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Economic Take‐Off



Never before have the lives of so many people undergone so rapid an 
improvement in one generation.

The Human-made Miracle
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Korea has been cited as one the of successful countries which 
has achieved rapid growth while maintaining relatively low 
income inequality.  

Rapid Growth and Low Income Inequality
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Absolute poverty declined steeply from 48% in 1961 to 
less than 10% entering 1980s. 
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Korea’s policy conversion towards outward-looking is the most dramatic 
and dynamic among the various policy changes in developing countries 
after the Second W.W .

Anne O. Krueger 
Trade, Foreign Aid and Economic Development (KDI, 1980)

Korea’s policy conversion towards outward-looking is the most dramatic 
and dynamic among the various policy changes in developing countries 
after the Second W.W .

Anne O. Krueger 
Trade, Foreign Aid and Economic Development (KDI, 1980)

I do not think it is in any way an exaggeration to refer to this continuing 
transformation of the Korean society as a miracle……
Never before have the lives of so many people undergone so rapid an 
improvement over so long a period, nor is there any sign that this 
progress is near its end.”

Robert Lucas, Jr., “Making a Miracle” 
Econometrica, 1993 (pp. 251-252)

Making a Miracle



8

Cheong-Gye-Cheon Stream in Seoul in the 1950s

From Poverty to Prosperity

With no natural resources, capital and technology……
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Cheong-Gye-Cheon Stream in Seoul, Today

From Poverty to Prosperity

However, Korea achieved the Miracle of Han River. 
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Growth and Development are Important

Growth and Development is the                              
best way to eliminate poverty.

Defining the poverty line as daily                           
living cost under $US 1.25,          1.4
billion people are living below the 
poverty line.

2,700 children under age 5 are 
dying everyday due to famine. 
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Economic Growth
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 High average growth
rates
 Rapid decline in income 

inequality
 Rapid output and 

productivity growth in 
agriculture
 Higher rates of growth of 

manufactured exports 
 Rapid improvement in 

Human Development 
Indicator 

 Higher growth rates of 
physical capital
supported by higher 
rates of domestic 
savings
 Higher initial levels and 

growth rates of human 
capital  
 Proper government

intervention
 Earlier and steep 

declines in fertility

Institution + Policy

All Happy Families Resemble One Another

Common Features of HPAEsCommon Features of HPAEs

BottomBottom SurfaceSurface



13

• One commonality: extensive and intensive government intervention • One commonality: extensive and intensive government intervention 

1950s Industrialization through import substitution under protection 

1960s Export Promotion 

1970s Heavy and Chemical Industry (HCI) Drive 

1980s Stability / Market / Trade Liberalization 

1990s Institutional Reforms 

History of Economic Policies

ECONOMIC POLICIES HAVE BEEN DISTINCTIVE 
IN NATURE FROM PERIOD TO PERIOD.

ECONOMIC POLICIES HAVE BEEN DISTINCTIVE 
IN NATURE FROM PERIOD TO PERIOD.
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Capital
Shortage

Weak

Technology Base

Underdeveloped
Private Sector

Abundant
Labor

Strong

Economic will

High Level of
Literacy

?

Economic Conditions in the early 1960sEconomic Conditions in the early 1960s

Economic Take-Off with Outward-looking 
Development Strategy
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Economic Take-Off with Outward-looking 
Development Strategy

Working Mechanism of Outward-looking Development StrategyWorking Mechanism of Outward-looking Development Strategy
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Education Investment Strategies

 Primary  Secondary  Tertiary Education

Sequential Government Budget Investment 

Steady Increase in Education Budget

 MOE Budget/Gov’t Budget: 9.8%(1963)20.7%(2010)

Heavy Reliance on Private Contribution

 High School: 50.7%(1965)61.7%(1990)44.5%(2010)
 University: 75.4%(1965)75.5%(1990)78.9%(2010)

Efficient Use of Available Resources

 High Teacher Salary  High Quality Teacher

“ In South Korea, teachers are known as ‘nation builders.’  Here in America,     
it’s time we treated the people who educate  our children with the same 
level of respect.” - President Obama, Jan.25, 2011
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Steps for Econ. 
Development

Economic Development 
Policy Education Policy

Phase 1
(1945-1960)

Agricultural Society, 
Rehabilitation, Seek for 
export-oriented growth policy 

Establishment of elementary 
education system and universal 
primary education

Phase 
2

1960s
Development of labor-intense 
industry (Esp. light industry-
oriented)

Expansion of secondary 
education, reinforcement and 
expansion of professional 
advancement education1970s

Birth of conglomerates, 
Promote policies of heavy 
chemical industry

Phase 3
(1980s-1990s)

Development of technology, 
knowledge, information-
intense industry

Expansion of higher education

Phase 4
(2000-present)

Enter into the Global Era, 
Transform into the 
information and knowledge-
oriented economy

Popularize higher education, 
informatization of education, 
lifelong education,  efforts in 
developing human resources at 
national level

Education and Human Resources
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Source: IMF, International Financial Statistics.

