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Korea's Experience with Egp@tnlcsﬂ Indugtrlel Dovalepmaomd

by

lavry E. Westphel

It is widely known that Kores heg aschieved renorkeble svoesess

gs an exporter of mamufactired producis. Iless widely sppresciated, hewever,
are the circwsgbtences woderlyivg Koren's @oort pirliorzrnes and the rols
thet trade expapsion has played in ite irdusteriel developispt. Several
pajor pleces of research inbo these questicns heve racemtly been ecsplebed,
and the pwpose of this psper is to swmerize thole r@@ultsol As weat
of the resesrch swvayed hore was cooducted during tho encly 19703, debadlod
empirical results largely pertainm to the 195Cs apd 195603, | Howeves, There
and as possible, this paper vpdates the sonlyeds iute the 19703,

| The discussion is crgewimsd as follcyge Sectionm i mgﬂy
treces the histery of Xorea's ludustelalisatiem sineo 1955, with o porbticn-
lar focvs on strategy and poldsy. Scetien 2 them crovdnis et
incentives and parformence in grester debail, whils the rele af twnds
gipavngion in Kerea'ls industriel dovelopmant forms the svbjecy mabicr ef
Section 3.  Dstalled estirates for 1968 of effsective provectiem amd

gubgidy rates are summerized im Section L, vhers the was of thene o

1/ Siadlar summaries can be found iv Kim (1975) end Frank (1976), Based
on the then available material, Balassa (19{1) mrovidea 2 umedul
suwey of Korea's developmiont through the 195603,



evaluate resource ailocation and/or to guantify the d@twmm@- in the
Karesn comtext is #lsa considered. 'mé peper concludes with & briel
discussion of the relevames of Kacea's ssperience to peli@r melder in
cther developing cowrtries.

i/
Te Higtorical Overview

The Republic of Kares, often roferred to as South Borea (=od
here simply as Kerea), was crested ob the sod of Werld War II by tho
partition of the Koresn pemimsulia, witich hed been occupled by the Japaness
since the early 1900s. Under Jspaats colopdsl adefnisteration, cgricuives
had been iztemsively develcpsd in the Scuthern half ef the pesndrisuls te

prazoie eparts of foodstuiis to Japan. In twn, iedustzdel develesms
had heen swppressed wibil shartly befers Werdd Wer IT in ¢rder bo regerve
the Emrean market fov Japan's mamwfectaored apetp. A chonge in @@Emﬁ.al
sconamic policy shemming from mobilization sxd the subgequecol war led
to the establishment of a small "modornY mamilactveing seckar bo gupply
war materiel as well as local demsnd fé‘@' light congumsr goodSe

Economlc activity in the South wg;ga derdnabed whil eppreinebealy
1955 by adjusiments first to partition and then vo the dlsleeatdews
caused by the Koresn War., Thus the Koresn scopemy's gtrmstore iz 1955
' wes mach the same as it had bean Xeft ot the end of the Jupawsse eccrpotion
and still reflected the effects of Japensse colonisl scomexic policies.

1/ A detailad account is given im Frank, Fim, end wesbgm,- {1975),
%.apca‘fs 2 through 5 and 1.



¥amufacturing accounted for only eight parcent of WP, whils mecrly
48 percent arigimsted in the pmmary sectars (see Tebles 1 balaw). Dus
to the disruption and aftermath of the Koresm Wee, wmports weee bWub
1ol pereent of GNP, while wssmfactored ceporbs wero vizbually wdl.
Ecrea's industrisl strebegy dirivg the last helf of the 1950s
was predeziﬁ.nantiy cne of impert substitubion. Iarge scals purcheses .
of won (the domestic cuwrrency) at the legal exchangs rabe by the residsub
UN militaxry sstablishment provided & wejor moblvaticn to medntedn em
overvaluad lagal rabe, from which a complex girusitwes of milbiple ecuchougs
rates evolved to resclve recwrent belance of paywonts prcbloms. In
addition, high tariffs were iwpesed em imparbs hoving domzstleally praducetd
gimilers, wostly fimished produchs, aod the govermeent iverensingly r@@i@& |
wpon quartitstive impart restricticss as mn additicunl Feesmeo te effech
the progressive devaluvation of %k2 won. Under these policics, vhidh e
balance appsar to have favered impart evbstituticn over eeporis, Koven
camplated the "sasp" phase of import substitubion fer pondwrshle covcwmer
- goods scrstime around 19560,
. Nometbeless s the stert of the repid and sustednsd @E@ﬁﬁ@h of
Kerea's exports dates back to the labe 195Cs., Exports in 1956 vere culy
twe thirds of their ‘real vadue dn 1953, the lezst Feoer of the Horcew Wer,
They began growing rapidly in 1957, so that im the Collowing year the
real valuz of exports swrpassed thet in 1953 by neerly 16 pareant.,  Ta
cwreﬁt dollars, é:z:pcwts in 1960 wera $32.8 willica, of which chemt 13 perecit
.(b;v‘ SITC classification) were mamfactursd products {ses Tabls 3 im



Section 2 below)s. The principal imcembive to emports durding this peried
came from the multiple exchange fate system, bonder which expect earnings
vere converted into fareign axchenge sertificates thab were traded st &
prewium in a free market, F@éast direct cash svbwidies wars also ussd
for a shart time. The varisty of export incemtives discussed below in
Section 2 that were operative over most of the 1950s snd the first half
of the 1?705 wers not yet im farce. In fachk, it was mob wmbil 1959,
when tariff exemptions on lmports of raw smtarial for use iﬁprwlmi% |
exports were Tirst granted, that loy elawumbts of the leker aﬁt@a bsgan
to be lmplemsnted. ,

The first five years of the 19603 was & peried of soeinl,
politicel, and econcwic insbability during which there were s moumber of
atteapts at policy reform and ecopciic liberalizotiom. Upon talkisg |
contrel in 1961, the military goveromsmbt dwwsdistely complabsd the tesk
of wnifying the exchange rate that had begun uwrder the civilian authorities
who had replaced Singman Rhes after the Student Revolwtiem .in 1960, Toe
tr‘amition te the uwnitery exchange rate did not spprecicbly wtfect cuport.
© dincemtives, since the rate established in 1907 was semsvhet Lowar than
the pre-existing free markst rate on export cerminge. Experters, horaver,
began to benafit from an imcreased reange of incentives, jucluding @mm_@n
from indirect texes both om majar impubs smd en expart sales, @redit

subgidiss which progressively increased both in the terms axd svailsble

volima of preferential loans, and lowsr (by 50 pereent) direct tex rebes

1
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cn ingome earnsd through export activi‘%ye And, on erpert prrloarmancs
eriterion was far the Pirst time eatsblished as the basls for mronbing
imparters' licemses. In twrn, as a reswlt of 2 degiive im U.S. gramt
aidy, import controls were gradusily tightensd by msans of ldeswsing
e ough S@ﬁﬁ.mml trads prograns (shich slse Inclvded expord bErgeba)
variable tariffs, and selective impart prokiditicos. |

Toe liberalizetien philoscphy that had emarged bub lergely beey
thuarted during the early sinties took firm hold after the elostion of &
nomingl civilien govermment wmder Chupg Hes Pork iz sarly 196k.  (Prasidess
Park still rewains in power.} IBnstesn sizby-fom and 1965 were thus
years of major and successful policy referms ia o mmher of eveas; ey
also saw the egbeblishwent of an sffective sywbem of showt avd madiwn
term (indicative) pl&nmng}/ With respset to exchanss rete policy, o
balence of payments crisis v 19563 bed 1sd to the re-latreduction of a
maltiple ezchange rate sysbem. The vndiory exehanse Fote wos sUhSCTRTHIy
restaesd in 196k, when the efficiel won-deller exchense rate wow goerly
dovbled for the second time im thves yeevs. Agedn, however, the dovelues
tion was used priwarily to slmplily the axchense regims end to offach
dowsstic inflation, rether then to incresse srpwt ineombives. Tho wadbeEy
emchange rete has since bsew wsimtainsd, with paricdic develmeticss to
edjust for a higher inflaticn rate im Keree than in 453 major troding

‘i/ For a comprehensive description evd analysis of the @@@pl@t@ gab of
refarms, see Gole and Iywan (1971) avd Prom (1973); for o desariptiem
and evalvation of planning in Korea, see Adslman {19569} ond Wesitphal
and Adelmen (1972) respectively,



partners. .

Other refarms during this pariod included an incresse iz commer-
cisl bank deposit and lending rabtes, which increcsed the latter from 16
to 26 percent; a price stabilization program, which successfully 1c%ared '
the rate of inflstion; and, a revislm o;tl the adulnistration of direct
taxes, which was required to maipteln a :eé.aombly high ratio of bax

cocllections to GNP. These reforms ware impartent in channelin
private savings through formal-gsectar financial -dimstitutions and in
gensrating higher savings. |

Impart comtrols were gradually relawsd follewing the 1%6hL

devalvation as the nvmber of items eligible for unrestricied impert

incressed. However, 1t was not wdil 1967 that e wajer step was balem
in Liberalizing import restrictiors through a switch from the so-celled
"pogitive" list system, under which culy theosze caamodities listed ln the
trade progrem nsy be imparted, to the “negabive® list gysziem, umrder wixlch
a)) comiodities not listed may aubomsticelly be imported withowt regtric-
tion. In twn, the tariff structure that had arigimslly been areeied in
1949 remained unchanged uwntil 1967, except for & miwte rovisica in 1957
to provect recantig emsrged demeshic industries. But the teriff reforn
undertaken in 1967 witimately led to vary few chenges.

To sumerize: indugtrisl incewtive policies watil rougaly 1960
were those typically associsted with an lmpart subshitviicm rogima, |
though exporiers’ receipts of foreign exchenge were s0ld in & froe merkeb.
-Over the mext five years, s wodestly oubward-leoking set of inc@é‘tiva
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policies was adcp‘téd along with a peclege of wmonstery-fisecal refcres
designsd to reduce inflabion and dncresse demsetic sxviogs. By 1985,
expeters were oparating wnder a free trede reglums with e reelisticelly
valued exchange rate (see Section 2) impart comtrols were gbeadily
being loosened. On the obher hand, preoduction for the demsstic murket
was protected by teriffs ad the remsiming rpert comirels, while o spall
list of import substitubing imdustries received mesy of the sems jmesm~
tives granted to exporters. With bubt wine excepbicos, isdusteicl
incemtive policies have remaized roughly unchemgsd simes 1565, thouga
there appears vo beve been a2 cowbivmal tremd %@m&d ibereliiziag izperd
CORLPOLs o | _
Under the ilwpetus of Luport svbetitubtien fer songwise goods,
real value added in manvfacturing rose at an enmsl cewpound rove of 10.3
percent during the latter half of the fifties (sce Table 1). Bub, a8 &
result of political and sconomic ipgtebility between 1960 aud 1985, the
growth of meamsfacturing velue added was less then 7.0 perceut im both
1961 and 196lL, though rates of @a@tmﬂ than 13.0 p&fce&t were asbisved ia
1952 end 1963 ilmmediately after ﬁh@ Tipat attempt ob policy refermz.  JTb
the decade following 1965, the memufacturing sector hes growm ab on comvel

- compound rate of 19.9 percesmt, In twn, the mronh rate of real exporis

since 1957 has been 27.1 perceunt pﬁr sopimie  Over the past 18 yosrs, the
share of commodities im tobal expoarts has risen Dram rovghly 50 peresnd
to more than %0 percent,; whlle mapnfaciwrss bave incressed frem avovnd

tenpercent of total commedity exports to slightly mare than 80 peresst .

o
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Rapid growth of Karean exparis clearly pre-dstes the swscessfully
implenented policy reforms of the mid-sixties. But this s wob ineco-
sistert with the growth of exparis heving been stizmlated by export
incenmbtives, sinc’e the real effsctive exchange éat@ for axparte was perbaps
higher in the late 1950s then it hes been sluse (sco Tsble 2 in Section 2
below)}e Firthermore, exports initially grew from on axtremsly small hese,
wille their growth accelerated after the 1564-5 refarms. These referss
are thus most properly credibed with haviog laid the Poundebicus for
coﬁtmd rapid 'mpcu"t growblh anes & larger bese Eaa.zso:l besz estebiished.

Theyr were the concomitant of the g@ﬁm‘t's decigion o sdopt & gtravegy
of export expansion when fuiher opportunities for dmport suvbstitubien
wero oty to be foumd in .:S.mfm‘.:adiate and dureble goods rucke technaleglceal
econcmies of scale and the limited domstic merket in the early 1660s
precluded establishing efficient size plants. Thls declaicn wao Zirmly
reached, h@z@werg only after épezzﬂi@d off uneven iﬁﬁwsﬁri&l @me

A5 to othar indicsbors of Kavea's develepesmh performence, resl
per capits incoms imée&.sad st an ecrual cempousd rote of 2.2 parcsmb
befare 1965 and 8.2 parcent thweafmroy Durestic sarings roéa from
1.6 parcent of GNP in 1960 to a peak of 22.9 p@zmant in 1573; investmant
also imcreased quickly, starting ot 10.9 percent of BiF im 1950 amd reaching
an all time high of 31.h percent in 197h (based om current price flgeres).

