IMF (1988:301) and Young (1987, 1989}, "¢ MT! and the MOF,
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which have time, scale, technology, a well functioning capital
market and a developed S&T infrastructure on their side (and not
seldom their own governments). Therefore, amid a return to a
trade and current-account deficit caused by the combined action
of speedier liberalisation, currency appreciation, and higher
labour unit costs, Korea resorted again to NTBs to stop imports,
particularly of consumer goods.!47 The NTBs took the form of a
tacit anti-import campaign, which used the faebols’ tight control
over distribution to curb imports.148

On the industrial organisation side, the reforms could not be
more pragmatic. Despite all the talk about enhancing the role of
the price mechanism, the government continued to play a key
role in shaping Korea's industrial structure and conirolling the
influx of FDI. This was already evident in the beginning of the
decade, when the government decided to bypass a market solution
to correct the HCI drive excesses. Commercial banks were
‘persuaded’ to support mergers and capacity reduction programs
In the distressed sectors, whatever their expected returns. The
underlying reasoning, as Young (1986:52) put it, seems to have
been that industrial adjustment had to precede import
liberalisation and not vice-versa. As in its ‘damned’ past, the
government was again trying to prevent that the weakness of the
capital markets and their short-termism put years of capability
building in danger.149

147 See tables A.7 and A.8.

148 pppR (1990, July 19), for instance reports two incidents occurred during
1990, involving U.S.-made refrigerators and cars. It {s worth noting that up to
1989, the reforms did little to establish a more competitive market in foreign
trading, wholesale and retailing. Untl that year, trade licenses were conditional
On export performance and were restricted to foreign companies that had
Production facilitles in Korca. In addition, only nine out of 66 retail and
Wholesale business calegories were open to foreign investors. Sce EPB (1989).

The major industries involved in the 1980-83 reestructuring program
were : heavy power-generating equipment (reduction in the number onroduccrs]:
:‘eotOI' Vehicles (mergers and market segmentation); shipbuilding (market
m%mentatlon); ferttlisers (mergers and capacity reduction); electronic exchange
E Uction in the number of producers); smeltin of cop r[mcr%ers]: shiprln

Mergers and . .
and FEBR (193??33‘.12 E-ductkm) See, e.g., World Bank (1987, vol. 1), Rhee (1987)
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The government determination to continue to intervene was
also written ‘all over' the 1986 Industrial Development Law (IDL),
despile assurances to the contrary, 150 The use of loose calegories
such as ‘sunrise’ and ‘sunset’ Industries, left plenty of room for
the government to intervene to avoid the occasional soclally
damaging market solution. That is what happened for instance,
between July 1986 and December 1987, when no fewer than eight
industrial sectors were designated for a three-year
rationalisation program under the IDL provisions, with the
government bailing-out {inancially distressed firms, and
defining the sectors' number of competitors and overall
capacity.15! Again, in a context of imperfect capital markets, the
government seem to have had no anxleties to avoid the risks of a
long-drawn-out market solution, with its potentially disruptive

effects in terms of bankruptctes, asset-stripping and
denationalisation.

conglomeration (Lee 1986). Second, the majority of the credit and
diversification restrictions, were either relaxed by the gov-
ernment or skirted by the jaebols. In the case of the former both
things apply, since they were periodically relaxed according to
the economy's performance and the industry’s reestructuring
needs, and the jaebols used the financial liberalisation to
diversify into the financia] Sector. As to diversification,
restrictions were apparently side-stepped by starting-up

150 The World Bank (1987:106, vol. 1), c.g. stated that the IDL lacked, “A
mechanism for explicitly picking winners.”

! The sectors selected were textile & fabrics, ferro-alloys, dying and
fertiliser, as sunset industries; and automobiles, diesel engines, heavy electrical
equipment and heavy construction equipment as the sunrise ones (Kim, J.H,
1989). In an interview with FEER (August 4, 1988), Korea's finance minister stated
that between 1986-87, the government bailed-out 78 bankrupt companies, with
the government and commercial banks writing-off US$1.36 billion tn debts, and
rescheduling, for periods as long as 30 years, another US$8.4 billion,.
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nominally independent companies using ‘retired’ senior
executives (FEER 1988, Sept. 29). More to the point, as noted
earlier, the government's own reestructuring exercises continued
to promote concentration as a means to achieve efficient market

structures. 152

No wonder economic concentration continued io rise. Both the
top 5 and 30 jaebols increased their share In total shipments
during 1977-85.153 In 1985, the competitive markets' share of the
total shipments still amounted to only 37.8%, slightly better
than in 1977, but still lower than in 1970 (table A.16). In addition,
the ratio of the top 10 jaebols’ sales 10 GNP climbed from 48.1 (o
68.3% over 1980-89.154

Finally, on FDI deregulation, the government did not take the
naive view that Korean firms were prepared to face the imperfect
TNCs competition in its own market, without any sort of
safeguard. Despite the changeover to the negative list and the
increase in the number of deregulated sectors, when one takes
into account other scant but telling evidence, the general impres-
sion is that the government continued to be very much in control,
deciding when, where and in what terms FDI would take place.

For instance, investments in sectors nol listed were still
Subject to screening, unless it was majorily owned by local firms,
and relatively small (under $3 million). Investments would not be
allowed to go forward if the sector In question was under

152 o 1988 EPB survey revealed market entry regulalions in 84 industrics,

ﬁ%ﬁe controls in 26, equipment regulations in 1¢ an quantity regulations in 156
RER, 1988: 75).

153 e et al (1986) and PCRER {1988). The data for cxports present a similar
trend, with the share of the five largest groups increasing from 24% to 27% during
1877.85, despite the two-digit export growth (FEER September 29,1988).