Bank of Korea, National Account.
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Industrial Dynamism
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Export-driven policy focused on promoting heavy and chemical 
industries (HCIs) in the 1970s

 Motivations:  To secure national security interests and competitive edge 
in light industry

* Nixon Doctrine (1969): “defense of each Asian nation lay in the    
individual nation itself”

- Reduction of US forces stationed in Korea by a third in 1971
 Confidence to move towards K-intensive HCIs.

Policy Shift Toward 
HCI Development

Mobilizing Financial Resources 
 Selecting National Champions(“Chaebol”) and

Protecting them

16

Towards Heavy and Chemical Industries

 Iron and Steel (Pohang)
 Electronics (Kumi)
 Petro-Chem. Products    
(Yeochun)
 Ship-building (Wulsan)
Machinery (Changwon)
 Automobile
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Policy Measures of the HCI Drive

 Reduction of direct tax, tax holidays, special depreciation of fixed capital, 
and temporary investment tax credits for selected industries

 Reduction of direct tax, tax holidays, special depreciation of fixed capital, 
and temporary investment tax credits for selected industries

Tax policy

 Exporters continued to have access to foreign inputs at international  
prices through tariff rebate system. 

 Exporters continued to have access to foreign inputs at international  
prices through tariff rebate system. 

Trade policy : strengthened protection of heavy and chemical industries 

 The government's direct intervention in the allocation of  investment 
funds among industries, firms, and projects– through banks and other 
financial institutions that were under government control.

 National Investment Fund was created. 

 The government's direct intervention in the allocation of  investment 
funds among industries, firms, and projects– through banks and other 
financial institutions that were under government control.

 National Investment Fund was created. 

Credit policy
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HCI Drive faced difficulties… 

Exports, Investment and GrowthExports, Investment and Growth
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< Expansion of Chaebols during the HCI drive

During 1974-78, it was not uncommon for the chaebols to 
triple their affiliates with new acquisitions in HCI. 

No. of affiliates
Acquisitions in HCI

1974 1978

Hyundai 9 31
Automobile, machinery, iron and steel, shipbuilding,
aluminum, oil refining, heavy electrical, heavy machinery

Samsung 24 33 Shipbuilding, general machinery, electric switching systems, 
petrochemicals

Daewoo 10 35 Machinery, automobile, shipbuilding
Lucky 17 43 Petrochemicals, oil refining, electronics
Hyosong 8 24 Heavy electrical, machinery, auto parts, petrochemicals

Kukje 7 22 Iron and steel, machinery

Sunkyung 8 23 Chemical, machinery

Samhwa 10 30 Electrical, machinery
Ssangyong 17 20 Cement, heavy machinery, shipbuilding, heavy electrical

Kumho 15 22 Iron and steel, petrochemicals

Kolon 6 22 Heavy electrical, petrochemicals

Source: Cho and Kim (1997), P92 
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Pitfalls of the Government-led Economic DevelopmentPitfalls of the Government-led Economic Development

Changes in the Development Strategy(1980-97)

Financial repression
due to prolonged

government intervention

High inflation and
large fiscal deficits

Over-investment in 
HCIs

Negative economic 
growth (-3.9%) and 
political crisis in 1980

• Inefficient resource allocation
• Macroeconomic instability
• Rising inequality

Change in policy stance:
“Liberalization and Stabilization”



Asian Financial Crisis and Reforms
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Causes of 1997-98 Financial Crisis

Increased 
Corporate

Failure

Heavy Corporate
Debt Leverage

Labor Market
Rigidity

IMF
Rescue Package

• Massive Capital Outflow
• Denied Rollover of 

Short-term external Debt

Deteriorated
Financial
Soundness

South East Asian
Crisis

Increasing 
Competition
from China

Declining Marginal
Productivity of

Capital  

Further Expansion
of Chaebols’
Investment

Decreasing Trend 
in Profitability

Reckless Financial 
Liberalization (?) 