1/ According to the 1975 Werld Benk Atlszs, Korea's per eapite incoms in
1973 in U.S. dollars was $LO0.
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In turn, the share of exports in real GNP rose by over i:a.ﬁ times betveen
1960 and 1975. All of this amounts t9o an impressive growbh pari’or*mmce
over most of the past two decades. The Korean ecopomy bas alse performsd
well with respect to employment and income dismmi% es will be
documsmted in following sections.

2. A Closer Took at Export Incemtives end Performance

As was observed im the previoas aeetién, en incewtive system |
that generally favored exparts over impoart substitution ia the M&ctm*ing
sectars was not firmly éntremhed watil evoupd 1965, thoush experters
benafitted from s free markst exchangs rate iz the last half of thé .19?50@
while various expart incemtives came into beinmg im the ssrly 1960s. It
1s virtwally impossible to estimammmmmmazy tue impact of the
varicus incentive policy changes thet took place belwesn 1960 emd 1985.
This is partly due to the unkmown effect of impert caxirols om the c@s‘b
of export production, espam@y in paufacturing, prior to the grautiog
of free access by exparters %o imported raw materials. In buenm, import
controls make it impossible bo determine the degree of protection afferded
production for damsstic sals frem bariff information slome.  knd, it is
not the sbsolute lsvel of -wpwt incentives thet comcerms ws, but rather
their relstive level vis-a-vis the incentives granted to demestic sales.
Detailed comparisons of domsstic and world merket prices have baen made
only for 1968; a discussion of the results of ‘uhis smvey is paatponad
to Section L below.



Here it is necessary to reoly wpomn sstimates of the effective
exchange rate for exports %o gain soms impression of the tremd over time ..
ir expart incenmdives. Tsbls 2 prosemts these estimstes, wolch lwmclede
the value (per dollar of experts) of those incemtives for which guarditative
informetion is available. For comparison, also shom in the teble is
the effective exchange rate for Ilmparts, the nerdnal value of which egoals
the official exchange raie plus averags customs duties and bterif? ogquive-

lents (o.g.; premia paid to purchase fareign exchange cexrtificates Lrom

exparbers) peid per dollar of imports. It should be felly wdergboed,
however, that the effective exchange rate for jmports is a virtuslly
meaningless indicatar of protection froem campeting imperts due te the
- mesence of lmport controls throughout the peried c@?@@.@dg in the tabls.
The most iupertant incsutives to emperiers by 1985 imcluded
wrestricted access to and tarif? exmmpticns on imparted rew meteriols
| and capital goods; generous weshbege allovences in determisziag duty apd
irdirect tax fres raw materisl dmpurts, which pacpdtted the use af sews
of these imparts to produce for sels cn the demsstic merkst; ememption
from payment of indirect taxes both on major raw material ivputs and om-
expart sales; a 50 percent reductien in direct texes ou inceme earpsd .m
exportings access 1o svbsidized short apd wmedivm berm credit %o fLinsnce
working capital and fixed invesiment respsctivelys. and, rats r&d@&i@m
on several overhead iuputs including electrieiby and vallrced trapspert,

vhich were intemded at least im part to compensate for peyment of indivest
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taxes included in the normal charges far these lrmputs. Inforpstion is
not available regarding the valﬁe of the excess of the wasitegs allowance
over actual wastage in production for expart. BExoept for this svksidy,
the difference between the nominal effective axchange rabe far exports
versus domestic sales ard the official exchange rate, both of shich ave
showm in Table 2, is equal to the tobel velue of the incemtives listed
per dollar of ccmdity expartas. ‘The differsmoe also imcludes the
premium on export sarmings under the multiple exchangs rate syctem whem
it was cperative. However; it excludes the velus of the expori-impart
link system which entitled exparters to import certailn “poplar® items .
which were not otherwise approved for impert.: Tols sysben was vsed
extensively as a means of subsidizing exporbts durinmg the lsts 1950s and
first half of the 1960s. It has since baen used omly intermittemtiy on
a mae ar less ad hoc basis to offset axpariers temparary leeses dus to
market fluctvations ar emtry imbo nsw msrkets, and by now it hes almost
‘been completely abandoned. ' '

Same of the incentives 1o exporters listed shove ars net genuwine
subsidies. Except where there is over-rebating, the essmption of expert
‘sales from indirect taxes on the séms products sold domestically merely .
establishes tax neutrality under the desiimstion principle that exespts

exparts from indirect texes while suck taxes are impossd on ixports. In
turn, while ex.e@“bicn from bariffs on lmported imputs and from :!.ndireeb-
{;a;x:es on major inputs regardless of source favars epeEie vis-gevis -

production for domestic sale, this meesure enly relieves exportars from a.
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burden that would put them in & disedvantegecus powibicn as cosmbered %o
exparts from other countriaso The effect of perpditing exporters teo
have free sscess o H@m“t@d irputs whils restricting access in the @ag@
of production for the dopsstic merkst is th@ BE®3 o

Fia-a-vis warl” markst prices, the sffect of thess moeswwes is
simpl@r to subject exparters to & frop trads mgﬁ@;@g epext frem mimor
inputs (mostly nomiradsbles), whose prices iﬁ@lﬂﬁ.@iﬁ:@lﬁ&@@t bacone end
tariffs lsvied at all stages of preduction, eamerters pwolise tb@ir
ivputes and sell their exbpute @:"a‘ werld priess. Cumrive awmperd gubsidisg

tius inclnded prewia om the sale of cwpert Toccipte wnisy the miltdpls

spgs rabe system, westage elluwazess to the exieut thoy in GEeess

. of actuzl wastage, direst tex redustioms, aredit Eelerencsay p:@%‘@m;@s =legre

part of the rate reducticn on mh@ad impate, opd prefibs dus o the

. exporteimpart link system, With the cmseptions noted ebeve, Hho @iffemﬂ
between the absclibe namlnal efféstive enchings sote &od the effisiel

m@mge rate (see Table 2) squals the swa of dhsss s@?@si&i@@ par dolilew

of eporis.

The absolute nominsl affective exchange rate Lor exporis

indicates the average mmber of wom in cwrrent prlees received par dollar
of exports, also in cuorrent mrices, Asswrlng vhot the prices of &

- country's exparts move in parallsl with foreign price moversmbs, FLbi-
plying the nominal effective exchange rate by an ivdex of prices in
oversess markets yields the mumber of won in curremt pricss rocsived paw

dollar of exparis, the latier in copstant prices. Tasm, definting vhe
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Exchange Fates for Exports snd Imporis:
(Won per U.S. dollar

Effective Euchenge Rates

For Exporis For Imports
ﬁbm;gal Purchasing Purchasing
Cfficial = Versus Power , Power
Exchange Domestic Parity Parlity
Rate Sales Abzelute idjusted Nominal Adjusted
1958 50.0 N.8. . 1165.2 280.86 64.0 155.9
1959 50.0 nod. 136.0 325.6 82.8 198,2
L960 62 o_s o8B ]JLT 96 319 06‘ 100'02 216 n9
1961 127.5 T3, 150.6 289.1 C147.0 - 282.2
1962 130.0 151.5 11,2 2L6.0 kb 255.1
1963 130.0 1894 176.7 257.3 C1L6.1 215.7
1964 214.3 283 .k 263.0 285.0 2L7.0 - 267.6
.l.965 265 nh 30;.”. c_6 2?3 &0 i 2?3 40 . 293 nl 293 el
1966 271.3 322.9 281.6 266 .0 296.1 - 280.0
1967 270.7 333.2 285.L 256.3 296.2 2660
1968 276.6 35i.3 291.8 2h6.1 302.5 255.1
1969 288.2 363.3 302.9 2kb .5 o 312.7. 254.5
1970 310.7 397 .2 388.¢ 253.6 336.4 - 260.1
19?1 3!&7 u? L‘.SG@? ! %Sca 263 95 36905 ) 26692
1972 391.8 L182.7 hoz.3 261.0 wis .2 269.3
1973 398.3 489.9 405 .7 281.0 117.7 289.L
1974  LO7.0 518 .2 11%.6 253.8 B2 .0 259.0
Scurce: Figures for 1950 through 1970 taken from Frank, Kim, end Westphel
[1975], Tsbles 5.8 and 5.9. Figures for 1971 through 197h taken from

an unpublished study by Kwang Suk Xim, Korea Daveleopment Instjiuie, Seoul.,

Notes: Figures are annual averages.

Conceptually, the absolute nomingl effective exchangs rate for enporis
does not include the average {per dollar of exports) valmwe of iudirect
tax and customs duty exemptions, whereas the nominal sffective oxchangs
rate versus domestic sales does include it. The data required to ¢rleuw
late this average value are not available prior to 1962. Furthermore,
separate estimates of the average velus of direct and indirect in%ernal
tax exemptions are avallable only for 1968 through 197h, sa that %
absolute nominal effective exchange rate for exports shown haore ezcludes
(for all years) the average value of dirsct tax exermiions as well.
Direct tax reductions on income earned from export ectiviiy were

granted starting in 1962 and were abelished in 1973, The aversge value
of this subsldy between 1968 and 1973 is shown balow: ‘

The purchasing power parity adjusted effective exchange rate ls the

nominal (in the case of exports, absolute) effective exchangs rate maltiplied
by the ratio of the forelgn price lawvel to the domestic price level. It 1s
thus & "real" exchange rabe. (The base year is 1965.) The effective

axobangs rate (both sogidnal and resl) far imparts is besod om seveal

tariffs ang tariff aquivalenms, net op thair legnl valnaaﬁ from wadch
there were widespread exemptions and reductions.
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figurs so obtained by an ivdexr of domestic prices giv&é ’"Zi::h@ mbw of
won in constent prices received per dollay of axperts, also in comsbeat
pr:i.ces; The resulting (2bsolute) pwchésingmpwernpaéi%j sdjusted, o
real, effactive exchange rate for exparts is shows in the Tifth ool
of Table 2, - | | |

The average level of the real effsctive exchangs rate for
exparts between 1961 and 197l was 262.7 with :'_the'@”@em valtz@a"‘(ae@g'
246,00 (in 1962) and 289.1 (dn 19%6%).  Over this p@i@ds the rangs isthus
only 160k percent of the average. The rabe wes ket Lrom ereding H00 o
greatly betuwesn devalvetions by temporary M@&E@S in mabsidy mt@@o
(By giving ammal averages of the official acdzang@ r&t@, Table 2 m.kea -
it appeer that devalustions occwrad mare’ framﬂy then thay in faeh dido) :
In turm, relative to its eversge over th@ pm@@ding i‘ive o gix yeers, th@
- real effective exchange rate for @fp@*‘bg imz*e@,sad @@pr@eiably in the
1&‘%@ half of 1972 and eexldy 1973, by mmh BOLS %h&n is appww% i‘r@m
: tha anmual averagegs. In respomse to this es well os otha:rg lese ‘b?mit@@y
imd;ee:t»iong that expart incemtives ware p@b&@a yi@ldimg mcasaive rrolive,
_ the goveromeub abolished a mmbar of incamtive meeswes. : Thys @@@t@m |
now mo longer benefit from lower direct bex rebes or aummﬁié Somi L )
exempticns on 'i;@@é‘tad cepitel goods, wWhils wastage allemnees have
declined as have credit stbsidiss. B@;wﬁ:s‘: nonstheless contims *@c geon
rapidly, though thers was e temperery drop in thelr grovth rate es &
result of world market conditions in 197h. |
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The real effective exchange rate far exports shown in Table 2
is of cowrse only a very crude imdicatar. It would inmcresse the mrecision |

of the estimates as an indicatar of profitabdlity if the nomdnel exwchange
rate ware m;tip_]ied by an index of expgft unit valuss ar export grlces
atroad rather than by or index of the geusral price 1@@1 sbroed, Equally,
the overall domestic wholesale price index should be replaced by a.n index
of wholesale prices wadghted by e@grt 'voluma ii‘ @@‘s c@cm is }iith_
profitability relative to dmmstn.c seles or by a iﬁ:dmz of m‘@dﬁstion

g

- costs if ome's inmterest is in the ebsclube (r&th@r thea r@l&tiva) moﬁtam L

bility of experts. Iilewlse, ths precislon of the _&atimtgs an an
indicatar of competitiveness would be in@éaaed ‘by‘ using indices of
domestic and fareign ;n'oducbi.on coate in place @f rics im:lics&o Tngob-
Mshed refinements of the wtzma,tes :b:m the .La‘btw direc@i@:n by Bala B&lmsa
confirm that the cmatitivanass of Korea's experts in 'i%h and 1975 was
slightly m'es.t-er tha.n in ‘bh.a late ‘59605, while it h.a.d aehiav@d an, mm
level be‘bween 1971 and 19739 _ o )
Contimed rap::.d goﬁh of mt& has been associa‘bad with a
relative]y high and sta.ble real effactive exc:hange rate, ‘bu'b afi‘m*ts to
torove® the .;eil.a\.a.gnsha.p statistically have not yielded nobebly rebust
conclusions, owing largejy (and somewhat paradaxicslly) to the relative
stability of the exchange rate. Nemetheless, based om rg@:pasibﬁs of
real exports against the reel effective exchange .ratje versus damsgtic
sale, fiank, Kim, and Westphal (1975, ppe 3,5-86) conclunde that "... the
. responsiveness of exparts changed sharply after 1963.... Befare 1963,
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sensitivity to exchange rate policy wes lacking baceuse exparts.. Ware
insignificant apd because the sys‘hem of meltiple exchange rates... wes
very fnefficient." It appearsz thet two other factors weme elso ab werk
making exparts more highly respomsive to the resl effective axchenge
rate afber 1963: it wae orobably not umtil 1563 o shortly thereafber
that the govermment's imtention to stebilize expartars' profits &t
rélative:!?y bigh rates was clearly perceived; and, the gepsrsl capacity
of the econamy o produce, waich did moh begin empanding rapidly wbil
after 1963, may have been an importemt factar. |

As bo the overall effectivensas of Eorcan exchesge rote omd
incemtive policies,; Frapk, ¥im, ond Westphal {1975, Chepters & cwd 9)
develop and egtimate & simmlbeneowvs equation model teo de@@@@mté’th&t the
historical values of the officiel exchange vete, teriffe, swd gtbsldics,
token together, nearly resulted in achieving the wmeimom potepniald grevbh
vate. Cozbiunipg subsidiss on exports with teriffs on lmparis, the
aptimal officisl exchange rate wes found to be aobout egual to the his‘%@?i@&'l
rate, though to yisld the mewimel growth rave taclff collsctlons ghould
have been gomswbel high@ than thay actually were, wilch wevld bave
yielded bigher govermmemt savings, imes‘bmm 9 acd thus grosth. Upder
“the bypotheticel meximal growth reglms sbarting in 1960, rezl GUP by 1970
would havé been rooghly seven pércent higher tham It actually wes.