FEER (1980, March 1). This indicator cannot be taken as an absolute
Jeasure of economic concentration because of the double-counting problem.
er evidence of the increase in concentration s the 1988 residential report

at emphasised that, "Conglomerates dominate entire markets not only for
materials, manufacturing, and assembly but also for sales, trade, finance, and
¢state by taking advantage of superior financing ability and information

urces.” PCRER (1988:72).
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‘rationalisation requirements’, which, as of January 1989, in-
cluded key sectors such as textiles, ferro alloy, fertilisers,
automobiles, dlesel engines, heavy electrical equipment and
heavy construction equipment (MTi 1990b). Still depending on
the sector almed, investments could also face ex orl, local
content and local equity participation requirements, 155 Lastly,
at least until 1987, foreign investors had to live without effective
protection for intellectual property. It was only in 1987 that
Korea enacted a series basic intellectual property laws, but even
then problems of enforcement led the government to establish the
Intellectual Property Rights Task Force in December 1988 156

Factor markets

In the financial markets, as the above

already suggested, the government contlnuircllagsilsa\tgimstl:g;;
influence in credit conditions and allocation, despite the
commercial banks privatisation and other deregulating
measures. Behind this apparent contradiction lies what can be
called a two-track financial deregulation. Whereas the NBFIs had
establishment requirements, loan allocation policy and interest
rates semi-deregulated in 1985, the commercial banks, as late as
1990, still had to cope up with Ministry of Finance's suggestions
concerning their officers, loans and interest rates.157

to January 1990, sectors like excavators, hea electrical equipment, diese
engines, optical fibres and electronic switehin v’; stems wereqsuri:jcct to local
equity participation requirements (MTI 1990b]. Korecan companies that were
authorised to sell forel%'n goods or use licensed trade marks were also subject 1o
export requirements. See USTIC (1985). These and other restrictions were
somcwhat relaxed in the beginning of the 1990s, under the ‘Super 301 Accords’
withthe U. S.. -

156 ppp (1989:23). As if the regulations were not enough, foreign investor alsg
had to face an unsym’)athetic bureaucracy very keen on tax audits on foreign
compantes. See Financlal Times (1990, May 16) and FEER (1989, June 15),

In December 1988, the celling on most lending and deFoslt rates for
instruments with maturities of more than two years were lifted, However,
restrictions on short term deposits remained (Finanetfal Times 1990, May 16),
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Even though this asymmetry of the financial reforms can be
justified on the grounds of the banks' high proportion of non-
performing loans (mainly for shipbuilding and construction),
there is no doubt that it also allowed the government to maintain
control, directly or indirectly, over the majority of the loanable
funds.158 In fact, some of the key 1960s' and 1970s’
characteristics of the financial system were well and alive during
1980s.

For instance, credit allocation continued to be highly se-
lective. Resources continued to be channelled into manufacturing
investment, ‘strategic’ sectors and activities, at rates still below
the private opportunity cost. As noted earlier, banks were forced,
their financial health notwithstanding, into a virtually
permanent industrial ‘reestructuring’ program. The ‘new’
technology sectors were particularly favoured, and exporters
continued to have preferential access to credit. Moreover, as the
unification of interest rates was not accompanied by their
deregulation, bank credit continued to carry a reduced but still
significant financial subsidy. As of 1989, the difference between
the general loan and the deregulated corporate bond rates, ranged
from 2.7 and 5.7% depending on the client credit-worthiness.!59

Moreover, Lhere are signs thatl credil allocation continued to
favour large firms. Even though, as noted earlier, the anti-jaebol
and pro-SMF measures seem to have had some success in
reducing this bias until 1984 {table 7), we have already given two
good reasons to believe that this is tendency was reversed after
1985. That is, the periodical relaxation of the credit controls, and
the jaebols' diversification inlo the financial sector. The first
Teason is particularly relevant after 1985, when credit controls
were significantly relaxed because of the collapse of one major
conglomerate. This seems to be confirmed by the data available,

th 158 e government direct and indirect control over loanable funds (ratio of

w: deroslts at commercial banks and development institutions to total deposits)

shs 71% {n 1980, 70.2% in 1985 and 42% in 1989 (BOK c). Table A_21, in turn,
O\fggﬂ'lat as of 1986, the share of policy loans was still 45%.

als KDI (1991:24). As of 1986, the gap concerning Lhe curb market rates was

© slzcable, amounting to 14.3% in rcal terms (lable A.13).
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which shows that the top ten Jaebols' share of total borrowing

Jumped from 25 to 53% over 1986-89 [FEER (1
(1990, March ) (1988, Sept. 29) and

The second reason was very much a result of

the government
wo-track liberalisation. The NBFIs not only were cgle‘rreguigfgd

thelr relatively freer asset managem ' -

policies, increased their share on totgl d:;l;sl?sn lqro:tl;l lf (r)etsot ;ggz
over 1980-89 (BOK 1990c, Feb.). It was not possible to {ind reliable
data on the NBFIs ownership structure, but even government
officials agree that they are entirely dominated by the jaebols,160

These characteristics of the financial r
that despite suggestions that their final objective was a financtal

lines, where the short-termism and m

yopic behaviour
capital-markets are compensate by heavy Involvement g{: g::
banks in the fInancing of manufacturing investment, forced by
strong government ‘guldance’ and conglomerate ownership. 161

‘ The last point on the factor market liberatisation concerns the
functional’ S&T policy. Even though, In theory, the
government’s higher investments and incentives could have
benefited all firms in ali sectors, In practice, ‘strategic’
technology-intensive industries were the main beneficiaries. For

1600k (1985:25), for instance, states that *...most of insurance companics,
and laEgc short-term credit companies are owned or controlled by the industriz]
groups”. Despite regulations that limjted the maximum ownershl of any single
shareholder to 8% of the total capital, not even the commercial anks seem to
have escaped from jaebol dominance. As of 1986, the top 10 jaebols held together
between 22.4% to 56.5% of each commercial bank's capital’ Individuaj hoF
in certain cases were as high as 23.8%. See World Bank (1987:92, vol. 1]

