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Some policy analysts argue that governments are incapable of making effective or useful choices about which technologies to promote and
support to foster economic growth and development. Others argue that many contemporary innovations were developed or came into widespread use
as the result of specific government interventions. The article would argue for one of these viewpoints and explain a more useful guide to government
policy making. Hence, this paper also investigates the factors of government policy that produced the “Korean miracle,” and how Korea’s policy
differed from those of other developing countries. This paper consists of three parts: section one explains the background of the Korean government’s
intervention in the domestic industry and market environment; section two investigates the difference between Korean state policy and the policies of
other countries; and conclusions follow in section three.
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Bour-Kuénr /I:xeoH, Pojib HAyYHO-TeXHHYECKOM MOJMTHKY ISl NOAAEP:KKH IKOHOMUYECKOro pocta u pa3sutus B FO:xHoii Kopee

OJIHY 3KCIIEPTHI YTBEPXKIAIOT, YTO FOCYAAPCTBO HE B COCTOSIHHH IPUHUMATH 3((EKTHBHBIC PEIICHHS] O TOM, B KaKHE TEXHOJOIHH HYXHO
MHBECTHPOBATh [UI1 OOECIHEYeHHs SKOHOMHMYECKOTO POCTa M pa3BUTHA. J[pyrue yTBEp:KJAalOT, YTO MHOTHE COBPEMEHHbIC HHHOBALMH ObLIN
pa3paboTaHbl WIM TMOIYYHIH LIMPOKOE PACHPOCTPAHEHHE B Pe3yJbTaTe KOHKPETHBIX MEPONpPHUATHH IHpaBHTENbCTBA. B cTaThe aHAIM3MPYIOTCS
(akTOpEl TrOCYHApCTBEHHON MOIMTUKM, KOTOPBIC IPUBEIM K "KOPEHCKOMY SKOHOMHYECKOMY 4YyAy», M Kak monutuka Kopenm orianmuannce ot
HOJIMTUKHU JIPYTHX Pa3BUBAIOIIMXCS CTPaH. DTa CTaThsl COCTOMT U3 BBEJCHUS U TPEX 4acTeil: MepBblil pa3zen oObsICHACT HHCTHTYIIHOHAIBHYIO CPEIY
JUIs BMEIIATEIbCTBA KOPEHCKOr0 IPABUTEIBCTBA B OTEUECTBEHHYIO IPOMBIIIICHHOCTh H PBIHOYHYIO CPE/y; BTOPOIl pas3[en HCCICAYeT Pa3HHUILY
MEXITy KOPEICKOM rocyAapcTBEHHOM MOINTHKON U IOJIUTHKON APYTUX CTPaH, IIOCIe Yero OYIyT CAeaHbl BEIBOABI B [IOCIICIHEM pasJieiie.

Knrouegvie cnosa: HaydHO-TEXHOJOIMYECKAs: 1 MHHOBALIMOHHAS ITOJUTHKA; NPOMBIIIICHHAs MOJIMTHKA; SKOHOMUYECKUH PocT; pedhopMBbl;
IOxHas Kopes

Bour-Ksenr /I:xeon, Posib HayKoBO -TeXHi4HOT MOJMITUKY 1151 MiATPUMKH €KOHOMiYHOT0 3pocTaHHs Ta po3BuTKY B IliBaenniii Kopei

OJHi eKCIepTH CTBEPIUKYIOTH , IO JAep)kKaBa He B 3M03i NIpUiiMaTH e(pEeKTHUBHI PIlICHHS PO Te , B IKi TEXHOJIOTII ITOTPiOHO 1HBECTYBaTH JUIS
3a0e3MeueHHs] eKOHOMIYHOTO 3pOCTaHHS Ta PO3BUTKY. [HIII CTBEPKYIOTH , 1110 6arato Cy4acHUX iHHOBAMLii OysI0 po3pobiIeHo b0 OTPUMAITH IIHPOKE
MOUIMPEHHS B PE3yJbTaTi KOHKPETHUX 3aXOJiB ypsiay. Y CTaTTi aHANI3yIOThCS YMHHUKH JAEPXKABHOI MOJITUKH , SKi MPHU3BENIU 10 KKOPEHCHKOTO
€KOHOMIYHOTO JMBay, 1 sk momituka Kopei Binpi3Hsmacs BiJ MONITHKH iHIINX KpaiH, IO PO3BHBAIOTHCS . Ll cTAaTTs CKIIAJAa€ThCs 3 BCTYIY 1 TPHOX
YaCTHH: MEePIIMH PO3ALT MOSICHIOE IHCTHTYLIHHE CepeOBHINE ISl BTPYYAHHS KOPEHCHKOrO ypsiay y BITYH3HSHY HPOMHUCIOBICT 1 PHHKOBY
CEepeNIOBUIIE; APYTUil PO3/IT TOCHIIKYE PI3HUIIO MK KOPEHCHKOIO IEPKABHOIO MOJIITUKOIO 1 MOJITHKOIO 1HIINX KpPalH , Micis 4oro OyayTh 3po0iieHi
BUCHOBKH B OCTaHHBOMY PO3Jii.