Ewort Periormance

In response to stable and adequate incembives, exports have mot
only growa rapldly, they have also becons more diversified, Toda wry be
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seen in Table 3, while the following discussion is based on scmewhat

mare detailed statistics. The most impertant items in Kores's exparts

in 1960 were primsry products, including (im arder of their impartance)
metallic ores, rice, crude animal and vegetable ma;tem'ia.ls, fish, and

dried seaweed. Woven cotton fabrics were mere than half of experted
manufactures, which in twrn accounted far less than 13 percent of total
commodity experts. The share of mamifactures. grew rapidly after 1960,
reaching slightly more than 50 percemt by 1965. Clothing, plywood, woven
cotton fabrics, and plates and sheets of iron end steel sach accounted

for more than five percent of é._oumdity exparts in that year. By 1970,
clothing had grown to more than a quarter of Korea's exparits of goods,
plywood and textile fabrics were each mare then ten percent, and elactronics
were approaching five percent. In turn, the ability of Karean embrepre-
neurs to respond aggressively to world merket trends was shown im the

rapid rise of wigs and human hair experts from nil in 1960 to sbout 12 per-
cent of commodity exports im 1970, These esparts later declined in -
value, falling to one and a half percent of exports in 1975, es the spot-
light of fashion turned away from wigs and false ayelashes.

The composition of Korea's exparts in 1975 was well divergified
by comparison with other &weloping sconomies. Exporis exceeded one |
hundred million U.S. dollars for each of the follewing items in that year
(listed in order of impartance): woven btextile fabrics (of whiech cotton
fabrics were less than ten percent), electrical mchinerzr ard appliances

(including electronics), miscellzneous manufactures, fish, plabes and
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sheets of iron and stesl, vencer shests and plywood, foatweér,- transpart
equipmsnt, clothing, memfactures of mebal, and nomstallic minerel
memfactures. Together, exports of primary products ;m._mded in SITC
categories O through 3, wiich had represented more then 80 pevoemt of
commodity exparts in 1960, totaled $925 million, which was less then the
combined expoarts of woven textile fabrics pius electricé.l mchiM' and -
appliances by over $1 50 million. Exports of rice, more then tenm percent
of the total in 1960, were mil after 1967. -

" As is shown in Table L, Karea's exparts clessified by destinstion
also bec#m less concemtrated as mamufactured exporbs grew. Japan's
ghare fell from nearly two thirds in 1960 to 1ittls less then ome fowrth

~in 1975, while the share of the United Siates ross from mearly seven
pereant in 1960 to almstl ona half in 1970 belerse mum %o roughly

36 percent im 1975, In twrn, Karea's exports to Emrope and the rest of
the world increased more than proparticnstely, with those to the ¥idale
Fast rising parbiculerly fast afbar 1973,

gions regerding the sources of Kerea's cpert performsoce. ALl of these
explain Korea's success in terms of its apecisl relationship bo the Wmited
Statyeé and Japan. The data in Teble b show that tﬁ@ share of Korea's
axports 4o countries cther tham fhe United Sta%as and Japsn increased

frap 30,0 to k.2 percemt between 1960 and 1975, which is mot comsistent
with this explanation. In turn, an analysis by Cele (1975), ammm
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that Koreais share in Undted Statest imports was less than that of Taiwen
apd Hong Komg throughout the pericd covered (1962-72). . In 1982, Keven's
share in the United States' import market was 0.06 percemt while Taiwan
and Honz Xong had shares of 0.3 and 1.0 percent respectively. By 1972,
Kores's share had riser to 1.3 percent and these of Telvwen snd Heng Koog
t0 2.3 percent each. With respect to Jepan's irperts, Eorea's chere
senerally fell shart of Taiwenis bt excecded Hoag Zong's; thess @@@@ri@a‘
shaves in Japan's imparts in 1972 (1962) vere 1.8 (0.5), 1.8 (1.1), aud
0.5 (0.3) parcemt respsctively., At lsaghb to the axbemd thad H@:@g Repz
has mo special relationship with elther the Unitsd States or Jasex, those
comperisons do pob augg@at shat Eareals exparts wers partienlorly Lavered
| by its ties with thsse ecountriss. '.Ifmry de, E@H@v@@g.éﬁ'i’@ usefal
perspective on Just how successful Zorean eporters bove baem ab penctera-
ting foreisn merkets.

Io fach, with but ome exceptiom, Koreon exports beve »ot recelved
spaclal preferences unaveilable to othsr develepipg conmtry experbers
frow sither the Teited States @ Jepem. 1The @g@@p@m stcarred during
the Vigtnaw War, when Koresn exporters wers granted g;p@@iél pﬁ@@f@@?’@@.@@‘ in
wllivery procwement. Hovever, experts wder militery procwrersmt did
.n@t begin wrtil 1967 and averaged cnly 3.h pevesnt of bobel eperte over
the seven yesrs to 1973, | Toe wexiiom cextribuweion 0 Hovea's amweel

. ‘ 1/
eporbs ceme in 1968 and wes 6.k pevcenb.

i/ ¥Frank, Kim, and Westphai (31975), pp. 77-8.



United States
Japan

Europe

Other Asia
Regt of World

TOTAL
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TABLE U

- Destination. of commoditx'gagorts

1970

1960 1965 — 1975
2.2 6.1  61.6 35.2° 395.0 L7.3  1,5%6.3  30.%
20.8 634 L3.9 250 2339 2.0 1,292.9 25k
L.6 1L 2 12.2 76.0 9.1 | $36.7 18.L -
3.8 116 1.8 23.9  81.8 . 9.8 760,0 1.9
L b3 6.3 _ 3.6 476 _5.7 _555.2 10,9
32,8 1000 1751 100.0  835.2 100,0 5,081.0 100.0

Source: Bank of Kores, Eéonomic Stéti&ties Yoarbook, varions igsues,

Note: Values are in millions of current U.S. dollars.

due to round-off error.

Totals may not reconcile
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Beyord the military procuransmt juét dismmd Eores's axports
nay also have benefit‘bed f.“rcm commercial relaticmhipa (e sgaﬁ direct
fareign iavestment, subcontracting) fostered ‘by i‘ts c].osa tise to tha
United States and Japan., I am uaawars of exny mmdim which pM‘t
general conclusions to be reached rogavding this p@ﬂgi’@ilitys et the
follewing points are relevent . |

- Most important, direch i‘m’@i@ invaa‘@mm Rag m@t, boon regporsibls
for g very large propartion of total faredgn c&pi.ta‘l infl@‘mf/ Kewen
hag, of courss, felied extensively on fercign sevizgs to fismmce dmvest-
wemb; the ratiec of imparts minwe exporba o imvé@'t 'av@r 56k
percent between 1955 and 1975, the ratie to GIP averaged 9.6 parecrh.

ning the 19508 and early 19860s, Kovea's @@ﬁt"bﬁ‘&ﬁ@ deficic wag |
almost wholly finmenced by graxot @id fron the Undlbed ¥atdons a@ﬂ the Ta?mit@ﬂ
States. Tt was nob until the mid-sixties that forelign berrewisg bscars

i/ L@gj,sl.atim controlling nengrant foredgn capital imflm wag i&ir@b
passed im 1960, Frefercmses, including e rother stapderd poalogo
of tax concesgions for direct forslgn imvastmeat, wers sizmltoseersly.
asbablished to stimnlate the infley of forelgn capitel. sxd tochmolezy,
whils Lliwdts on equity luvestmeut end profit resdtiancss by foreign
ivestars wers complstely removed in 1966, The relatively low
volume of direct foreign imvestmsnt in Kores during the 1960z is
commonly explained sdither by the weartaintiss of its politieal sitos.-
vion o, wore plauwsibly, by preposeluvl adwdndgtrative tacties thab
were (apparently) relexed in the eerly 1970s; 4t wes pot dve bo the
lack of legislated inducemants.
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1/
impertant, but once started it asswmed lerge propartions.” . Hewever,
most of the private capital inflow was in the foarm of commercial loans.
Between 1966 and 1971, direct foredgn investment averaged less than four
percent of total fareign cepital inflows. ‘he proportion incréased $o
average nearly 20 percemt over the next four years, largeiy due to
Japanese iméstment stimilated by rising wages and suviremmental cemtrels
at hems. Cummlative diéect foreign investment in Kores prler Yo 1570
was apprecisbly less then $100 miliicn in cmwent prices; the dnflow
fram 1970 to 1975 wes mach larger; in the usighborhecd of $700 millien,
Tus, suy substantisl rols played by direct foreign investmant in promoting
Roree's exparts would have come after 1970, 4
In fact, 1t was not util 19““0 theb E@i"@& egtablished its first
free trade zons explicitly designed to attract direct foreign pavticipaw
tion in exports. Up bo mid-1973, total experts from fivms

this zons cummlated to only $20 millien, though t?e potal plezmed
_ . , : _ |
eport volums from these firms was $309 milliem.  Mare than half of ihe

i/ In 1966, official grants wers roughldy equal in volume to foredgn loans;

by 1970, the volmme of latter wea more then five times the size of the
Poarper, while less than half ¢f the lesn arrivala were from govermisnmt
and multilateral sources. Iost of the foredlgn private leans flowing
into Karea have come from Japan, the United Stetes, and Wesbern Buwropej
many, bt by no mesans all, have bean s@ap&i@s‘ credite of ope fem o
@&h&fe

2/ Ihe discussion in this peragraph is based on Frank, Xim, and Westphal
{1975), Chapter 7 and varicus steblstical prblicetions of the Bawk of
Kores and the Economic Planning Boord.

3/ Figures in 1973 dollars. See Choe (1978},
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plamned exparts were to cows from electrical machinery

and appm@
producers, most of whom wers invelved in offshare elac‘b:omicé agsembly.
In twrn, data are ayailable to ladicate the extemt of foreign, mostly
Japenese followed by American, imvolvemsnt in electromics exporie as of
1972. At that timé, wholly-owned foreign firms sseoumted for 3k percent
- of botal production and 54 percent of expars withinm the indnstry; the
respective figres far joint vemtures were 20 and 18 persemt ol/ &@W@W :
ics thus appears to be one industry in widch f@‘@i@ partlcipation bas
been important in Korea's @@@b‘t P imrnenesg. Similér date for other

industries are lacddng, but wy imgression is thab @l@@"ﬁé@ﬁ@g oeis el g I

represent an atypical erbreams inm the @xt@t ef__f@@@i@ eellsberaticn. _
In summary: it appears warranted to conclude thet Krea's

Irmxk&]ﬁla achiovement ay en exporver of memfactures is l@rg@lydm vo

the efforts of it emtrepremmsrs aud cply bangeiticlly bemefitted Zec Hhe
wniqus circumstances tying Koree %o its alldes.

3. Ibe Role of Trade Bepansion in Industrial Dsvelopmewt

The very low shere of expurts in 03P observed im the 15505 is
atypleal by intermational samperison. Thds swzgesis thet the growts of

Eerea's ecopomic structurs with that of obther coumiriss of similer sige

and lovel of overall development. Ib 1s neb very useful veo de this.