161 1y 1991, the government was again using its contro! over banks (o P
. " oree
the Jacbols to reduce the scope of thelr business and increase therefore {hc
advantages of specialisation. Sce Korea Economic Journal (1991, Apri| 29),

K
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instance, on top of import protection noted earlier, industries
such as computers, semiconductors, telecommunications and
machine-tools were particularly favoured by government
procurement, and by direct subsidies coming from special
government funds, set up to develop ‘key technologies’. Most of
these funds were linked to the so-called ‘National R&D Projects’,
where the developing cosis were usually splil between the
government and hand-picked private firms, with the former
typically bearing most of the expenses.182 Sp, under the guise of
‘functional’ S&T policies, the government not only continued to
intervene to prop up local technology effort, but it did so by
clearly targeting industries seen as having the potential to bring
externalities and dynamic comparative advantages.

Summing up.

From the arguments outlined above, it seems quite clear that,
despite Lhe official rhetoric, the Korean government convertion
to the liberal cause was far from dogmatic. For all the advances
towards a more liberal regime, one cannot help noticing that far
from becoming an anathema, government Intervention
continued to be used selectively, and to be largely driven by the
aim of giving local firms the best possible chance of succeeding in
the domestic and international markets. Market solutions or
liberal models were only adopted when the government was sure
that, instead of letting local firms disadvantaged because of
Imperfections in both local and international markets, it would
Increase their competitiveness.

———

162 During 1982-88, the government invested $311 million in National R&D
K;‘o{ccm a%e:.insl $218 million for the private sector. As of September 1989, the
Tl was aboul to set-up a new five-year technology development project that
Wwould include microelectronics, machine tools, robotics, acrospace, new
Malerlals, fine chemicals, laser and biotechnologx (FEER 1989, Sept. 28). In an
terview (o Korea Trade & Business (November 1989), the director of MTI Import
lollcy Division cxplained why the government was tar(‘Feling lechnolo%/-
1{ltenslm: industries. “The comparative advantage of the industries amon% t
slan newly industrialised economies will be shified from textile, shipbuilding
and fron & steel, to knowledge-intensive industrics such as automobile,
machinety and electronics fn the 1990s. On the other hand, advanced countries

Will keep the comparallve advantage In areas such as blotechnology and
acrospace, -
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In the product markets, the government continued seek
protection, within the trade relations constraints, to that
industiries where dynamic and siatic economies of scale where
relevant, and this Included not only trade barriers bul also FDI
prolection. Likewise, it did not hesitate to intervene to reshape
the industrial structure towards more efficient and sustainable
configurations, avolding the risks of a protracted and costly

V-The overall picture.

The history of Korea's industrialisation can be
the first decades of this century when under Japangsicggcgggltcicfg
a sizeable and diversified industrial structure was built. Although
impressive, the shortcomings of this ‘colonial Industrialization
became clear after WWII, when the Japanese withdrawal left
Korea with limited industrial skills, with a poorly integrated in-
dustrial structure and without its main market. The North-South
split followed by the civil war made things worse, with Korea
losing most of heavy industry and power supply to the North, and
having whatt was left of its Industrial base, destroyed. The
governmenl's response was to adopt an IS ‘strategy’, which
succeeded in rebuilding the light Industry and in improving the
human capital stock, but that failed to deliver growth and reduce
dependency on aid. This, however, appears to have been not so
much Lhe result of a ‘disastrous’ industry and trade bias, but the
inexorable outcome of a situation that combined the difliculiies
of learning and reconstruction, with a government more
interested in its political survival, than in removing the market
failures blocking industrial and economic development,

Government Intervention and Indusirialization; Korea

The 1960s saw the military taking over and responding to the
fallures of the 1950s with what became known as an outward-
oriented policy regime. Building on the Industrial reconstruction
of the IS period, this strategy was remarkably successful in
promoting industrial, export and economic growth. Neoclassicals
were quick to attribute this success to the allegedly neutral,
hands-off and outward-looking traits of the new regime. Yet, even
though the regime was undoubtedly outward-oriented, and the
economy was opened up, it was not market, industry or firm
neutral, nor protection for the domestic market was low, Behind
this paradox was concerted government action to overcome
market failures in the product and factor markets, which allowed
Korea to fully exploit the advantages of an open economy, without
the drawbacks of a free-trade regime.

In the product markel, a selective trade regime was set up,
which granted exporters free access to producer goods at world
prices, while offering the light industries and selected heavy
industries an exclustve domestic market where to reap static and
dynamic economies. This was complemented, first, by a
conglomeration policy that optimised these economies at firm
level, and that allowed an early entry to the export market via
cross-subsidisation and price discrimination. And second, by a
restrictive FDI policy, which protected local firms and
capabilities from the imperfect competition of TNCs, and secured
a prompt private sector's response to local incentives. In the
factor market, government iniervention ensured that
Mmanufacturing investment and exports would not be hindered by
the lack of proper financing or interest rates above the socially
desirable, and was also instrumental in forging local
conglomerates. Finally, intervention also prevented the
acquisition of technological capabilities from being hampered by
a poor slack of human capital, poor S&T infrastructure or by

lfht_:al-firms' under-investment in indigenous technological
Cllort,

In (he 1970s, concerned mainly with factor price changes, the
8overnment promoted a shift in the industrial structure towards
the HCIs. Contrary to what Neoclassicals claim, this ‘push’ did
ot involved major allerations In the policy regime. Il remained
Sulward-oriented—the very reason of the ‘push’ was to maintain

igh export growth in the face of changing comparative
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advantages—and there was no significant change in the pattem of
government intervention. There were though some adjustments,
Given the scale of HCI market imperfections, adjustmenis were
made in the policles towards the produect and factor markets to
help local firms to overcome the high entry barriers. That is,
HCIs were granted greater, but still selective, Import and FDI
protection; preferential credit was concentrated on these

requirements, government Investment in human capital and

which, despite their infancy, began to e

, Xport v
day. boosted by government incentives and the jaebols’ ability to
cross-subsidise and price-discriminate itg products. By
the HCIs, the tgovermnfint avolded a situation where a ste