Knrouosi cnosa: HaykoBO-TEXHOJIOTIYHA Ta IHHOBAIlilfHA IOJITUKA; IPOMHUCIOBA IOJITHKA; €KOHOMIYHE 3pOocTaHHS; pedopmu; IliBneHHa
Kopes.

Introduction

Government policies on technology innovation have had a significant influence on perspectives on national economic growth over the last
four decades. Appropriate policies have clearly contributed to improving economic growth and industrialisation (Radosevic, 2012). In particular, East
Asian countries such as South Korea (henceforth referred to as Korea), Taiwan, and recently China have seen undisputed rapid economic growth
through government intervention. This paper focuses on the case of Korea, exploring how the Korean government contributed to the promotion of
economic growth and development through appropriate interventions in technological innovation.

The striking economic growth and industrial structure change of Korea over the past half century has made Korea the most dynamic country
in the world in terms of the speed of industrialisation. Korea has successfully moved from labour intensive industries, such as textile manufacturing,
to advanced technology products and capital-intensive industries, such as semiconductors. According to the World Bank (1988), between 1965 and
1986 the annual per capita Gross National Product (GNP) of Korea grew 6.7 percent, compared to 2.9 percent growth for other developing countries.
The manufacturing growth rate in Korea between 1965 and 1980 was 18.7 percent, compared to 13.2 percent for Singapore, 9.6 percent for Brazil, 9.5
percent for China, 7.4 percent for Mexico, and 4.3 percent for India.

What is the difference between Korea and many other countries? Chang (1993) points out that Korea’s rapid growth was accompanied by
major structural changes brought about by central decision- making.

On the other hand, Dornbusch and Park (1987) note: “The Korean strategy is much the same as that of the Latin American countries, with
pervasive protection of an infant-industry kind going hand in hand with favourable treatment of the export sector through tax incentives and
credits.” ] While, state policies of Latin America are similar in structure to Korea’s, the results of government intervention in technology policies are
strikingly different. Hence, this paper also investigates the factors of government policy that produced the “Korean miracle,” and how Korea’s policy
differed from those of other developing countries.

This paper consists of three parts: section two explains the background of the Korean government’s intervention in the domestic industry and
market environment; section three investigates the difference between Korean state policy and the policies of other countries; and conclusions follow
in section four.

Government interventions in the domestic industry and market environment

During Korea’s industrial development process, the Korean government strongly protected and promoted select infant industries through
specific policies. Collins and Park (1988) explain that starting in the early 1960s the Korean government — which was under the military regime of
Park Chung-Hee from 1962 to 1979 — attempted to foster export-oriented industrialisation.

In 1962 the Korean state initiated five-year economic development plans to switch from import substitution industrialisation to export-
oriented growth, in order to encourage the domestic industry. The hallmarks of the industrial policy were extensive government intervention in both
domestic and international capital markets (e.g., tariff systems, interest rate subsidies, exchange rates, etc.). These policies became vital to subsidising
domestic industries and maintaining competitiveness in the global market.

Regarding trade protection policy, Korean tariff systems have been reformed several times. Lee (1996) argues: “The simple average of legal
tariff rates rose during the period of import substitution and has declined gradually since the tariff reform of 1962, when Korea switched its trade
regime.” Between 1952 and 1962, Korean tariff rates increased by more than 10 percent (from 25.4 percent to 39.9 percent); furthermore, from 1963