1/ s (1975).
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directly, however, for there are very few oom:tzfies in the warld that
are gimilar to Karea in these respecis. A more uwseful, slbedt indirect,
comparison can be made using the resulis of cross-country regression

&palysis agimed at determining the average, or "ncri," econcmzic atr?cttg-e

at different levels of develoﬁment and according to country size
Table 5 compares structural norms spplicable to Korea far 1955.
and 1972 with the histerically obsarved structwral sheres. . (Hizstesm
severty-two is used rather than a later year to sveid the posaibis
 distorting effects of the world boom in 1973 and the subssguemt aftermath
of the increase in oil prices.) - Two sets of norm estimstes are giveu:
the first uses Korean values of per capita incoms, populetion, snd the

ratio of the cwrent account balance of paymsuts deficit te total demsstic

resources to calculate the narms from cross-cowstry regressicms in which
these vériahles appear as explavatory fastars;  the second also umes
Korean values of per capita incams and populstion but arbiirarily a3guEss
that the capital inflow ratic is zere. Diffsrences bebﬁr@@n thege sets of
noarms reflsct the effects of fareign cepital inflows al the vmvewally high
rates observed in Kores. \

In 1955, the share of indusiry (mamufactuwring plus cemstruction)
in GIP was somewhat below that wixich would be expected while the shave of
exparts was very far below the average far a country of Kersa's gize and
per capita imcome. By 1972, unusually repid industrializstion had

1/ The cross-country regressions used are from Chemery and Syrquin (1 975},
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Chserved and Nerm Tndustriel Structurs

Observed Structursl Shares in Kores 1955 972
Per capita GNP (1965 prices) | $79 3179
Capital Inflow Ratio 774 .99
Share of Investment in GIP 12.0 : 20.8
Share of Exports im GDP 1.7 21.0
Share of Mfg. Exports in GDP oy 17,8
Imports as Percent of GDP 10,0 26,3
Primary Shere of GDP 48.0 32.0
Industry Share of GDP . ' 13.0 - 26,0
Utilities Share of GDP 3.5 '_ Te5
Services Share of GDP 38.5 o5
Actusl Cepitel Zaro Capital
Normn Structural Shares Tafloy Tollow
Per capitel incone 9 8119 879, 8179
Share of Investment in GDP o sk 20,2 12.8 19.2
Share of Esmports in GDP 9.8 10.8 6.0 1h.8
Share of Mfg. Exports in GDP 1.h 2.9 5 2.3
Imports &8 Percent of GDP 17.6 15.8 16.1  1h.8
Primexy Share of GDP 52,8 33.8 55.L  35.3
Industry Share of GDP .k 2h.9 11.7 23.1
Tiilities Share of GDP 5.2 7.1 5.6 7ol

‘Sowree: Westphel sind Kimg, (19Th), po 91. ‘T vorms ore these cgtlinbed
_ from the large counmbry saumsls. 3 '
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reversed the pattern: industry's sharve wes somewhat above the marm wdle
the share of exparis was nsarly i;wic@ the ﬁmrm when adjusted for the
inflew of foroign capitel.. Fram the figures shown in Teble 5, it may
further be cancluded that: 1) the chare of primary production wes probably
Lowes than nermal over the past 20 years; 2) the pace of industrislizaticn
was more rapid than in many other coumtries; 3) the growth of mamufac-
turing exports was umusually rapid and reflects more then siply cabehing
up to the norm after the dislocaticps caused by Jepenese colendal policy |
and Yo wars ; and, 4) the growth of investment was atyp;pglly m%im
too.quick to be attributed msrely %o high foreign cepital inflows, |
While it is appareat from the semperisons above thsat EKarea's

andle owt even

industrial development has clearly beem emport-led, this st
iteag) @mticaw vhen the sowces of K‘éw&‘s i@dmtriaﬁﬁati@a a&ra
campered with internationsl merms. Using impub-cubpwt tables, whieh are
fmtumtely- available far several yeers for Kovea, it im pessible to
measure ths comtributions of domestic demand expansion, &ipart expension,
and ixpart substitution to industrializabion. Roughly ;f_p@m, the
measure used here decomposes the incresse of imdustry's share im emé imto
these three sources, where impart substitution is defimed in %erws of the

_ 2
changing share, for each ipdustrial subssctor, of imperts im tobal mplf:/

YV I relative terms s 1972 wag e recession year im I{ores.,- which explainms
the investmemt rate's proaximity to the norm in that ysar; imvesiment
was more than 28 percemt of GIF from 1969 to 1971. ,

2/ The decomposition is that develeped by Chenery (1969). See Framk, Kim,
and Westphal (1975), pp. 86-~96 for adcitional deteils.
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The sources of Korea's fodugtrislizstion from ‘3960 1 1%8 AY'G
campared below with crudely estimated mvossmcmtry narws for the @@%h
of par capita inceme from $‘i00 %o %2(;30o (ﬁw estim,atea f@r Km‘-‘@a have
| mﬁ‘@tmtely not heen ca:m@d beyond 1968, ) @mm m@m smbsrtﬁ.t‘@ti@m
con’oribated very ]j.ttle to Korsa's inﬁustriajiﬁatlms the @“W@I@ ef c@@:ﬁts} ,
contributad more than twice the relative amomt that is t;rpi@aliy a,as@@im

ated with the douhl:mg oi“ p@r ceplia incoms f?@m $‘ﬂOﬁ to $200° | Wb |
makes this cemparison all the more strild.ﬁg :!..s th&t dming ’bI@i.sz paried
K@ma's per capita incoma Mtzraaaed ‘bry c@ly 55 percent, in e@ﬁr&r&@t 0 ‘?r;he
106 p@rcent increase und@rlgfiﬁg th@ il eatjn‘b@&a

mmé

Sources of Tndustrielissbion

Demsgvie Domand Esport 2 Imposd

| Expension Bioaslon . Subetitmbion
Koree {1960-68) o 60 | 38 . @
Lé.rge Country Norm | 55 2k Z
All Country Norm 50 ‘ 18 | IR -

Sovres: Frank, Kim, and Weéstphel,{1975), pe 950

(ne wey also use impb-eubput date be enleulatd the el

of cach source; secbor by secber, te changes in owbpah guesblivlcs, rather
than t0 chavges in sectaral shares in G ag cbove., Soven lmowb-cubpab
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tables spanning the pericd from 1955 to 1973 abt roughly throe-year
intervals are available for Korea, Bub bo inmsure that the amalysis
is meaningful, it is nocessary to convert data far different yeurs to
constant (domestic or warld) prices. This bas so far baen dome only
for the tables gpamning 1955 o 1968, so that the amalysis which felloms
is necessarily restricted to this pericd. [ turnm, data =re -@@@ &veil-
abla at the same level of detall far 1955, so that parts of the smelysis |
covar caly 1960 to 1968, Howaver, in qualitetive terms end for aggregates,
the results for this parloed are noy grestly different firem those thet
would be obtained if the complete analyels cowld be exbemded to 19730

| The top half of Teble 7 shews the sowsss of the growbh of
aggregate oubput dec‘mpésed to Indicate ssperately the ralabive soutribu-
tiong of the primary, memmfactwring, social overbead, apd servies sestars.
Beotween 1955 and 1968, the growth of the muwfacturing sechors s regpine
gibls for more than helf of the growth of agprezabe gross owbpuk. I
purn, the growth of mammfactured exporta directly accoumbed for 15.8 porcemb
(8.4 divided by 53.2 expressed as a percent) of the imerssse in memvfastwred
cutput. The estimstes shown under the botel colums for sach sovree
include the sowrcets indirect comtribuilon dus to induced Gh&@g@s in
. imbermediate demand. Thus the expamsion of aparts; not Just in mewefec-
turing but throughout the economy, combributed 2.2 parcemt {32.9 aivided
by 53.2) to the growth of mamufactured output, vhich meass that there were
strong backward linkages from exports. In comtrasi, impert svbstitutien,
‘by which is meant a fall in the share of daperts da total ci@m@'bic geoply,



TABCE 7

Direct and Total Grewbh Contributions

. Domestic Demarnd Export
Eypansion Txpansion
Direct Total Direct Total

. 1635-1985: 2311 Goods & -Services}‘/
Frizary Sectors 18.8% 16.3% .18 3.3% -2.3% AN
HerufachuringZ L2.6 38.% B.L 12.9 2.2 B ok
Seoial verhead -1k 13.8 1.k 1.9 -0 .1 R
S=rvices 13,2 11.9 i 2.0 -.2 -2 BT
431 Sectors 82.0 £0. 11.2 20.2 ~ed - VL
15601065 Maoufmctured C-ood&g-/
Frporting Ssctors 10.2 8.7 11.5 13.0 W5 .5 '2?,". 2
Irport Competing Sectors 23.6 22.4 .3 2.4 2.8 -2.7 £o 1
Eot-Import Competing Sectors — bh.1 - 39.7 1.1 6.0 - 6.2 5.7 R
Other Szctors : 3.9 3.2 2.1 2.8 ~1.7 ~1.7 Lz
411 Hanmufactures 81.7 7h.0 15.1 2h.3 3.2 1,7 130,50

|
|
'!
|
l

1/ Bosed on data at constant domestic prices.
2/ Inciudes "other. M -

=

2/ Dased on data at constant world prices..

Source: Wesgtphal and Kin (197h), Teble K. 7

Note: Figures mey not rzconcile due to round-off error. (rowth conir but:.ons bebusen 1955 axzd 15
(1560 and 1968} were ficst caleulated at the 29 (’818) sectar lsvel and then sggregabed
convertiog to percentages.
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accounted directly for little more than two 19@:"0&1:!‘. of the growth of
mamufactwring. Its total coubri‘bﬁtim was @ven lass s indicating tMt
import svbstitution gemersted indirect demands on sectws having higher
than average requiremonts for ;meted intermsdiate i@cwts.

Tn the bottam half of Tabls 7, the growth of mmfa@tm-ed mtpm
15 decomposed accarding to a classii‘ication of sechors by trade @a’i’,@g@@(,
Unfortunztely, the data requirad far this do 2o, m@m back %o ‘19:950
The definmition chosen classifies a sector ag W@@mﬂtm“ if roro than vem
percant of output is mwtad, as "impord- cm@bi%“ if pove $han wem WQm
of dms‘bic supply iz imporbed, and as “' nlxmot oo a‘bﬂ&g“ if meldher
the expart nar the impart shave excsed ten pevesmte  "Oihar™ sechars

: i/
conprise thosa in which both shama m@@d ten p@@@@mﬁm ' 'Eﬁﬁ@'thm hals

the growth of output in the exportipg @@e‘bws wag dus to m@r& @Ep&&m@:@n
uhile these sectars ware the sowres of =ore than 75 peroaxt of the grovth
of mamufactured exports axd 20 p@rc&t of the grouih @f@mﬁmﬁ%lﬁga _

" Nenstheless, the expansicn of demesiic demand p‘iﬁ@’@d a major poxt, a8 ERY
be seen elther by its comtributien bo the growth of ell memufactiring
output, which is nesrly 75 percemt, ov by the bebal mngmitnds of the
contribu’tj.on of the sectors in which @@Pﬁé vere legs than ten p@@mb of
cutput in 1968, Only smong the sechars that had achieved mondsport
cm@e‘bing statug by 1958 was Inpert. @ubgti'b‘mti@n th@ BOLT D @‘f ure thew
ten parcent of output growbhe :

1/ Based on expart and impart shares im 1968,
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The figures presepted sbove amply demonmstrabe Wied the growth
of exparts hes played & domivant rols in Kares's develeprent, 2cCewsdng
for roughly 20 pearcent of the growth of sggregate cutpub betwesn 1958
and 1968 when backward linkage sffects 'ﬁbrmgh the demsod £o dmbermadiabe
inpute are includeds T.ere is every indicabion Yhat ibs comteibuiven
~ has been even greater since 1968, pérhaps @méaeﬁm 35 percend over the
peried from 1968 to0 1975. Futhermors, th@aer@g‘bm“&as wndergiste o
full comtribution of export growth, for the @zﬂ;y' infirsct combrilubien
inciuded 1s that dve to the derived dessed for domssbicelly predused
imtermpdiate irputs. Two additionsl indirect offests msy be debingnisisds
a2 mdtiplier effeet dus to inmcrsased cmm@p‘@i@n sod dnvestuwint ovb of the
additi.oml incoms earned .thrwgh expart aud ceport relwbed sebivitics;
and, & foreign exchange effect dus bo incvesssd produstion sads pessiile
| by & rise in forelgn exchange receipbs. iﬁ@m @i’f@e‘é&w ave most drosmbie
whers fachars of production would hsve othsrwise bacw waEplored, b Wy
‘also operate by increesing ellocabive efficicncy whanares the dorseiie
resource cost, ab shadew prices, of axperts is less than the shodew wrieed
value of the foreign exchange recelpts. Fecthermers, thooe effschn my
increese sither cwrremt or fuwbwe conswwption, the istber throwsh ;:&_?C”;\F‘Ef.%’
the rate of imvestweub. To determdne tho magpibode swd drecticn of Yhsse
effects requires a sophisticated gsnerel sguilibrims wodel of & 4¥ps that
hag not yeb bsen censtruched for Xorea. HNonsthelsss, theve s svideves

to suggest that these indirect effects have o gulte Irportest Im Koves.
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Korea has been relatively successful in finding ewpleyment Lo
its labor farce. Trm;i;la.on:!y a cude meamEe, this is indicebed by o
fall in the unsmployment rate from 2 ?eak of 8.3 percemt dm 1902 te Lis
‘cwrrent level of 4.1 percemt. It is very lilmly thav thore wvenld h}ﬁm
been sericus unemployment, ab lsast in whon aresg, hed nob @:«m&‘b’- of
light, lsbar-intensive mamufecturss grown 80 vopldiy. Ab leagh, this 9a
the inference that can reasopsbly be drawn from @a%ﬁmt@én af tho mf e,”
employmert due to exparts. Teble 8 mresauts @s&tiﬁf;t@s paken fren o rosed
study based on impb-outpub dava. The dndiroet avpleyesds imeludcd ia
the "tobalh egtimates accounie orly fer That reguired in I-t«‘ia.@ duwﬁm@
production of imtermediate geoods vsed inm @gqanéfts o B0 that zndbiplicy “MI
f@&i@. exchange effects -on crployaont are peglioeted. Ivom so, evparbe
are seem to have acémm’é@d far wmove thap o quarter of meuucloctizdang
. employment and close to tem peresmw of Loval s@l@"@aﬁ in 1970, Tas
contribution of export epepsion bo incrensod Gﬂ@?@:@@m ig csmm LA
lmpressive. The sems study finds that batweon 1960 apd 1970, the prouth
of exports was respensible foar 38.3 pwe@ﬁf&- of the grawih of erplogmembt
. in memufecturing and 32.7 peveewt of the growth of bobal @&@;ﬁmo{g |

~ Karea has also been sucussstul da gﬂ@f@&@i@g tho degreo ef
cspacity wilisstion withln the enwfactaring sester. The msst relisble
: sté.tistics showiﬁg the trend of cepocity vbllisation rates ore ?»3_1@@@ €,
~ elsctricity nsage data and dsfins 100 pevesud copaelty whilizatien o be

3,/ Both sstimates are dociusive of ipdirect esployrsub g@m@m' &d by coperteo
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TARIE 8
Parcent of BExploymsat e to Exporis

960 1966 170

Menmufecturine Ssclors

Dirset Employuent in Erpurts 2.9 13.6  18.9

Total Employment Due to 411 Emports 5.8 9.0 25.9
A1l Sectors | |

Direct Employment in Ewporis 2.k 3.k 5.1

Total Employment in Exportis 3.7 6.7 el

Source: Cols, Westpbel (1975), Tubls 1.