Costs would have fatal] compromi

competitiveness of the light industry, wlyereas. gll)ven thst;= ﬂlartli::
imperfections in the HClIs, the private sector would have been, at

result would have been a poor industrial and export per;
not only in the 1970s but throughout the 19803‘%}\:p performance.

which liberalisation would he particularly beneficial. This and

Appendix
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Shares of ieavy sod Chemical (IICT) and of Light Industries in

Table A.2:
.Korﬂ’s Manuofscturing Ovtpol, Valoe Added and Manulsclored Ezporis.
1953.89

[ Vericble Industry 1953 1960 1972 1976 1080 1938 1989
manufacturing HA 207 252 320 444 519 S59.6  60.9

1 Light 9.2 748 68.0 55.6 48.1 40.4 391
gutput
mamfaciuring HQ D& n.a 367 439 492  62.0 63.5
vedu ndded? Light na ns 633 561 508  38.0 365
[‘menefactared RO 199 7.2 282 300 458 355 on

Light 80.0 928 758 669 544 44.5 0.8

cxpons?

At current prices. # At 1985 constent prices.? At current prices.
Nole: HCT inctudes industris) chemicals, petreleum refincries, other nonmetallic mineral
products, basic myctals, fabricaied metal products, machinery, clectrical elecoonic machinery and
appliances, transportation equipment and precisi ) equipmem
Industry Classification, Sovree: Beopomic Planning Board as quoted by Sub (1975:204) for

1953 and 1960, nd EPB (2) and KFTA (1989) for 1972.89.

ding to the Korean Standard

Table A, 1 : Korea’s Selecied Human Capital Indicstors. 1940.1988,
illiteracy prima secondery terii
raie >141 Brr, ratiod | 214 | WF | Enr. retio | 214 | WF | Ear. ratio

1944 86.7 11.3 ] 53.0¢ 0..4. 1.7 | 1.4+ n..o. 0.2 - n..a.
1953 78.0 o..a. | n.a. 59.6 n..a. | n..a. 16.7 n.a | 7.6 34
1960 21.9 36.0 | 53.0t 86.2 17.3 |33.91] 266 2.5 | 6.1t 6.9
1970 10.6 99| 674 102.8 | 31.7 | 26.4 41.3 55113 9.3
1980 . na | 49.1 101.0 na | 43.0 76.0 na | 7.8 15.8
1986 na, | 41.28 100.2 ne j48.68] 90.0 na | 10.28] 342
1990 na. | na 108.0 n.e. | na. 87 na. | n.a 39.2

force (WF). From 1

Noites: 1) Bducasion atininment of the population aged 14 end over. 2) Education atizinment of the work

970 onwards figures for primary education includes no schooling. 3) Enrolment as o

Percentage of the age group. *1946 1 1963 #1983
Source: Kim, L. (1989) for 1953-1986 and
gducation attainmeni for over 14, McGinn et

UNESCO for 1990 data on enrolments and literacy. Data on

81 (1080:111) ; and Amsden (1989:222) for the werk force.

Table A.3: Korea's Basic Macro Indicators. 1953.89 (%

Periods (s} GNP (b) Mnf. cutput () GRCF/GDP {d) GNP
rowih Growih dellator

1953.59 4.6 14.7 n.a, 8.9t
1960-72 9.9 0.5 19.5 16.0*
1973-79 10.8 17.2 6.9 20.5
1980.84 8.4 12.0 308 8.2
1985-39 iL.5 13.8 294 4.3
1980-89 10.0 13.1 29.4 5.2
Nole: (s), (b} and (d) real tenst squase avernges., (<) arithmetic overage.

193560, *1961-72 Source: EPB (n) and BOK.
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Tabke Ad: Korea's Exporl and Import Rafle by
Manufacturing Sector. 1953.8) (%), Table A7: Kores's Porchase Power Parily
Import raties! 1953 1960 1965 1977 1974 19501353 Exchange Raies, 1956:88 (won/dolinr)!
Total mul 102 12T 107 133 10 168 7% 28t Lxpon Impon” T Official rae |
HOl 6.0 333 2316 330 390 238 218 1956 248.0 128.3 L
Lot 60 S5 337 34 1171 syr 2 1958 2863 163.0 na
TR 1960 310 2.3 166 6
Total mat LI0E T 53175 765 TR I 1362 203.0 HD 1204
Ha 1.0 0.6 35 140 223 190 220 1954 2133 59,0 2291
Lighs Ll 09 63 1908 317 183 Jog 1966 168.0 19.7 254.9
lmports divided by the total domesuc supply. € Exports divided by tota 146E 2527 2ska 368
aurput. Notes: 1) heavy md chemical maustry (HCT) mclodey e 1970 23313 261.0 2425
minerals. metallugy, machinery. clectrical and | 1972 2940 299.0 7825
gmnisport equipmen . chemucals. and pharmaceuticals. by Ratioy we 1974 298 3 3051 L.
weeipthed average (utput for the rwo-digit sectoral data ( Knrean sl 074 269.3 K e
Classificatons Source: SUIL T.S. (19758310 for the 19531974 pera) 78 g 1 s
d Bank of Korea's Input Ourput Tables for the res of the penn ) 6 B 2
80 357.0 265 3 3503
- 52 2567 269.7 254.5
1984 257.00 27307 280.0
1986 na, n 3l
Table A.5: Korca's GDP Structure. 19537990, ; LTS Lt | na | 3p57
Agnculture_ TndustvManulactarmy - Servires hree year moving average ex 7
g e total ] Aot
953 T Ehes 0] 383 ltllu E:ngh exchange rae 13 muhi‘p]xd b: m:'nl:: Q:I|I:ﬁ¢5 i
1960 352 156 13.5 492 100 || Petehied averaye of the muor crade parthers® WPI (S and
1965 376 199 154 418 100 oy 10 s Kortan WP The Japanese WPI was adyusien
1972 pog 238 184 488 100 ?ylhe index of the exchange rate of the yen to the J:)lh:‘
1950 149 ih 212 5401 100 Includes olficul cxchange rais, €XPON premis, direc)
T i35 e S Fo 160 mubsidits and intereat rate subsidies, ? Includes official
Nl e exchange rate, tariff and foreign exchanpe tax colkeetions
Source: Suh (19752771 for 195460 and [Pita Kooy dmomia. = 1963 only . Source: Data from
Rrueger (1970: 48 1) for 1955-58, Frank et al. (1575 70,
for 195862, Kum. K. (1991: 241 for 1962.63: and b (5,
IMF (b) and OECD (1989) for 1984 RS )