Lax Financial  
Supervision 
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Corporate sector insolvency was the key factor behind 1997-98 
financial crisis.
 Decreasing trend in profitability combined with increasing trend 

in debt exposure since the late 1980s resulted in weak debt 
servicing capacity.
 Korean firm’s financial vulnerability was not a temporary 

but structural phenomenon in nature. 

 Decreasing trend in profitability combined with increasing trend 
in debt exposure since the late 1980s resulted in weak debt 
servicing capacity.
 Korean firm’s financial vulnerability was not a temporary 

but structural phenomenon in nature. 

Causes of 1997-98 Financial Crisis

Type I Crisis  vs.  Type II Crisis

 Type I: More traditional, Government failure
 Type II: Relatively modern, Private sector’s failure
 Type I: More traditional, Government failure
 Type II: Relatively modern, Private sector’s failure
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Note : (A) includes all subsidiaries of the top 5 chaebols and (B) excludes semiconductor companies 
affiliated with the top 5 chaebols (Samsung Electronics, Hyundai Electronics,  and LG Semiconductor).

Operating profits/total assetsOperating profits/total assets

Since the late 1980s, profit performance of firms deteriorated
except for the semiconductor companies affiliated with the top 
5 chaebols

Causes of 1997-98 Financial Crisis
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Why the declining profitability in Korean firms? 

 Korea was not able to compensate this loss in competitiveness 
with a rapid gain in competitiveness in technology-intensive 
sectors,

- due to its weak capability to innovate and adopt advanced 
technologies

 Korea was not able to compensate this loss in competitiveness 
with a rapid gain in competitiveness in technology-intensive 
sectors,

- due to its weak capability to innovate and adopt advanced 
technologies

Causes of 1997-98 Financial Crisis

Rising labor costs, combined with the emergence of low-
cost exporters such as China weakened Korea’s 
international competitiveness, especially labor-intensive, 
low technology industries.
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Why Chaebols’ debt leverage was so vulnerable? 

 Chaebols’ ownership of NBFIs resulted in excessively high debt 
leverage of the chaebol’s (insider financing) and poor performance 
of the chaebol-affiliated NBFIs.

 As of 1997, the 70 largest chaebols owned a total of 114 financial 
affiliates. 

 Chaebols’ ownership of NBFIs resulted in excessively high debt 
leverage of the chaebol’s (insider financing) and poor performance 
of the chaebol-affiliated NBFIs.

 As of 1997, the 70 largest chaebols owned a total of 114 financial 
affiliates. 

Causes of 1997-98 Financial Crisis

The collusive relationship between the chaebols and the 
chaebol-affiliated non-bank financial institutions(NBFIs) was one 
of the factors of the 1997 crisis in Korea.

The Survival of the Fattest !The Survival of the Fattest !
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Overview of Restructuring

Scheme of Economic Reform after the Financial CrisisScheme of Economic Reform after the Financial Crisis
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The Korean government attempted to establish the market 
discipline and reduce government intervention: The structural 
reform was extensive, covering most areas of the economy.

Restructuring

More specifically,

 The financial sector reform was mostly about hardware, such 
as cleaning up of NPL or ailing FIs. 

 The corporate sector reform improved the corporate 
governance system, revised bankruptcy procedures, and 
removed anticompetitive regulations.

 The financial sector reform was mostly about hardware, such 
as cleaning up of NPL or ailing FIs. 

 The corporate sector reform improved the corporate 
governance system, revised bankruptcy procedures, and 
removed anticompetitive regulations.
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Restructuring

More specifically,

 Labor sector reform aimed to make the market principles work. 
 The government provided a level playing field and sound 

macroeconomic environments through institutional reforms and 
the provision of public goods.

 It accelerated privatization of state-owned enterprises.
 It also made effort to find, nurture and develop venture 

businesses.

 Labor sector reform aimed to make the market principles work. 
 The government provided a level playing field and sound 

macroeconomic environments through institutional reforms and 
the provision of public goods.

 It accelerated privatization of state-owned enterprises.
 It also made effort to find, nurture and develop venture 

businesses.
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Overview
- Swift Crisis Resolution and Economic Recovery



Knowledge‐Based Economy
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Growth Patterns of the Korean Economy

 Previously, the forces of growth were capital and labor.
 Innovation is based on knowledge, creativity and exploration.