© Bong-Kyoung Jeon, 2014

103



MPOBJIEMBI PASBUTUSA BHEITHESKOHOMUYECKHUX CBH3E“I71 M IIPUBJIEYEHUS WHOCTPAHHBIX WHBECTHIIHA:
PEI’MOHAJIBHBIN ACIIEKT

to 1973, the Ministry of Finance imposed special customs tariffs from 70 to 90 percent for specific import commodities that were regarded as
nonessential. The government actively intervened, imposing import restrictions in order to reduce balance of payments deficits and protect domestic
industries (Kim 1988; Collins and Park 1989). The Korean state deeply intervened in the tax system in order to give preferential treatment to key
industries and conglomerates (also referred to as chaebol diversified conglomerates that are usually controlled by one or two families). With the
initiation of five-year plans the tax system has often been revised to provide incentives for reorganising and maintaining domestic industries.
Industries that imported raw materials and capital equipment for export benefitted from drastic government measures, such as exemptions from tariffs.
According to Kwack (1985), in the mid-1970s the Korean state significantly reformed its domestic tax schemes through a programme of “Special
Treatment for Key Industries.” The government provided for a tax holiday during the five years in the domestic industry (i.e., a full exemption during
the first three years, and then a 50 percent exemption for the next two years). This incentive was offered to major heavy and chemical industries.
However, in order to get the tax incentives or exemptions, many firms tended to indirectly deal (i.e., substantial rebates) with the state.

The Korean industrial structure became more advanced and complicated in the mid-1970s when industries were in conflict between import-
substitution and the export-oriented sector, while consistently trying to protect infant industries. In addition, internally and externally the economic
environment was poor, which coincided with a worldwide resurgence of inflation, a slowdown in export growth, and a deterioration of income. Hence,
the Korean state (more specifically, the Korean president) established a task force to deal with inefficient firms following the massive investment
boom in the late 1960s (Chang, 1993). For example, in the late 1960s and early 1970s, the government enforced mergers, sales, and liquidations of
some inefficient firms. Furthermore, in the late 1970s the Korean state again rearranged the domestic industry, particularly the heavy and chemical
industries. In the auto-mobile industry, one of the major car companies (Kia) was forced to specialise in trucks and buses (Kia was later integrated
into the Hyundai auto-mobile company). Hyundai and Ssangyong — two major companies— were forced to split the market into two segments and
specialise (Hyundai in over-6000 horsepower engines and Ssangyong in under-6000 horsepower engines). In the heavy electrical machinery industry,
three companies (Hyosung, Ssangyong, and Kolon) were merged into one (Hyosung) and allowed to produce only highly specialised and expensive
products. In addition, in 1984 the government merged over 60 ship-building companies into only 17 (Lee, 1985).

The Korean state appropriately invested in specific industries. For example, the semiconductor industry of Korea is a very interesting case
study. The early stage of the semiconductor industry in Korea received offshore investments from American manufacturers in the early 1960s,
because of the low labour cost advantage (Hobday, 1995). After half a century, Korea’s semiconductor industry occupied the dominant market share
in the world. How did the Korean government contribute to the striking growth of this industry?

Byun and Ahn (1989) argue that the fifth five year plan (beginning in 1982) included the semiconductor industry as one of the principal
target industries, exempting it from tariffs on production equipment. Second, the Korean state coordinated Research and Development (R&D) efforts
among private firms; the government and firms jointly set up R&D funds, and the research centres of private firms submitted research plans for new
product development programmes. Through these processes, the Electronics and Telecommunication Research Institute (ETRI) approved proposals,
which led to significant financial support from the joint fund. Finally, the government established many national science research centres to support
advanced technology. For example, the South Korean Institute of Science and Technology (KIST) was set up as the first modern multi- disciplinary
research organisation, supporting future promising technology development. The Ministry of Science and Technology (MOST) was also established
as a central agency for policy- making, planning, coordinating and promoting of science and technology.

By the end of the 1970s, the Korean government had invested a lot of money in establishing new institutions and dispatching human
resources to advanced countries to acquire knowledge. These policies were efforts towards industrialisation, and to satisfy science and technology
demands. Regarding innovation policy, the government operates the Science and Technology Policy Institute (STEPI), the Korea Institute of Science
and Technology Evaluation and Planning (KISTEP), and the Korea Institute Science and Technology Information (KISTI). These three institutions
carry out the state’s core science and technology innovation research. In addition, all of these research centres were supported by various funds from
the National Investment Fund, the Industrial Development Fund, the Korea Development Bank Technology Development Reserve Fund, and
industrial technology promotion funds. Hence, the Korean semiconductor industry facilitated rapid growth.