Table A.6: Korea's ex

port slructure by

: main calegories and selected
commoditics Eroups: 1960.1985.(5 million and ler of taotal el;.]
_(l.ulz anes 1960 1965 1972 1950 1987
otal expons IR 175.0 1624.0 17484.6 47206.6
prmary & i 1.5 68.4 2651 17364 3433
scml-]man! 186.5) 139.0) 116.3] [10.0] [7.21
menufectured 4. 106.6 1358.7
i g : 15752.2 4377315
Elr]mgu“‘- [13.5) [60.9) (83.6) [90.0) 192.71
ncludes STIC divisions 0* 01234968, £ Includes
3 8 .1.2.3,4.9, : STIC divisions n* 5 1a §
fxl?l. Nole‘!h_umh:n 'n square brackets are the shares in lotal u;mm o dmn
Source: UN. International Trade Statuncal Yearbook. Various yeare

Table A.8: Kores Hasic Foreign Trade Indicators: 1952.90
= T Tmp. Trade | Current Debt | Year Exp. Imp. Tracke Current Debt
Yew Grl\.;\ﬁm Gm\fih Balance? | Account | rariod Growih | Growth B,].nc:? Account | ratio
! | (! | ussio® % (%! %) | ussiof | #@vp | =
1957 ne  -187 naf 1977 455 [ ETT 35 339
1953 e o.a. 306 naf 1973 5.2 48.4 1015 -3 318
1954 e na. 219 aaf1974 16.5 361 2391 108 320
1955 .66 310 a1 oaf1s7s 43 23 g 9.0 405
1956 131 8.5 .362 aaf1978 452 153 1059 11 367
1957 <144 14 -420 o 1977 221 161 <764 0o ERN
1958 238 157 .362 aaf1978 114 8.5 2261 20 29
1959 17.4 -19.7 -84 o 1979 55 209 -5283 6.7 317
1960 64.8 13.0 =311 osff1980 1.7 -4l -4787 -8B 44.7
1961 24.6 -1.9 =275 o 1981 11.2 7.3 -4874 -1.0 48.3
1962 1319 313 -367 1982 0.8 -9.0 -239§ =37 52.6
1963 587 331 -474 40601983 10.5 6.7 -1747 -2.0 53.2
1%64 36.5 -28.0 -285 52901984 16.9 143 -1387 -1.6 53.2.
1968 46.7 143 -288 6811985 4.1 kel -853 -1.0 50.9
1966 33.2 497 -466 10301986 18.0 4.4 i 4.5 43.2
1967 28.0 9.1 -676 13641917 324 258 6414 1.6 21.6
1968 385 41.0 -1007 20.0Q1988 23.6 22.} 8846 8.2 17.9
1969 kR ) 199 -1200 24.0Q1989 =22 12.9 913 2.4 14.5¢
1970 295 5.1 -1148 25501990 n.a 14 -1854 . n.a.
1971 240 17.0 -1326 30.0
151950, 2 Customs clearance basis. 3 Debi service divided by expors *Prelmmary
Source: hrueper (1979} UN, | EPH o EPB (1950) and KDI (1991

Tahle A.9: Importabk items _in_Kores 1961.91

year! Positive list Neganve list
AA | Resr. | Prohib. | AA | Resir. [ propibd | Total | AA/Toml | AA-SL
(% ol
961 1015 17 305 5 .
4962 1377 121 433 -
963 109 924 414 3
964 ITTS n.a. 631 -
1963 1495 124 620
1966 2307 127 FEETY - -
1667/Jul. 24| 2950 132 362 (s6) [ang | «n EF IED (1.9
Jul. 25 - g N 792 407 113 1312 60.4 524
1969 - - 5 12 530 74 1312 55.1 7.1
1971 - . - 12 518 73 1.312 55.0 47.0
1973 - g - 6% 556 73 1.3 321 447
1975 . . - 649 602 66 1,3 49 5 416
1977 B i . 691 560 ol 153 521 408
1974 - - - 681 327 - 1.0 676 56.2
1981 < = B 5,579 | 1,886 . 7.465 74.7 60.7
1983 - - . 6,355 | 1,560 - 7915 $0.4 666
1985 . X z 6,945 | 970 3 71915 87.7 78.2
1987 B - @ 7.207 | S08 - 1.915 936 o
1980 B - - n.a n.a - 1.915 955 n.a
1991 - . n.a n.a - 7918 97.3 na