- At this stage, innovation and institution are more important than             
economic resources.

The Korean economy entered the stage of growth by innovation.
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Moving Ahead

 There exists a wide consensus on the importance of R&D 
and innovation for sustainable economic growth and 
development.

 Investment in R&D will increase continuously in order to 
promote basic research and innovation activities in all 
sectors and to find out potentials for future growth.

 Green growth has been emphasized as a locomotive for  
future.

Korea is moving towards more innovate and knowledge-
oriented economy.



World Economy at Crossroads
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Technical
Recovery

Two Speed
Growth
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2.4%

0.%

2.5%

1.1%

2013 2014 2015(IMF) 2016(IMF)

World 3.3 3.4 3.1 3.6

DC 1.1 1.8 2.0 2.2

USA 1.5 2.4 2.6 2.8

Japan 1.6 -0.1 0.6 1.0

EU -0.3 0.9 1.5 1.6

Germany 0.4 1.6 1.5 1.6

France 0.7 0.2 1.2 1.5

UK 1.7 3.0 2.5 2.2

EE 5.0 4.6 4.0 4.5

China 7.7 7.3 6.8 6.3

Brazil 2.7 0.1 -3.0 -1.0

India 6.9 7.3 7.3 7.5

Russia 1.3 0.6 -3.8 -0.6

Korea 2.9 3.3 2.7 3.2

* IMF World Economic Outlook (October 2015)
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 Trade Elasticity Decrease
- Trade Elasticity with respect to Income decreased: 

2.0 (1986-2000) → 1.3 (2001-2014)
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Preparation and Resilience of 
Korea Economy
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2013 2014 2015 2016

2.9%

3.3% 3.1%

2 .7%

3.5%~4.0%

3.0%~3.5%

Macroeconomic Prospect in the Short-term



Challenges Ahead
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Need for a New Source of Growth 
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 Korean economy’s potential growth is declining.
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Decline in Potential Growth Rate

Limitations of the Factor Inputs-Dependent Growth
 A slowdown of labor inputs due to the low birthrate and aging

population & A slowdown in growing preserve of the capital
⇨ Continuous decline of potential growth

 To boost the potential growth, total factor productivity should be
improved through science, technology, creativity and innovation.

< Growth potential of Korea based on growth accounting (%)>
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Source:  KDI. 
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Enhancing Potential Growth
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Trans‐Pacific 
Partnership
(TPP‐12)

Regional 
Comprehensive 

Economic
Partnership
(RCEP‐16)

Free Trade Area 
of the 

Asia‐Pacific
(FTAAP‐21)
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Summary
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Lessons from Korea’s Experiences

Korea did not pick up the winning industries until the 1970s.

 Since the early 1970s, HCIs were selected and national winners were 
born.

 Since the early 1970s, HCIs were selected and national winners were 
born.

Major contributing factors for growth were: 

 Growth with job-creation, initially led by labor intensive export promotion 
and moved to HCIs.

 Broad access to education and raising technical know-how 
 Leadership – vision sharing between government and private sector, and 

political stability
 Promoting spirit of self-help: Saemaul movement and workfare
 Pragmatic and flexible policy approach

 Growth with job-creation, initially led by labor intensive export promotion 
and moved to HCIs.

 Broad access to education and raising technical know-how 
 Leadership – vision sharing between government and private sector, and 

political stability
 Promoting spirit of self-help: Saemaul movement and workfare
 Pragmatic and flexible policy approach

 Followed comparative advantage
 Actively integrated into the global economy 
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Summary

Koreans are overcoming the recent crises 
successfully.

We are ready to make another miracle,

 Automobiles, shipbuilding, electrics & electronics 
all ranked between 1st-6th in the world.

 Digital TV, display, next generation semiconductors, mobile 
communication, bio-tech will lead the Korean economy. 

 And we have outstanding infra and human resources.

 Automobiles, shipbuilding, electrics & electronics 
all ranked between 1st-6th in the world.

 Digital TV, display, next generation semiconductors, mobile 
communication, bio-tech will lead the Korean economy. 

 And we have outstanding infra and human resources.

 Improving market environment,
 Upgrading the quality of human resources and R&D,
 Enhancing the rule of law, and 
 Actively participating in globalization.

 Improving market environment,
 Upgrading the quality of human resources and R&D,
 Enhancing the rule of law, and 
 Actively participating in globalization.

by
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The Road Not Taken…?  
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