Korean state policy vs. policies of other countries

Korea’s successful economic model is a case for ongoing study by many economists and policy- makers, particularly in developing countries.
According to Balassa (1988), “the Korean state’s role, apart from the promotion of shipbuilding and steel . . . has been to create a modern
infrastructure, to provide a stable incentive system, and to ensure that government bureaucracy will help rather than hinder exports.” This differs from
Latin American countries, where there are pervasive controls of investment, prices, and imports, and decisions are generally made on a case-by-case
basis, thereby creating uncertainty for business decisions. Why does the seemingly disastrous recipe of heavy- handed intervention work in Korea and
not in other countries?

Indeed, the Korean government is not entirely different from those often associated with economic failures in developing countries, in that
the industrial policy of Korea has created many inefficient firms. Nevertheless, “government has been willing to withdraw support whenever
performance has lagged” (Amsden, 1989). The World Bank (1988) also reaffirms that "intervention was moderate in the sense that it did not lead to
large price distortions.” Another recent World Bank study, Rethinking the East Asian Miracle (Stiglitz and Yusuf, 2001), asserts that rapid growth in
the East Asian economies has been associated with "market-friendly" interventions.

In the 1970s, the world economic environment also was favourable for Korea. After the oil shock, the Korean economic situation differed
slightly from that of other East Asian developing countries (e.g., Taiwan, Singapore, and Hong Kong). These countries have the same trade structure
as Korea, importing oil and commodities and exporting manufactures. Furthermore, compared to Latin American countries such as Brazil or
Argentina, Korea’s exposure to world economic influences was different. Brazil and Argentina are net commodity exporters, because of their
abundant supply of raw materials. During the 1970s, oil prices moved up and commodity prices moved down following the oil shock. As a result,
Latin American countries suffered more than Korea’s. The late 1970s upturn of inflation in Korea was, in part, due to oil and necessary exchange
depreciation. Unlike Latin America, Korea made a rapid fiscal and external adjustment even before the 1982 debt shock played itself out. Korea's
ability to restrain wages may be as important here as the dampening of external shocks through its particular trade structure. Furthermore, many of
Korea’s heavy industries and building firms took advantage of construction projects in the Middle East, which were additional offsets to higher real
oil prices and extra sources of foreign revenue.

In terms of government roles, there are slight differences between Korea and Taiwan. Scitovsky (1990) argues that even though both
countries had similar economic development strategies, the “philosophies guiding the strategies” were different in some important ways. For instance,
the biggest difference between the countries was their perspectives of the role of government. The efforts of the state to manage private enterprise was
more considerable in Korea than in Taiwan. Taiwan implemented a variety of economic controls to create an “economic environment conductive to
growth”. Thus, the Taiwanese state tended to be “more selective and less intrusive” than in Korea (Smith, 2000). In contrast, the Korean state was
more aggressively supportive of industry. As a result, Taiwan fostered the growth of small business firms, which were more flexible to adapt to
changing economic conditions than large firms, and contributed to the entrepreneurial spirit, which encouraged competitiveness in the market. In
addition, Taiwan’s policy had the significant advantage of reducing income inequality. On the other hand, Korean state interventions entailed a more
pervasive relationship between government and the private sector. This contributed to Korea’s ability to occupy a large portion of the market share of
specific industries through the creation of several conglomerates, which helped to grow Korea’s economy and industry more quickly than other
developing countries.

Conclusion

This paper examines the impacts of government intervention in local industry. The Korean state adopted appropriate policies in terms of both
market and industry (such as tariffs, financial support, and the integration of inefficient firms) (Lee, 1996). In particular, government intervention in
industry policies such as tax incentives led to positive results in the competitive power of enterprise and expansion of local markets.
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The first step of government intervention was transformation of industry from import substitute industrialisation (inward-looking) to an
export-oriented strategy (outward-looking) through centrally developed programmes (five year plans). At this stage, extensive policies supporting
domestic industry contributed to the vitalisation of the private sector. Furthermore, alongside industrial growth, the economic situation of Korea also
was radically improved. A realistic exchange rate, which was intended to generate profit in terms of export activities, was achieved by comparative
advantage in labour-intensive industries. Increasing interest rates enabled the economy to invest more by mobilising savings (Chang, 1993). Policy-
makers re-organised the industry map in Korea, integrating inefficient firms and ensuring that private firms had efficient structures in terms of
competitions, productivity, and labour.