!Ihe data refers 10 the sccond half of the years T The numbers in parcatheses represent the results of »
reclassificating of the negative mport system 10 make 1t comparable with the posiive one. However, soie
suthors hike Luedde-Neurath( 1986:76) argue that the commodies classifications of the two $yalens were not
comparable, and accordingly the results of the reclassification tends 1o underesumate the number of AA
before 1967 The details of the classificaton of the posuive hut were not avaldable, while the positive hist
tsed d-dhgits SITC unnl 1977, 4-digats BTN unnl 1930 and B-digit CCON since 1981 4 e cakgory of
prohibited wiems was abolished 1n 1978, % AA ems minus the 1iems subkcted to spectal laws, divided by
total imponable nems, Specul laws conssient with Gt regulations were not mcluded

® Planned.  Sources: brank ctal (1975:45,59) wnnl 1970, Kim, K (1987:2%1 for 19704 and special Law
sems and EPH (1980 1930 for 1983.1)




’F
‘ Govemment Intervention and Industrialization: Koreo
!
?
Texto para Discussae 1
( Table A.13: Estiaies of Koeea's Exporl
: Subsidies per DoSlsr of Export.! 1958.83 (%
f T T N
[ 1958 1.4 130.4
Table A.10: Korew' — 1 1989 2.6 172.0
Sreet Stmple 0% WewSied Average Legal Forii Rorer j 1960 19 137.3
—-""_"m_lem___ LTF2 MLSEN BT 1968 ’ 1961 6.7 18.2
— e NN L RO T L N : 1962 8.6 16.6
P X W T W XN o e I M ML ' 1963 0.1 45.8
el mmw CUT TN NN BT O = ;‘é; 1964 4.5 31.3
the mean, Simpks sverars e V21 o Pocuciion 1 1975. T Swatent doviesn g 1968 3.7 14.8
< Kim K 1o9bapy - o ot epecual o rided by 1966 4.6 19.0
Semse Kim, K. (1991.ay) tpecial tariffs (19647
- L oot e, 1967 7.4 23.0
] 1968 6.6 28.1
' 1969 6.4 218
Tabte ANT- TE 1970 6.7 28.3
T T — | N 22T N P T R T g T 1971 6.6 9.6
m"—: e S g . 1972 3.2 268
asiness 1 i1 1950 . o [ Dutatwon_______ X X
W%Mt_ Fagn cermeny inag [Sepiember 196 - , :9" 3 32
£n gaming f meome tan by 50% [ Jeos, - Biancing ezoent on eredr May 1967 - - .
Aot G LR T o — ctober 193 1975 21 167
el ___ for fuad | Tetary 76 2.5 16.9
‘T:II;“":’:. o s B - 1961 bomua cichanie Zepom symees yrerT . : 31 7 1.9 19.2
Tat i for Ty S o 1565 - Trdiog boves bemy oy Jao 1961 1978 23 19.5

13 PAfLions 1 fereinn | Mares 19797 Poct perlomance Tenvary 1953 1979 2.3 20.2
- Tenill Tocsailves —— A e By R P tevaal e e ST T 1980 33 213
Sto0m procucion 0 o P IO Do 1377 e Sehalar . 344 2.2 o

Tenif paymeni on o rretry= <993 | Discount oa mibrong [ :;::—ss E1061.61 :g:; g; :-:
u12d i e ion Sapitg} .Im,, 1571 . . . o,
%W—__M“M' of specific temm 1o § Apr 1960 ] Tasa percentage of the official exchange cate.
ﬁ@mw___ Creeios of eip et 3Equals direct cash interest rates
Lyl Ry Frnneg Fo—— pember 1301 - (1958-64)+ dircet tax reduction (1962.73) + inderest rate
% 2k ToE Expori-b = 1961 - ;“::::3" net subsidy +export dollar premium (195861
ion of 61,
%MELM%————_ :,"::“"'“"“’ '——-——:::; ﬁ;;:: 1983 1963-64)+ indirect tax aad tarifl exemptions (1962- ).

Promat. und Eagoed by coemmat Tong %__%%___W_—_ Source: Data from Kim, S. K. (1991 :33).
W ber 1961 Capor S | Table A.13: Korea's Selecied linierest Rales 1063-86. (end of (he period %)
%W-@—M—__ Geperel ¥ e General Losa  KDB equip- Frporis  Forcign loans  Curb Makel  Retum to fived
W Sepvembxs 15617 Eﬁ.ﬁg‘m————%ﬁf’: Rawl ment? assets in M.
e R [T soat T wom. { peard [ wom. | gear? | wom: | peat? | iom.] yealS [0om | eal | real
oeeastee Fehruny T s H 188t :ggg :i~g 39| na na | na oa | na oa [52.56 329 33

acce s Hong (197954 wnd Fronk o1 9) (1975240 ). 0 41 100 01 ] 65 -34] 55 198]588 489 14
1967]1 240 176|100 3.6 60 .04 ] 58 -05]564 500 37
1969 246 1820120 56| 6.0 -04] 61 3512 443 18
19711 220 132|120 3.2 6.0 26| 6.6 9.6 | 463 213 13
1373 155 86 J120 50|65 -04] 75 23|32 320 34
1975 155 -111]12.0 .146)] 8.0 -185] 7.3 6.0 | 413 150 29
197‘! 160 70135 45] 80 -10] 60 .3.0]381 2001 33
88 19;9 190 0.2 [13.58 53] 9.0 .98 | 121 -67]424 233 n.a.
. 198l 170 341165 29150 54168 241353 149 7=
1932 100 98 100 98 100 93 9.7 17.1 | 258 256 n.a
1985 100 9.1 J100 91 |100 9.1 84 134} 20 231 n.a.
o 100 11.5 100 11.5 100 $15] 69 8.4 | 24.3 258 0.8.
Iabomum on bills up 1o one year, non-prime rate. Korea Development Bank loans for equipment.*Non-
day;)lr:hmh of value-added divided by fixed assets (Hong 1979:171).% Defated by the WPL ® Liber (90
#1978, g change rate depreciation - WPL* 1980-82 avernge. Fired nssets include not working capital.
1999 ource: Bank of Kores * Economic Statistics Yearbook.” Various years; Amsden and Euh
:63) and_(Hong 1979:171).
|
.
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Table A.14: Korea's Total and Sectoral Import