Hole:  The "A" employment estimetes given by Cole and Westphal for 1960
have been converted to corvespond to the VBY esgbimatea for 1966
end 1970 by spplying the rotio of the ¥BY to ths A" sgbinmats fov
1966 o the corrsspending figeve for 1960.

squal o plams cperstica 2b howrs s day, 365 deys o yewr. o tals basis,
the cepecity wtilizetion rate withln rawmfacturing o whele lo ogtimeted

o beve inwreased at an emgnel compound rate of 7.2 pecssEb, frem 177
percemt in 1962 to 31.9 percont dn 1971 (She mevey Lfrom vhich ¥hoge rosulis |

174

are belen doss pob extend bevord 1971).  In darrm of the mengwvo vsed,

31.9 parcent capscity whilization (oo everags, raegdy thoe gaws on glogle sbAfh
cperation throughout all of imdustry) is quite high by imtermnidsmel stame
dards. Vhile it is not pessible to stebe vhetber and by how much ths
expension of exports comtribuled to the incrsese in eapaclty wiillizatiem,
thare is little dovbt 1t played a sigrdficest role.

1/ See Kim end Evon (1976), Teble 2; U series.
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¥ogt difficult to assess iz the impact of sxporfs o ;conomic
efficiency. The determinants of comparative advaniege are meny and complel.
They include elements such as the notural resource endowment, lebor skills,
learning by doing end other dynamic phencmena, snd risk and uncerteinty,
uhich are either difficult to quantify or heve not been quantified with
sufficient precision in Korea's case. Naﬁeﬂhﬁlesag %o the degres that Korea's
comparative advantage during the 1960s may be said to hawe been in lebor
intensive as opposed to cepital intensive sctivities, a pertial 2osesmment
is possible. Table 9 gives average labor-capltal revloe for emports and
for the replacemeni of impdrts by domestle production. These retiocy are
weighted averages, in which the weights are proportiomal o each geotor’s shaze
in exports and imports respectively. For comparaiive purposes, tha waighted
average factor intensity of domestic ouiput is alsc shown in the tebls.
Furthermore, since these estimates are baged on inpub-output statlsvles, both
direct and total factor intensity measursg cen be presaated, Houswer, for
technicsal reasons having to do with the estination procedure as well ag {or
substantive resscns, the direct factor estimetes sre keth the most reliable
ag well as the most relevent.

On examining these estimetesg, one finds that mepufaciurad ewporie
were more labor intensive than imports of manufactures in every yesr. dn
the other hand, total exports were more capitel intepgive than ths bundla
of total imporis. The latter is to bs emplained by the effect of Eorea'’s
natural resource endowment on the ccipositien of its trade in primsry products}
Koresa exports relatively cepital intensive minersls and imports highly leber

intengive agricultural products.
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TAPLE 9

The Factor Intengiiy of Trade |

Lebor-Cupliti
D~ 1%
Direct Faclor Regulremen.s

Manulactured Products
Domestic Dukput 2.7  2.82  2.67  2.6h
Exports 2,72 3.08  3.2h  3.55
Tnports 2.09 133 1.98 2.33

Al) Goods & Services
Domestic Quiput .39 k.59 b o b L.y
Ej@crts 30 :‘-'E) 2 QE:? 2o P—é:@- 2ol
Imports 5 b IS SO T

Totel Faocbor Reguireumsnts

Menufactured Products _
Domeatis Cutput _ 5.2 Bond 5,03 E.ih
Eﬁl:por‘ts&l 39?& 30?1. i.{-cc(} 11929
Inports 277 2,0 2.40 2.7h

A3l Goods & Services
Domzstic Output o389 b.59 bokh .22
Esparts ' 3.h2 ER 3.2% 3.315
Imporis .78 3.86 0 .26 3.h3

< : S P

Source: Uestphal awnd Xim (1957, Tavis O.

The labor-cazpitel ratioes, by sesotor; on vhich Uisse agblontos
are based are those for a gingle Tear -= 1968, Thuég chavgas over Wiy
in the estimated factor intencity of o particulay aggrogate are due 0l2ly w
chonges in its composivion. Comvaring divect fachbor inmbeneity eobiwsias

across yearsg, one may conclude thet Borea's menvfaciuyed 3mnorts Losoias
. s b

_increadingly more labor intensive over time while iis menufactured imsoris
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tendad Yo becoms more cepibtsl dxbemgsive., n Lact, vheress Keves's
mamiiactured aports were less labor dntevgive bhon averess mnelac-
turing in 1960, they were more dsbee inbensive by 1988, IFamedastwred
inpocts were mare caplital jubtensive then ererege wennfacthwring dwosgvond
the pericd.

At lsast bebwesn 1980 end 1568, the ehifbs over tias in the

ki)

focht

coapogition of mamfactured exports apd iwporhs, ubon teansishs
changss in direst labor-copliel ratiles, s coezest that ¥eren wig Ledlgys
ipg its comparative advenbegs within the swofootwrlng sechor, vhers

urglicdled labor wes ebundand sud epliel soarsc. Yoo, invgely bosounse
of vhe growth of agriculbtvral fmoreho, :332; coune’ be @aid thab bobal @paces

were becowing mors lahoar dctamslive raslefive bo tebeld dsverts. Eroge

conclugions hold almest equally vhom coe oartioss Los dotel fastrs witen-

8ity estimebes. They nesd mob iyply. howwvew, theh rosoroes Usre DU
sllccated insfficlantly within the primer pochor. Ths pelobive ofwrizies
of sows wlosrels led bo the eport of these, avd 3% mey vwell kowe bemm
efficiewt o Impart Loodgralas {‘mc W Eomegate pome ci@m‘go aug j_—f‘Y’:'.o

Aackhar stedy, Beog (1979}, imvesiioubes ‘%3?:9@ ff‘x.&ut:f Sen Te kg
of trade wp bo 1573, Coce allomanee is sade for dilferenecs dm sebdsnabion
maticds and in the presechebicn of regwita, Foorm's estiecies T varmlac-
tured products over $he parded 1950 o 1938 ore eovuletoms with Wioae
given sbove. However, his lovestlizablon stwowpgly lodicsbes et there
has bzen an aprreciable incroage in the espliind, ixdowpgisr of mwafagiimeed

axperts afber 1568, particlariy wivh sespsdt G0 the indes of
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total factor intensity. ITa part, this 1s due Yo caplial despsnirz in Log
mepufacturing sector end rapid inereases in lebor productlviiy, es Hong
documents by using capitel-lebor ratios, by secter, speelfic to esch year.
Additionally, particulerly afier 1970, it mey alsc be iraced %o luerecged
expoerts of cemeni, aisel, fertilizer; and t«éﬂﬁ;ilas ang migeslloneousd

items based on petrcchemicel derivetives. IEither diroetly or indirecily,
all o‘f these productes regquire capltel intensive production mathods in plents
subjact 'to‘ sevare écammiea of scele. In the latier comnection, given wand
the domegtic demand for these commoditiss 18 to be med through demesble
production, temporary emports eam bo offisldmh as b powmite the seve
giructlon of larper plants without experispeing initiel excess onpseity and
therefore raduces ths cost of reslizing greatsr: ecoucnies of mezls. Yhum
exports of csment, ateel, mnd fertilizer during the £irst half of the 1§700
may well have baen 1 Hovea's dynemic comparative adveategs. It 48 less clsar
that the éa.me conclugion holds in regard %o the m&lﬁzyzatim..af' the brnckoand
linkege from testbiles and plestic producte throush the dowestie productiss af

petrochemicals,

Trends in the agpregste labar-cspital rabie and facher preducbive
ities within mapufactuwring deservs bried meoticn. Usluy daﬁa e Hengtg
study; these trewds are swawrrised in Teble 8.  The Labor-crplbel ratlo inm
rapufacturing rose almost combingcusly dwring the firsgt helf of e 1560s,
and then fell almost comtimmcosly throush 1972, esedn misdny in 1973, In

twrn, hoth the culpwbecapital and ovtpub-libor ravios were rieist condbicvcesly



during this emtire peried; the oubtpub-capitel ratie rose by 1970 te
more than twice its value im 1900, wiile the oubpub-labor ratis irsecnsed

1

by zzerly 100 parcend. (Catput i3 here wassvred by valve added.)

Total factor productivity thus abag dedisd bodwesn 1560 aud 9730
The sources of increased argregebs fegter produebivivy inclade bebh
chengss in the compositicn of She aggrogic end incpeseed foober pradice

Yivity at the micre level., The formir ruflocks dneroessd ecenemde

o

9

o

efficiency through chenges in the aliccatieon of resovweoes while The labis

L

comgtivaves "puee® prodoctiviby chamee, “fulek in mn

changas in bechnigqua or wo technaigsiccd pragress &b the micrs Lavel {ss -
well as incrassed factor wbilizedivs), Theve bove wfopinosiely bean no

5 gm U ) e iy 2 i
daln hobwesn (B050 20UPsRe

AT TR L
T3NS 10

L e T s

Y ERISE 1870 1973
e =l LR AL A

Valus Added (million 1970 U4S) 2.8 &
Buplovzsat (thousand parsons) g
Capitel Stock (millien 1970 USH) T2 9,2 : _ .
Labor-Capital Ratic o2 :7e o8 .F2
Value Addad-OCuoitel Ratie . 51 o83 o Totl
Velua Added-Labor Hatio R 8L 1025 Te5%

Source: Homg {1976), cepltal shoclk, Tebis A4.22; omployient, Ishis 7.8;
value added, Table 2.27.



Tis %panssom of labor-ivhensive, LUight pemslsobtwrizg onperts
c@ntri%mﬁed to the observed twrend ix the labee-sapdizl vablo o muwlze-
-wrmgs both dirsetiy svnd dndiezelly 1% did g0 indirecily Shrouia

parmitting selective import gsubsiivntion. Riodem by Sho ey

figures given in Table T s the isportent vrols plagad by lwpest oubabily-

tion 1o save sechors, whileh is ¢ffsed i the egprenyts

substitutdon (J.@., a riuim

g patio of dmeris bo demssile sumply) dn
. 1!’
other sectars. — This m2y he 863 ia Azmeow Tanlo 4

b

varions indices relevant te ganging the ehruntoeal chsrzc thabh hes
oceurred within Korea's monufeehoring sesha

JAY ya"i:, nore dlsegeragated level, botvess 7960 and 1888, frowd
svhsbitution contributed substewtially {S.6., greebar thim PO p”’&w,.\,mﬁ Ly
the growth of 12 owb of the BO mommlacuwing sacbors dishiogalshsd 4n tho

\"3
e/
=D

analysis from winlch thses estimstes ere droiwt. A

‘-V.“\
=? :s.,.ﬁ:‘ 0% WEDS §@DERTERE

s S 2, DET Y

%/ Also obmerved is the rulz plorct b
ragpect Yo Lpots of eourm 5
ticn geods. Imporis of dbss
tedevislon sets, and other slecivizal end e

the most part prehibited, so that the 'inms;v
products is satisgfied e&“l ¥y after domoabic
the government has nansged to delay *’&%fcw ‘f: Tk,
untll they ars prodused locally. uhich gives vlos S0 o pwucn
term Uimport substltutlon® shovld pob, 2ivlqtiy speaiing, bs
mathematics of the sourees of grovih eplialstinm 3
indirecily by apsi ;’&\ij‘w a very log vnight o Hlese oeobtore to tk
import sunsiitvilon estimate eg 2 rermldd of ‘i;;mﬁx indtlal bv il
domestic demand.