LibersHsation {AA) Ratio in Valuc Torms:
1968.87
. % AA items in the sector’s total imporss, | g -of i sector's AA items in tofal AA imp.S
L __AA ratios (%) 19681199611978[1380] 15870 15¢z 1976 ] 1978 [ 1980] 1987
food and beverage 834 167.6 [ a9 4.2 | 70.2 B 1 307 | 8.8 79 | 5.2
raw material 789 ] 63.9 | €6.2 | 9o.1 3.5 W 3B.1 | 714 | 634 | 72.6 | 35.6
manufaches | 400 | 106198 [ BE T 50 4.0 4.6 | 289 | 19.3 | 537.7
et goods W 3891 371 535] Tesl 573 1.6l 03 0.8] as5] 3.6
Juermedizte goods N 2031 T3 8] 15¢ 32.2] 6500 8.4 8.6 9.5 10.2 1.7
capital Foods 533 BOT24.0] 27.0] 753 33,9 54] " 18.6] 8.4 6.4
All indusiries (AT} 356 | 37117338 | 61.6 74.2 § 100 | ico 100 100 100
Al minus gov. items? | 40.6 | 13.7 1.7 256 | na - - - - -
Al in item tormss, 576 | 5101613 [ 686 o3g . - - . -
Manufactures inclues capital, consumer and intermediate goods.2 All Gadurgiey exclusive of items whose
smportatioa s directly or indirectly carried oyt by the government.3 AA imports items divided by total imports
B e o 1 T, B e ] 100 b ot ot
i i 2 AN 80 ond 19088 st H
Import-Brport Notie for 198, o Suatistical Yearbook of Foreign Trade , 1988

Table A_1s;

Korea's Com

e e silton_of Impaorts by End Use(%).1960-1989
—— 1974 1978 198 191
Food and Bey, 9.2 17.0 12.2 6.7 T, 5356 1‘ 828 l59839
Cons. poods 15.4 4.7 2.9 3.8 2. i 33 a7
durables h.a, 4.0 2.6 3.4 2.5 3.8 3 .7 ] ‘a
fon-durables n.a 0.7 0.3 0.4 0.3 0.5 E .7 n.n.
Ind. sgy lies! 49.6 46.5 57.6 55.5 64.1 54.2 53.‘4 536
Eaglla] goods 11.7 316 26.9 33.7 25.6 35.9 36.7 36.4
2port use n.a n.a n.a n.a 23.9 40, 4 A
?—omesuc use h.a n.a n.a n.a 76. 59' 58 : g: .l‘-
Includes raw materiny fuel and intennediate y % of
A g soods.Nﬂe:a)%agumymaddlolﬂﬂ%bmmof
on specified goods, Source: Data for 1960 was Based : i
Association (1989) for 1969-198% ang KD1 (1951) for :);ag.rmgcr (I975:72). Korea Forsign Trade

Table A.16

Korea's Market Conceatration. 1970.88.1

monopo. oligopol competition total
25"‘720 14;77 1935 l970|1977i1985 1970) 1977 | 1985 19701 1977] 1983
475

534 | 7747 807 4211 276 264 561 | 1492 1546 2516

N* of commodities
Commod’gzraxiosi 29.6 307 21201514 522 565185 171 222 100 100 100

Shipment ratic % BT 127 94 514 612 5238|398 261 3781 100 100 100

" Monopaly = Ry >0, 517 $2> 104, Oligopoly = CR7>80%, 81552 >3.0, S3< 5.0 or CRynG0.

Competition= CRI<60% ,where CR; is the tated market ion of the i leading firms, and §; is the
market share of the i firm. 2 Number of iterms produced in each type of market structure divided by the tota] number
(s!l;imnm 3 Valus of items shigped in each type of market siructure divided by the fotat amoun shiipped

ree : Lee Kyu Uck (1988) “ The Curvent State of Economic Concentrution and the Fair Tende Policy.:‘ + 85 quoted
by Presidential Commission on Peonomic Reestructuring (1088:72). \J
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Chart A.1-Trends of Foreign Direct Invesiment in Korea. 1962.89

B

1200 {
2 oo
2 900 wved I
I 1 —0— zpproved
@ onn t
"
=]

300

o-
1960

L — T T =1
1963 1970 1975 1980 1985 1950

Source: Ministry of Finance as quoted in Bark (1989:3)