2/ Fer tho sowren of thizs end vhy felladiog sbalemmatse, soe Welehel aud
Fim (1975); pp. 11041 and Tables ¥ and ¥,
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incrgamie chemicals, esnd cest and forged sbeel {Liobed dp ordew ol W

- o

roiabive combribubtion of Lmport subehitekion}, Furthezuere, faporb
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the sowrcas of growth throush 1573, The veswile of bis shudy are wefovbsm.

pately not comparsble with the ssblindes presaxbed ehors for the povilad

through 1958, partly becaves e @iffuranh saebur lasaificabion a1 level
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of aggregation are used, but mwes importartly bscancs the eshimsdie @re
all baged on datz in coreat prices. Thay norsthaeless docomspb the
continuetion of selsclivity in both expoet empansion sud inpert subsbiba-

tiom.  Equally importent, Sub's resulis indlsste e 'ﬂ'w“

trend towerd ag Incrsase inm the relative mpavance of ths heary Indtg-

trlal sectars in the growth of momnlacturing, both with reaspoch o the
1/

doimsstic market and exports. Taleg s brought onb ip the bablp bal

1960 - 1968

“Tigkt Tnousiry
Heavy Industry
Total Indnebry

1968 - 1973
Laght mtmtﬁgf
Hegwy Industsry
Total Incustry

1960 - - 1973
Tual Indughey 733 26.8 C.L piswINy

.‘}

Source: Suh {1957), Table 5.5,

Wotes Based on data at corrent prises. -Tubels may 2o recopsile duo to
round-of erroars : :

1/ In Koresn perlance; the hesvy lndnstrizl sectors inelvde mopst. vhpiend

and elsctrical machinmry es wcll as trangport eguinment and begle Liter-
madiate products.
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The sectars egpariencing reletivaly swbsbantlal Jmowd svkatites
tisn bebween 1968 and 1973 includad Siber fs*:}m\“é'{‘;.ﬁﬁ ond berille Jcbhrlics,
a1

uhbar producbs, dhesicals, irop and sbesl, Diodshed mebal proroia, &d

nonelactricsl machinery. Wih thoe omeephion ef tha Jast

impert gubgtitulion was concertrsted in ths woductlon of lphirmsdishe

kA

gooda, and Took plsce largely in 1605 1o T:-:_’;ﬁﬁ Math of Yols dmpend

substitubion was due to the prolvoiion of begls steed }T’“&. RCLE GUd pELLO~
charrioal derdvatives in meii ; mise  Awong Vhe oectors class?flad

»

as hosvy induslyry, those esuirilmbisg pest te the omeansion of ererie

ovar. 1968 to 1973 were chewiesls, gharl praducda, findshed metel ywolvobs,

& &
and slectrical mobipery and mpplilancen.

o

2 has alreddy bees fud) ann of the pevrluble fuabmros

of Fovesn ipdustrializadion lxs bhaw iin sclectiviby, vinloh opposrs Penemiiy
k- ~ 3 5 1 [V NN S WO U B o Ty
te pave diminished semsmvhet o Hhe ot slds beb contirres o ba gyidest

o

with reapech to import subwtituwidon. Fforean odrsprensorz beve cham

thargelves o be bhighly respungive Lo cypertunidtiza o

- Ed

o

netuble eseoples bedng the vapld rigas af

| and lsher the goick epapsicn of clechronics a Loviweay erporhds

Si@ﬁ.ﬁmﬂ L s wiscellspaons paowlaciimes o e mrrnsture of wihion do cophlmmaily
mangl_w have long besn a dynewls apord socbor. Poorts sonetleless
gritit a relabively siable ceporiiion i comparison bo the shrusbms of
it subpldtiubion, which has widargons omblinuel change as new gaoh ey

are developed, often uvuder goverimsTh ‘i;}i"t LR Thusg 2l Yha

5,

ipitial round of dupori svhetilubicn in the lisht covwuvmsr goeds iudactria =T



which was more o less campleted by the sarly 1900
Lmrezbment concentrated Iirel on Larbd
chemical derivatives apd eleciriceld sppliancey . an3 A recelSly on
bagic pelrocherdicals, ivon and stesl,; sod dreenspiort eguipiend.

| The rapic grovih of foralgn wechengs pecsipbe frow eporie bes
bean s key factor that heas mado puseldbls the seleshiviiy of import

-

swbsbliviion, whieh in vom lergely emnizing the ausll pard it Bas plaged

.

in the aggrepate. Furiharwore, the purevit of an sewmog’s o

P )

adventage is a matber not only of the ewnmpesitdon of cnports wsd &

= il

it alao of their glze relative to domsable wroduslion 2%l comsuITUinm,e
The shares of bobth esports end Lmots in G were sbbs ﬁ;fg Ty Aoy ah tae
end of the Korean War, so that to pursus ibe coupeveiive sdvantoge Las
required that Keres lmreass e shuwes of doth. Dt adbobliciisa

is paburelly swall in the sgaregobe v the dhers xf irmemda 12 pdeive.

Im turn, selective lmport stbebitutdon hes peraibieod Lhe emgesfpaiisn of
Pa

c A

goeres livestomsnt resomress in e o 8 fev aschars w0 & wips and %af.my
enabled grester emploitation of ecantmdes of posle and of the Lizkegw

smeng closely intervslated sobdvibies. Tows, dn mosy eross, Impord
s{zbst_ii:-wti@n bas been delayed wyhil dewand was sndllcdess bo seppah

efficlent scale plamts, Yolg 1s neob o dewy, howewer, thel lmpat

tublom in other areas, woet ncbenly pelvedicdesis and oy wheme imdy WS
prebably premabirs, as ib certaivly appeasrz 0 bove been 1f lssvming-inre

dodng and obtbher “eriermsl sconomy! phanomstn arse saplsatad,

"
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L. Incentives and Efficiency

Additional ewvidence ragafding the efiiciency of Korean resource
allocation mey be found by exsmining the magniiude end strpchure of industrial
incentives, including both protection meesures which distorﬁ the structurs of
domegtic prices vis-a-vis worid market prices and sub&idy'measures which incresse

"t

factor remuneration withoul dirscily aflecting product prices. Huch of the
literature on trede and developrent pregames that oy subsgiential deviaticn of
the ewchange rate from a wnifisd eguilibrive {(read, "free tradss) rate ané
large deviations in protection snd subgidiss amorg Indusirles ciuse repourcss
to b2 allecsted inefficlently. Thsre are meny Teagons o questlon thils visws

.

the prelection of infent industries, Whe mesd bo reise revenue frem tarifils,
and the ability o schieve soniel and politleal gosls through mamipulation of
the price mechanism srgue in favor of some clvorgence beluween world marked
end domestic prices. Uorid narket pricss, however, provide & shendard against
whieh the effects of incentive policles can be sppraissd. Targs (Avergunces
from world market prices suggsst tho phasibilht=, when ovher Jjusbifiertions
are lacking, that allocation of rosources is inefficlent.

A detailed guantitative anslysls of incenbive policlss 1g required
to reach méaningful conglusions regaxding thelir inpect on effieievcy. Such o
. study has bzen conducted caly Jovm 1968a&f Ite prineipal rasulis are
surrarized in the remainder of this szoetion.

In Xoren, legal weriff rales have never bsen 8 good messuxe of 4hs

divergencs between world markat and domestie prices. First, many bmportis

1/ %estphel and Kim {157h), summerlzed in Frank, Kim, and Yestphal (1975),
Chepter 10. :



~ K7 -

are exemplt from duties, lacluding intermediste gocda imperted fow use o
“produce exports and capitel goods imporied for various uses. Ieoond,
‘t,ariffs ara virtually probhibitive for a number of‘coamf ditiop with the
‘result thet these ere not imported. Domestic produchion is sufficient té
satisly locsl demand at or helow tho world merket price plus terilf. Ix
these Ywo cases, the logal teriff oversitates the noningl {i.8., aﬂm{ﬁl}
degree of protection. Third, many imporis ere subjact to controis.. The
domestic price of such cammodities cen be higher then the world mavhket price
plus tariff if demand at thab price excesds he perniited volums of imporis.
For the &udy of protection la 1748 it was ‘t",i*ns necesgary to
compare domestlic and world merket prices directliy. The d:lver‘gw@e for a
pertlicular commodity iz convantionally syoressad in terme of the noninal
rote of protwelicm, which ls the parcentaze cuwcess of the domesbtic over toe

At

e

vorld market price, wii;h the laetter converted inte 1ts domesile ovrrency
r : 1 > }{f;; 2/‘" il

equivelent at the prevailing exchenge rate. ' & fwversge vates of legel

and noninal p“oteet.mn are compored in Tables '3_3 and 1% helow ag,,m?fww Lo

several classifications of commedities.

1/ 1In the case of commodities that are not exported, world price mefsrs T the
c.i.f. import price; for exporis, world price refers to the Y.o.h, enpor
price.

Note that this conventicnm idmplies that neminsl proveciion Lo soulvalenh,
frem a rescurce ailocation point of view, to o sohual varlff rate, wers

it impesed at the same leve 1. As Buegwatl (1965) has dhowm, thisz Ls vot
alweys true where markets are lmerfect. The nominal rabe tends Yo be.
greater than the egquivalent tariod mxm; domestiec profuciion or guoctss are
&nnopol:.zad whick means that nopinel protection raites in the Xoresn conbext

may overestimeie the protective eifects of import controls in av egulvalent
tariff sense.
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Korean (legal) tariff rates in 1$68 were quite low by comparison
with other developing countrisse}_f Furthemore, the proteciion polentially
afforded by tariffs to domestic sales (i.e., of domestically prc&uced‘output} wag
generslly realized only in very small measure. The average tariff rate

| acress &1l commodities im 1968 was L9 perceat whereas the average nominal
pratection rete was only 13 percent .,-g'f There was thus s great deal of water
in Komam tari ff rates, with this being most evident for indnsirial rather
than for primery products..

In view of these resulis, it is lempling %o conclude thet jmport
controls added 1ittle %o the protesiien provided by the tariff s acture,
However, Yo make thls conclugion walld; it is aecessary to asnalyse inport
restricted commodities separately. This is because lagal tariff rales in
1968 were the sum of two elements: & reguisr rote that was 1ﬁgi$1a?:ad and
& gpecisl rate that was administered znd vsed Lo mop up the scarcily premivums

.resmlting from impert- controls. Specisl tariif raiss were mpased on 123
commedity groups out of & toial of 365 within the price comparison survey
sample; these accounted for 13.7 percent of tatal domestic sales within
the sample. |

Final judgment on the imovtunw of Tiport controls thus rests on
a comperison of nominal protectisn with ithe regular tarif? rete slona.

- Table 12 gives estimates which are waighted mverages over all éommodi‘tfiea

for which nominal protsction siczeded the repgular tarif rate, The hasis {-v

1/ The basls for this and the following cowparisons with other cdoveloping
- countries is found in L:L*a*’»,lezP Seoty, axid Seitovsky (1970) end Balzzsa and
Associates (1571).

?_/ In a1l esses, legal and nominal protection rates ere a.vs'mg"ad naling domestic
.seles in world prices as weights; effective provectior rates {see below) are
averaged uwsing value added at world market prices as weighis.
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‘clagsilying commodity groups by trade cotegory is the same as that employed
for classigying sectors in Teble 7 above {zee page 3%).
HEEAZ

Protection Mus %o fnpork Controls g in 1968

Trade Numher of Gome Fominpl éevnlar‘
Category modily Crovps = Proteciion erdty
Export 5 61.5% 56.5%
Tiport Competing . 2 hi.5 : 18.0
Hon-Inport Gompeiing B 1" 65,2 26.%
Other I 834 387
A1 77  62.6 26,6

Source: Westphal and Kim {197L), p. 31.

o

Except for the commedity growps in the export category,. import
controls did afford some cemmeditien significsnt additionzl p?ot@étioma
Howewer, the tet&l of 77 commodily grouwps included here accounited fovy only
11.L percent of wtal domestic sales wilhiln the s&%aleg go thev wn Sotel effect,
import conbrols were relatively undmportant. This holds even thevgh fiport
controls wers imposed on vompetitive imports in the mavkels for ccamodities
répreégnting 75.6 percent of 21l domestic snles inm ﬁﬁ;sampleoéf

We turn next to selimates of effeciive provection and ﬁubsidy éatea'
for 1968. These estimetes ave based on nominel provection, retisr than

teriff, rates and further incorporate the effects of 211 incentive péliciﬁs

1/ The last figure cited, however, represents & bissed estlmaie of the imposi-
tion of import_ﬂontfe}s relative to total domestle sales; for a commodity
groupfs inclusion in the price comparison semple was based9 in part, on the
imposition of import resirieticns.



TEBLE 13

Average Incentive Rates by ¥eior Incdustry Orouping in 1968
g s o 2 A, 7T T T T T 2 sp-

Total © AL
Hampfaotprine  [fadustriss

Legal Protection .36 . Dﬁ Q.68 k.13 56.89 Lo L
Nomineld Protection 6.6 6.9 15.9 10.7 2.0
Effective Protection 18.1 2.9 173 -G 9.9

Effec tive Subsidy 22.1 b7 20.9 6.5 . 16.0

&
[
H
%
[¢i]

Westphal, and Kim (197L), Tabies 2.4 and 2.B,

=
[»]
1y

bgriculturs includes foresiry and Tishing; ¥a1l? industries refers
only to commodity producing ssobtera.

Trads Catepory in 1208

== e i, Do

Tmpors Mo »mmrt
Exporting Ce@e%ﬂ nE  Lomnet Othay &3
Deotorg = 3 . Seciory Manufeg burdos

On Yomsstic Market ,
- T F ~ & o
Legal Protection 53.7% gl 4% &84.2%8 4 58,84
-Qa j« ?TO- Ea'. i.@n ) .:‘a:.:.f :;”c o '{c‘ 30 A OT
Nominal %, g i1 6 5.0 251 10,7
Effective Protection to: ,
] 8 ;.}1_!.8 “‘“}.vn EhbY g ;J, ?2»38 "-"lnhl-
T Domestic g 8.0
Exports ttab sl =2ed Sod
Total Szias ~10.7 et Ly =9
Effective Subsidy &
=
I}onesnm Saies -25,2 2.3 500 -8.9
Totel Sales ‘ = ~23a7 .2 =&, 5
Source: Westphal and Kim {197h}, Tables 3.4 and 3.B.
Note: The basis for calssifyiny irdividusl sectors is the same as that

empioyed in Table T a2bove (ses puge 32}.
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operating in 1968, including the erpert ingentives dlseussed in Section 2
abave as well as subsidies granted to key impord abstitnting Lndu:a‘t;x‘i.aaqé'“’/
Averages based on estimates made at the level of 150 comrodity producing
sectors are given im Tableg 13 amd i, In 'tm;"nﬁ Armex Teble 2 gives estﬁ;m%as
averaged according te industrisl clsssificellon.

Effective protect;icn calevistions express the iwpact of protecitisa
measures on value added :Lnst,ea:i of the gross p?ice:ggf
The effective proteciion ratz of 0.9 for menuiscining ovipni o 2
whole {see Tehle 12) thus indicates thai protectlion messures on balence pro-
vided nc protection o velue added in the mansfaeburing %:e:e:tcsrfsp e protection
on oulputs being silghtly mors than offsst by the cost raizing @:s,i‘au‘w of
protection on inpuits. It mey further be ssen that protectlon meazuvres af’. rded
an implicit subsidy to primary preducers, pertd toularly in the sgrieilinrel gectors
Both of these resulis «- low profection o rapufecturing, and klaaer prevection
to primary producers -- are nearly wnigue 4o Xores, &g mogt other developing
.countriw protect industry at high levels wnd a2t the enpenge of prlanry py m-'"u..,ti@x

Effective gubsidy cslelations fmi&*w inolude the impact of eredid
and direset tax preferences. These incenbive meawures do oot chsnge unidh velue
é,dded in worid pricss, howwsver they do affent the composition of welus added
end préfi‘hs after taxes. These subsidles were incorporaved in the follovwing

way: The tolsl direct tex liabilities of all firms were respporitioned Pn“c':iéé*ﬁ'

1/ The subpidy due to the export-Bmport link system is not ipeluded, Wt it is
known o have been very small. For dateils regarding the eﬁ'@:m&.sion pmm
cadures see Mestpha;‘l end Kim (197L), Chepter 3.

;/ Formelly, the effective rpw of protection is deflb 9(1 a8 the percentege
exceas of domestic over world mmis@n velue added, where the letler agusla
the difference belwean the world market price of the product end the o.4%
of its inputs alt world prices,



&

sector on the bzais of its share in alé toral tex bese; l.e., it waxm
assumed that each firp would hove paid the save sversgs tox rate on ils
ﬁet income under a neutral tax policy. The differencs hotusen Whe réap=
portloned tax 1iability and 2 geobor?s actual tsx Llebility is the
estimated tex subsidy; which could thus be negalive as well as yosivlve
depending upcr whether the socher sciunally paid o hizher or lower tax rate
than the average. Intersst subuidiss weve deternined in a1 snslogous

fasklon, sgsuming that all sentors worid have pald the seme average inier st

rete on cubsh ;anding leans, thal rete bring determiped ns the retio of Yoteld
iﬁterest peyments by ell ssclors to tohal lomng cuboisading. Tueupl divect

tak and interest subsidies wers th@ﬁ zddzd to such sezoloris walus added

in demestic pri@esu%f The effective subeidy rale is the percenings ewecsss of
this adjusted valve added over value added ab world markel prieces. Since

the sum of &ll tax and &réﬁi gubidies o%@f atl seetors is wereo, the weigh%@ﬁ'

=

{by world market price value wdded) average of all effective subsidy vates is

iy
o
7

‘equel to the weighted average of 2ll effeciive protection retes.

Undar the lncentive system preveiling in Korea, yvefare ial credld
gozs lerzely to the manulacturing sechors while the primery sectory benalit

from lower tex retes. 45 may be seen in Table 13, the net reonli of erodii

and tex preferences in 1968 was impiicitly to tax indusﬁry fﬂrther at the

o

expenge of primary activitly. £4d4ng thess preferences reduces effectlive
pretection o industry from -0.2 o -6.5 percent ond incresges that to primary

nF
praduction from 17.1 to 20.9 percent .S

S e o

1/ This adjusted value added is an estimabe of whei value added in
sector would heve been 1f there werz me'tzx and oredit prefersnces
and net factor returns wers unralibesred from their &cﬁdwi value under
the Inceniive policles followad. 7
2/ Industry is here defimed to imclude beversges mnd tabecce end processed -

food. ZRemoving these secteors from Industiyg J’cn&nges the average effsclive
protection and subsidy rates to 5.7 and 0.3 percent respectively.



Overall, the average level of protecticn snd m‘;bs;idj was quite T
low in Korea compared with other countries, becsuse the exchange rate in -
1968 wss not greatly overvalued. The levels of pmtéctiom and subsidy for
napufacturing wers especially low.

| Of course, these vesulds obhsture differcnce in the ingidsnce of ineenliw

ameng particular industries and between experts ond demesile ohlas. 4As we ara’her

most interesbted in ihe manufacturing sectors, Teble b prasenia esiimstes for the
sectors averaged by trads ceitegory with separate figures giwsh for arporte end
domestic sales. Siarbting first with i‘ar.!'.e reste) for sll mekmfnebuiring, one
finds that greater effective inceniives were afforded o es@oﬁw than Yo
domastic salés. By viri,lie of being ebls to Lmport their inmuis duly free,
exporters faced world market prices both for their cutpubts and for their
tradeable ippuls. The poglidivs effective protechion rate of 3 perceont 'e:x-m '
export sales reflesis the Jnplicit subsidy to expords through genmarous
wastege allowences and preferential rates on electricity and tramsporietion.
In turn,; expert sales banelitted more than did seles on the domesiic mazked
from direct teax reductieons end credit preferences, sme that ail ihs incentlives
together yielded an effective gubsidy rate on emports of 12 percent. 3By
- L _ . 1/
contrast, the effeclive subsidy rate on domeatic szlee was mincs ulne parcent.”™
As ancpng Earufanturing sectors classified by tvade eai‘:@:gcl{y, the

secbors exhibiding thz lowest averzge effective sobsidy redes on totel sales

_ave the exnurt rad non-import compating sectors. These &ve dlise the geclors in

which ths effastive sabsidy on export sales on average exccedsd thet om domestie

3,“/ Thase figures are respectiveiy 13.9 and -1.8 parcent when beverages and
tobacco and procesged food are removed from the average for tolal mamu-
facturing. -



sales. These sectors together accounted for 8L percent of Kores's

. N VA
menvfactured exports (abt producer’s prices) in 1968.% The shere of

the non-import competing indushrics was roughly 2 percent. In born,
effective subsidy rates were highest on aversge in the import compebing
sectors, whers domestic sales wers highly protected. The sasre of SIBOT LS
in the oulput of these indusiries wss less than two percent, Hovaver,
the "other" sectors hed am export ehare of meerly LO percent in thelr
outpui, though the effective subsidy rate on demestic salss was over 2ix
times ihat sxports. There thus sppears to he & difference in the redpones
of the export snd the “other® sectors to Gupord inceniives. A ol dis-
cussion of implications of this is pogiponed to the conclusion, though e
test of the allocative signii‘i;mee of incentives scross all gsctors 1s
discusssd immediately below.

As is widely Mwoun, effective incentive rales measured ex posh
reflect both differential factor remuneratlon vrales end comparsiive
efficlency differences, so that it cannot he asverialned withent further
evidence‘ whether, for atample, a high effectdve incnetive rale i&asao{ﬁzi&’ued on
.the margin with higher than average profits or losfficient production. Nove-
theless, an apprsprla.tely gigned snd significast ccrml@.’i}is}:ﬁ seross sectors
between affzciive incentive rates and a corresponding messure of resouTee
allocation may ne. considersd presumptive evidence that incentives affecied

the allocagtion of rescarces. This 1s particularly sc in the Xorean cese,

1/ Export shares based on Teble 3.0, Westphal and Kim (127h).
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for incentive policies were quite stable bebween at least the four years from
1965 to 1968. In twm, the mobility and educationel level of the Xovsan

labor force, the repid pace at which the capital stock was inorsssed, and

the absence of any clear evidence 46 the contrery suggest thai resourcss
were quite free to move toward profitable sctivities. '

Table 15 gives rank corvelation coefiicients betwsen vé,ricus
measures ci“ affective inceniive rates and resource ;iu.ow AT 1\‘{@-:?.’&1“151? the

share of exports in output mer the growdth contributions of ewporhs £r3

significanily related Lo effective protlection. However; emport trade

shareg and growth contributions are significently apd ‘m diively related U9
effective rates of subsidy. The resvib is st Lriking, for 1t demomgtralos
, &

the importance of tax and credii preferences mmong the 'cfarimzs ®RPOTT

incentives during the latter 156035 and suggesis thet export incentives
gl el

Imports prompt the opposite coneinsion. BSince the correletion bel tsen

the share of imports in total supply and effecbive incentives 43 sighiilcadi
and positive, it suggeszts that impord subs%i’ viion hed propiressed iszst in
those sectors where the level of offective imcentives to domestic GA1éE

was highest, The corralations between sffective incentives Lc@@%ﬁtw
sales end growth contribuiions are not significant, though J?‘E},? ave negs ahive,
whiéh is what cne would expect i imports substitution h&dﬁ pregyesced lenst in
sectors where Ilngentives wer e greztest. In eifect, effective incentlves %o
domestic sales seem to reflect relative sfficiency vhile efi‘ectivé subaidics

%o exports seem to reflect prefit incentives.



Rank Correlaticn Coeffigients Jeiwsen

R I T T, i ST

Effective Incentive Rates and Resource Allosstion

=

_ FParcesiage
Share of Fxports  Growih Contribution
in Cutput in 1968 cof Exporbs: 1960-68

Sz

Effective Protection to Exports =0l : .15
Effective Subsidy tc Hiports .29 020
. Perceniase
’ Sasre 0f Tuporhs Growth Contribution of
in Domenstic Sueply Import Substdtutions
in 1968 196068

Legal Protection on Domestic
Mariket , walT . .03

Nominal Protecition on Domestic
[i&i“[ﬂ'et 03{} ’ = 919

Effzetive Protection to Homestis
Sales - .32 : o1l

Effective Subsidy to Domestic . :
Saies 0 =olly

ot ]

Scurce: Westphal snd Kim (197h), Table L,

2re colowlated at the 72 compodlty
producing sector lewvel, where time serics data on rescurce gllocation
are available. Coefficlents equal to or greater en 16, .20, and
.27 {absclute velue) are significant at the .20, 0%, and 0L levels
respechively under a two-teiled desi. '

Yotes: The correlation coeffipcienis w
@l g
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5. Gonelusion

There are “wo aspects to the relevance to paiic:; meking in other
developing countries of Korea's successful experience with eapori-led indus-
triel development. The first of thess conceims owersll developuent par-
formance and will be dealt with only in summary fashion. The second is of
& more limited nature bub of poltentially grester consegquense. I Imvolves
the question of how to promote exports effectively and eificisntly.

Kores's oversll devslepment perfommance sinec the pelicy refemms
in 1964~5 hes indeed been striking, and not mersly on the nesvow grounds
of (NP growth rates alone, -&s wag noted previonsly, Fores doss nod have a
serious unemployment problem, either among sxilisd or unskilied iabor. In
tarn, the distributian of incoue in Xores appeaﬁﬁ to be quite aven. Ia feet,
surveys reveal thal consumpiion expenditure emong Koresn houssholds isnds o
be more neerly edqusl then 1t is elsswbere in the world mnd that Lyom 196h
to 1970 this distribution ssemed to imrpmve;c};/ Exporte have proven 0 be a
powerful engine of GNP growth and, due to their 1aba$ intenglty, they have
contributed greatly tc rapid employment growth, which in turn bas doublless
beenn a najor facbor in meintaining e relatively aven diztribution of incoma.

But the Koreen expericnce, remsykablc as :é.ﬁ:. heg been, does .il{)t
necessarily provide a model for other less devaloped couwntries, =z it
reflects a number of sﬁeci&l factors wileh are not iikely to ba raplicaﬁed
in-oﬁhar countries. The most obvious of these iz the high lew ,"1 of fovelgn
assistance, particularly'during the 192505 and early 1990z, winich helped

build the infrastructure for subsequent growitn. Forelgn capital inflows

1/ See Frenk, Kim; end Westphal (1975}, Chapter 11 for details regarding this
and the following points.



from ell sources have cehbinved to be subshaniial. Given an average

gross capitel-cutput ratic of about 2.5 over the past 15 years, the aversge
forelgn capitel inflow of roughly 10 perceat of current price GNP over this
pericd yields a contribubtien to the GXP growth rete of eboub fowr percentage
points a year. Since the average rate of GNP growth has been about 10 percent
over these 15 years, without foreign savings the growth sate might have been
closer %o six percent. However, more reievant than tﬁis calevlation i3

the fact that foreign cppital inflows were used efficientiy, a8 is vartly
reflected in the very low gross cgpital-ouiput ratic achisved in Korsa
relative to other developing coumbries. The foreign capital inflow may have
been stypically large; but whet is import&nﬁ is that it was used effectively.