tion (GFC) and Net
Table A.17: Net FDI as a Share of Gross Domestic Capilal Forma
o Capital Taflows (NCI} io the East Asian NICs 1966-85.
1966.72 1973.75 1976-78 1979.82 1933.85
Korea
FDI (Uss 109 28.2 90.5 81.7 53.5 131.2
% of GRC 1.6 1.7 0.8 0.1 0.6
% of NC1 4.3 5.6 10.9 1.1 7.4
Taiwan
FDI aljs; 109 6.9 59.3 8.7 1367 229.9
% of GRC 2.9 1.4 1.2 1.1 2.0
% of NC1 25.8% 15.4 a a a
;.-DSI"EE?: Tos) ga.1¢ 532.0 4230 1186.6 11589
% of GEC 12.7¢ 26.4 17.3 1.7 14.5
% of NCT 23.4¢ 78.1 107.6 104.0 81,3
Hong-Kon;
FDI (fJSS 1:6) 0.8 n.a 183.6 6139 641.9
% of GRC n.a na 4.4 6.5 8.3
% of NCT n.a n.a 64,1 50.0 54.5
® net capital outflow. © 1966.70.5 196772, .
Note: For Korea, Taiwan and Singapore, total FDI figures are taken from balance-of-payments data, which
ideally include equity capital, reinvesied earmings, and sther copital movemaitts. NCI = - {currem nccount
Balance) + (uarequited transfers), For Hong-Kong, fotal disbursemen of DFI by OECD metmbers only: NCI =
total financial flows by QECD, OPEC and mubtilaternl agencies, )
| Source: Haggard !I990:2031 except for b which was taken from Stallings (1990:62).
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Table A.21: Share of Poﬁq Losns in Totsl Domestic Credil. Kores
1963.86¢
year (D) All Policy  (1a) Exports  (Ib) Barmarked  (1c} Uncermarbed
Loans
1963 70,3+ 33 na. n.a.
1965 74300 4.0 n.a. n.a.
1967 65.0%* 1.3 a.e. n.a.
1969 51.04+ 9.3 n.a. n.a.
] 1971 49.9 6.1 21.2 22.5
Table A.I9: Korea's Cumulative Owcership Distribution of Forel o | 1973 54.0 9.5 239 20.7
[t isesa_ (o)l i - B H 3
year ";‘;"ggw Msjority Whaily Owned — total 1979 :ssgﬁa n Zg :::3 20.9
B N 1981 r . 4 28.4
1972 o .7 132 160 1983 534 2.6 16.5 24.2
1976 57.0 {2‘2 ;g-g 100 1985 P 12.8 17.7 215
1980 ’ . . 100 i . n.a, 0.8, n.a,
1930 excl, FEZ+ g; 2 ::g f-‘a!Q 100 i * Except for 1986, the annual figures ere three-year moving averages.** Denominator
1983 y . .5 100 ] does not include Bank of Korea's loans.
M isrbution catomd s LA 33.7 100 | {1) = (1ay{16}+(1<) divided by total domestic credit (TDC= all loans and discounts (o
¢ using the amount of invesiments in U.S, dollars, the private sector by the Bank of Korea, it money banks, Korea Development
Source: Economic Planning Bozrd as quoted b lars.* Free Export Zones, y
USITC(1985:141) for 1ope dooted by Koo (1982:46) for 1968-80 and Bank and Korea Eximbank). )
(1) = loans for foreign trade by deposit money banks and afl loans by Korca
Eximbank divided by TDC.
(1b) = loans funded by government funds and ¢he loans for agricubiaral industries,
small and medium-sized firms, bome building, stc....divided by TDC
(1c} = loans funded by the National Investment Fund (1974), loans ia forcign
currency, and all loans by the Korea Development Bask, divided by TDC.
Source: Data from Kwack and Chung (1986 :130) and Hong {1979:128) for 1963-69
{ and (rom Yoo (1990:42) for the rest of the period.

Table A.20:

Sectoral Shares of Fo

reign Dir ‘ — i
1;:;2:59 X appraval .,::i',! Tavestment In Korea, Table A22: Kores's Selected R&D Tndicators
Agreh <0 196771 1972.76__1977-81 155585 78 _ 1963 1967 1970 1972 1976 1980 1981 1986 1084 |
Mining - 0.9 0.9 0.7 0.3 lgg.s 2 ; RED/GNP (%) 0.24 0338 048 0.29 044 036 0.65 1.82 2.0
Services = — 0.5 0.2 0.2 0.1 : govemnment 97.0 860 7.0 660 640 630 420 190 20.0
Manufacturing 92.;' 4.6 2.7 2.2 46.3 34.8 ‘ | private sector 0.3 140 23.0 340 36.0 320 58.0 810 809
food .965 845 76.9 66.9 52.7 64,6 R&D/Sales (%) na. 02 na  na 036 npa 047 163 pa
textile & appare) 22 I:-g 2.6 7.3 2.1 4.2 Researchers (10000 pop) n.a. ~ 1.4 n. 17 3.3 ma 54 i13 137
chemicals e 129 g;: Lo 1.8 2.2 Govemment (%) n.0. na  na 465 308 na 244 169 n.a.
Phammaceuticats - 16 03 23? l,“;; zg.f Universities na.  ma. na 360 412 na 409 340 oqa.
peiroleurn 10.9 2005 47 20 05 16 ‘ Private secior na.ta na 174 279 ona 346 48.7 .a,
zzﬂfmw _5 9.7 68 7.5 2.9 2:0 4 *Estimate Source; MOSTIIQBﬂ}andMOSnguoIed in Kimglgsg:haud Lee et al. (1991:1432)
p 6. 9.7 I 12, .8 . '
:[:nmcall 800ds and electronics 15.2 210 1g.g 2?.? 2'51.2 ;?; ‘
Otheny ™+ Squipment — 2.2 5.9 8.1 274 19.7 ;
Towt USS mittion a7 2187 g 120 68" Yy 5 &y
Source: Ministey of Finance o quorcd by Kim T-Tiwan (10R7:6) and Tark {1980:100); 23429 ? Table A.23: 0""2. ﬁ:“‘::;".‘lf":“':“fw?azs“"“““' in Korea,
— i —c2PEh_snd Tatwan 1970
; Korea _ Japan Jaiwan
fop 50| top 100 | top 100 tap 50 top 100
1970 338 44.6 n.a n.o, A,
1975 n.a n.a. 284 5.8 i
1977 35.0 44.9 _f.a 5.2 22.4
1980 n.a. n.a. 27.3 6.4 1.9
. 1982 315 46.8 n.a. n.a, n.a.
Souece: Tee ot al (1986).
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