More to the point is the very sirong govermmeni which has enebled

he imposition of far-reaching economic policies including frequent develustions
of the currency and tex msasurses which maintelnesd gcvernmént savings at high
lewels until the aftermath of the rise in energy prices. In turﬁ, government
policies toward labor have besn guch that resl wages did not rise execept in
response to labor éhcrtages in the late 1950¢ and agein more recently.

Organized labor is not a poweriul politicsl interest group in Korvea as it is

in many other developing economies.

Equelly important are the "initial conditicons¥ a% the start of Kofeafs
rapld industrialization. With respect to the delerminents of income distribution
Japanese colenial occupation resulted in the virtuwal destruction of the landed
aristocracy which had ruled Korea prior to the‘Japanese taksover, A comple
anc. equalizing land reform was iniltiated by the Uniied Staltes ccevpation
government after World War II and completed by the Kareaﬁ government in 1552,

Pl

This, along with the economic disloeation caused by two wars and the deparwirc



of the Japanese, produced a relatively egulitarian distribution of assets
throﬁghout the society; in shori, everyone started out after the Korean
War equally poor or neérly 50. Additiomally, Korea inherited from its
Confucian past a culture in which a very high value is placed on educabion.
Through parents’ efforits, and despite the fact that public expendiiures on
education in Korea have been low by internaticnal stendards, it has one of
the highest literacy rates in the wofld and a very high proporticn of
secondary school and uni&ersity graduates. The large investment in human
capital has resulted in a highly skilled labor force obtained without a large
expendituré_of public resources.

Léstly, muck of the growth of industry and exporis may be inter-
preted as a return Yo Ynormaley® afier the removal of foreign domination
and the disruption of war. But this, like the other special factors mentioned
here; is not sufficient alome to explain the successful performance of the
Korean economy; Economle policies have made & substantial contribution in
fostering what appears to be an efficlent alleocation of resources. Certainly
none of the available evidence, most of which has been reviewed in the
preceeding sectionsg‘is inconsistent Qith the propositions either that poliéy
has mgde'a difference or that overall rescurce allocation hag been efficient,
though with some notable execeptions in particular sub-sectors. In shori,
gigen Rorea's poor natursl resource endowment and assuming that its'comparative
advantage-lie in labor intensive activities, Korea provides an almost classic
case of an economy following its comparative advantage and reaping the gains

predicted by conventional economic thecory.
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With respect to the ﬁromotibn-af exporis, the most importﬁnt
conclusions from Korea's experience appear to be that exports respond to
incentives while efficiency in resource allocation can be assured by
operating clese to a free itrade regime. Both of these conclusions require
" further scrutiny. Nothing has so far been said about "institutional®
incentives to exports while much deserves to be said. This concluding

section will end with a brief discussion of the balance betwen price and
institutional'incentiveé. In turn, the evidence presented above reparding
the efficiency of Korean resource sllecation is only presumptive, not
conclusive, ‘ﬂnd, the Xorean government has relied upon infunt industry
protection as well as subsidiss to foster the selective developmeni of
import substituting industries.

One additional feature of Korean espori imcentive poligy that has
so far been neglected deserves mention before geing on to consider institu-
tional incentives, for it is particwlerly instructive in the design of
policies elesewhere., Excepting direct tax preferences, the key element in
Korea's export promoticn policy since the early 1960s has been ta permit
exporters to operate at world markebt prices, not only for imputs but élsc
for capital goods and, through permitting easy access to foreign credits,
short and longer term finance. Unrestricted access to and tariff exemptions
on imported inputs lead to a bias in favor of using imporied inputs unless
somehow offset. The device of the %domestic L/C,* which gives the full range
‘of export incentives Lo preducers of intermediate geods supplicd to exporters,
has been used to negate this bias in Xores, Tims the expert.iﬂceniive systen
has not unduly favor el the use of imporited over domesticaily produced inter-

mediate inputs (of the same quality)} in the productionh of cxports, except
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insofar as the ﬁastagé allowvance has operated in this direction. Beckward
linkages from exporis to the pfoduction of their irntermediate goods have
a5 a result been exploited rather effectivelyfl/ However, tariff exempilons
and low interest rate loans tied to the purchase of imported capital goods
discrim2ted against the use of indigenously pfoducad capital goodsgg/ In
particular, the diffefence between the higﬁ interest rate on domestic
cormercial eredit and the interest rate charged on suprliers’ credits to
purchase imported capiﬁal gootis has been estimated to have increased the
total.purchase cost (i.e., iacluding iﬁterest paynents) of irdigenous capital
goods by roughly 20 percentuéf Recently, having recoﬁniéed the retarding |
effects of these policies on the domestic cepitel gocds sector, the govern-
ment has sbolished automatic tariff exemptions for exporters on their
capital goods imporis and has established a relatively large fund for
providing medium term domestic credit at an interest rate near the.world
‘market level,

e 1astiy Turn to institutionsl incentives. The most difficuli of

these to appraise are the government assisted export marketing efforts. The

governnent-subsidized Korea Trade Promotion Corporation was founded in 1564

1/ It is nonetheless true that the import content of Korea's exports is high,
more than 50 percent. Bub in the main this stems from exporits of products
requring raw moterial inpuls not found in Xerea's natural resource endow-
ment, though there remain backward linkages to be exploited from the more

- recently established export lines,

2/ This is thoroughly documented for textile weaving machinery in Rhee and
Westphal (1976).

3/ See Frank, Kim, and Westphal (1976}, pp. 117 - 135,
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%o promote Koreu's exports and do market resgarch. It has szince established
offices in a number of imporiant trading centers abread. The government
glsc authorized the Korean Tradors Association (a private or‘gﬂzliza"tion of
exporiers) to collect one percent of the valus of total c.i.f, imports as
en export promotion fund. And, i% requlres iis embassies abroad to_ parti-
cipate actively in export prometion end has sent special trade missions to
8 number of foreig m countries as well. How to market exports effectively
is an 1ﬂnortant question, which makes the absence of any serious research
on tﬁe part played by the Lorean governmenh?s narketing aséistance parti-
cularly unfortunsie,

The government sstablished annunal expori targets brokasn down‘in
considerable detail by ccn'mczici;.‘tyr,q market, and domestic exporter qta ting
in 1952, Fxport incentives eud.narget levels were simultaneously sel by the
government acting in comcert with exporters! associaztions in each 1ndustry,
Export targets have generally been met or excecded, for the export promotion
campaign had had high priority, as may be seen in the fellowing. Adjoining
the Minister of Commerce end Indusiry's office is an ¥export situation®
room laid out so that potential target shortfalls may be found at a glance.
A large staff maintains aluost daily conbact with the major exporters and it
1s not uncormen for the liinister to intercede in the svent of possible
difficultics in meeting tarpets. The emphacis on.export promotion was given
further expression in 1969 when cxporters began to be graded into four
classea on the basis of QXporé perfornance; with the bhighesi export achievementis
bringing the national medal of honor, public T’resideﬁtial gomnendgtion, and &

nunber of more material benefits including relaxation of tax surveillance.
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T4 would be naive to conclude from this thabl targets independently
set by the government determinedlactual expert levels via a command-iype
systen, for the targets were not independently set and they were cften
excecded. Rather the targets complemented incentives to exports without
which rapid export growth would nct have been possible. An important functién
filled by the export targeling system-and its trappings was to pudlicize
the importance attached by the government %o exports: export incentives
were well advertised and access to them was immediate. An atmosphere was
thus created in which businessmen couid be certain thal thsrincéhtive
systen would reward‘efforts to export. ﬁus'n&ssmenﬁrGSpanded by
taking the substantisl risks. of expanding producticn and capacity'for export,

Another importsnt funetion-ﬁhat may have been filled bj.the
export targeting sysiem appears in the difference nctéd between the
response of expert and Wother® secters to export incentives. T4 will
be recalled that the distinction between these is that imports
exceed 10 percent of domestic swpply in the latter. It was noted in
Section 4 that in 1968 thé share of exports in the output of the export
sectors was 36 percent, while it was U0 percent for the Yother® sectors.
This is somewhat puzzling in view of the additional finding that, on average, the
effective subsidy rate on expo}ts exceedsd that on dorestic sales only in
the fermer. Furthermore, an examination of individual export
industries finds a numbar in which total incentives to domestic saies were
higher than those te cXpoTtSn;f There is strong, independent evidence

of cartelizalicn among producers in most if not all of these export and

1/ See Vestphal and Kim (1$76), Section 3.5.
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the "other" seectors. In turn, nearly all of these sectors

benefitted from above average nonminal protection on the domestic

market. Cartels in these sectors thus appear to have operated in the
classic mold of discriminating monopoly, covering their fixed costs
through high prices in-the domestic market and selling a3 slightly

sbove marginal cost abroadoé/ One can only speculate concerning the
government's possibie encouragement of cartels to promote exports and

use of export targeting in this connection.  The fact that export targets
and export subsidieé such as wastage allowances appear to be negotiated
Jointly belween government and business in these industries suggests an
institutional mechanism under which incentives on the domestic market are
effectivély linked to satisfactory export performance. (fhere is Ho
evidence of excess profits in these industries). Whether exports from
theée sectors would have been less in the absence of export targetding is
unknowsble and a matter of considerable debate among knowledpeable
specialists. In any event, the se industries together accounted for no

mere than roughly 20 percent of Korea's manufactured exports in 1968,

1/ The most careful documentation of this is to be found in Rhee and
Westphal (1976).



ANNEX TABLE 1

Structural Change: 1960 - 1968

Direct Coniributicn to

Domestic Shares in Total Commodity B Sector's Growin
Denand Dutput Exparis Imports Export Imzort
1950 1968 1900 1968 15RO 1968 1360 1968 Fxponsion  Substitution
Agriculture, Forestry & Fishing L3.12 31.% L6.8% 32.82  32.9% L.5%  21.kF 16.33 - 1% -7.9%
Mining & Energy 1.8 1.8 2.7 _2.h  25.5 6.2 1.0 1.1 15.9 =3.9
Total Prinary o9 33.3 L9.5  35.2 - 58.h 10,7 22.h 17.L 1.2 7.8
Processed Feood 12.0  10.1 12.5 11.4 10.1 7.7 9.4 3.8 7.8 1.8
Beverages & Tobacco. 5.4 .k 6.1 b.h 2.2 2.3 1.1 o0 4.0 2.2
Construction Materials 1/ 8 1.9 .9 2.2 oG 1.h ol b 5.6 2.0
Intermediate Products I , 10.2 1hL.B 8.9 15.0 L.9 2i.5 16.1 14.1 17.0 1.8
Intermediate Producis II™ ih.3 15,8 11,9 13.6 12.5  13.2 27.3 2.3 10.4 5.0
¥ondurable Consurer Goods 9.0 Y 8.0 10.8 7.3 3hL.9 13.8 2.7 36.7 6.8
Consumer Durables .8 1.7 5 1k o1 3.3 2.2 3.7 23,2 wlyo by i
Hachinery 1.8 £.6 1.0 1.7 1.7 1.5 6. 20.8 £.0 ~19.0 o
ransport. Equipment L L2 S 2.h 17 .3 8 10.7 .2 k3.0 T
Total Manufacturing 551 6.7 5.8 BB IS WS T s 18T 32 !

1/ Intermediate products I are those at the lowest luvel of febrieation, for example yarm rather them cloth
or steel ingoits rabher than steel shesl and bars. They are -Scagtimes roferred o in the tewt as basic inter
mediate products. '

Source: Westphal and Kim (1974}, Tables B, J; and K.
Netes: Based on data at constant world prices.

Totals nay not reconcile dus to round-off errdr.
The classification of Iindustries used hers is thab ueve¢oreu hy Balassa and Associztes 1971 L
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Effoctive Inecentive Rates by

Effective Frotection . Effective Subsidy

Domestic ' “Total Dorestic Total
falos  Exports  Sales Seles  Isports  Sales

Agriculiture, Foresiry, & '
Fishing 18.5% =16.1%  18.1% 22.5% ~9,9% 22.1
Processed Food ~18.2 7.7 =1%.0 25,2 2.3 «23.0
Beverages & Tobacce 19,3 “i.9 «~18.8 «2%.8 hey . =2h.2
Mining & Energy Ty =1.0 2,9 5.3 3.0 ko7
Construction Materizls ~11,5 5.2 0 =113 25,9 5.9 -15.9
Intermediste Producis I -25.5 3.0 =19.5 N Lik -21.9
Intermediate Products II 26,1 3o B 2.2 35.6 17.% 19.5
Non-Durable Consumer Goods =10.5 wl o -8.5 w2, 6 S.h ~1h.7
Consumer Dufables , Shials w7 £1.0 18,2 2.4 31.3
Machinery bl 2 «12.7 i12.9 1.5 5.7 30.9
Transport Equipnent 163.5 S53.1% 163.9 1587 ~22.8%  159.1

Source: Westpbal and Kim {19741, Tables 24 and 2B.

xDenotes that value added in exports at priees {inciusive of sutsidy elements)
actnally paid and received by producers is negative. :
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