In my opinion, Korea’s state intervention brought about successful economic growth and development. In contrast, the power of policy-
makers caused rent-seeking, influence-peddling, and the diversion of entrepreneurial efforts away from productive activity. Furthermore, I would like
to point out that the Confucianism culture of Korea was the most important factor about rapid growth. After Korean War, Korea was one of the
poorest countries in the world. Policy-makers and citizens were eager to overcome poverty for the next generation. This was a very strong motivation
among people to achieve higher education and to work long hours. Even though the old generation could not achieve higher education and did not
have enough food, they were devoted to their children and supported education. As a result, Korean has recently come to achieve the highest
education ranking by Organisation for Economic Cooperation and Development’s (OECD) Programme for International Student Assessment (PISA).
This means that Korean state and multinational firms sustain outstanding human resources. The competitiveness of an economy crucially depends on
the quality and performance of its labour market. A well-organised labour market enables rapid and effective allocation of workers to their most
efficient use at a minimum social and economic cost (Miyagiya, 1991).

Until recently, the government maintained pervasive trade restrictions and subsidies as well as control over the allocation of domestic and
foreign credit. Korea shows clearly that government intervention can work well if done properly.
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JEPXKABHO-IIPUBATHE MAPHTEPCTBO: CYTHICTh, 3AKOPJIOHHMI1 IOCBIJI, MEXAHI3M PEAJII3AIIIi B YKPATHI

Jmutpuuenko JLI. 1.e.H., npodecop, 3aBinyBau kadeapu ekoHOMiIuHOT Teopii JJoHEPKOro HalliOHAIBHOTO YHiBepcuTeTy (YKpaiHa)
BpaiinoBebkuii I.A., kKaHIUAAT EKOHOMIYHUX HAayK, JOKTOPAHT Kadeapu eKOHOMIYHOI Teopil JJoHebKOro HaioHanbHOro yHiBepcutety (Ykpaina)

Jmutpuyenxo JLI., Bpaiinoseskuii LA, Jlep:kaBHO-IPHBATHE NAPTHEPCTBO: CYTHICTh, 3aKOPAOHHUI 10CBil, MexaHi3M peanizanii B
Ykpaini.

VY craTTi po3riIsgaeThesi CyTHICTh €KOHOMIYHOI KaTeropii «Iep)kaBHO-IPUBATHE MapTHEPCTBO». Ha miArpyHTI aHanizy iCTOPMYHUX OCHOB
(dopMyBaHHS ¥ PO3BUTKY CHCTEMH BiHOCHH JAep>kKaBU H IpHUBATHOTrO Oi3HECY, a TaKOX CIIPAIOYNCH Ha IyOJiKamii MPOBITHHUX TOCTiTHHKIB JaHOI
po06JIeMH, aBTOPH CTAaTTi KPUTHYHO OCMUCIIOIOTh ICHYIOUI IIX0AH Ta ()OPMYJIIOIOTH BIIaCHY MO3HIIIO W00 CYTHOCTI i MeXaHi3My BHKOPHCTaHHS
JIep)KaBHO-TIPUBATHOTO MapTHEPCTBA B YKpaiHi. Bu3HaueHO 3araqbHOMETOMONOTIYHI MAXOAH Y JOCII/DKCHHI PHUBATHO-IEPKABHOIO MapTHEPCTBA.
JloBeleHO HETOTOXHICTh JaHOi Kareropii 3 HH3KOIO KAaTeropiif, IO BUKOPHCTOBYIOTh SIK CHHOHIMH, a caMe: 3 MyHIIUIaIbHO-TIPUBATHUM
NapTHEPCTBOM, IPHBATHO-CYCIJIBHMM IapTHEPCTBOM, IPHBATHO-AEPIKABHOIO KOOIEpaliclo, MyONiYHO-IPHBATHUM IapTHEPCTBOM, CYCHIJIBHO-
HPUBATHUM TapTHEPCTBOM, NApPTHEPCTBOM JAEP’KABH i NPUBATHOTO CEKTOpY. BH3Ha4eHO yMOBM MOTHBALil HPUBATHOTO CEKTOPY A0 CHIBHpali 3
JIep>KaBOIO M MeXaHi3M 11 (CriBIpalli) pO3BUTKY.

Knrouosi cnosa: nepxasHo-npuBatHe mnaptHepctBo (JIIIT), nepskaBHHII CEeKTOp, NPUBATHUM CEKTOp, MexaHi3Mu po3BuTky JIIIII,
iHcTuTynioHansHi ocHoBu I, cycninbcTBo, moTpedu, iHTepecH.

JAmutpuyenko JI.U., Bpaiiaosckuii U.A. T'ocyaapcTBeHHO-4aCTHOE NAPTHEPCTBO: CYIIHOCTb, 3apy0eiKHbIH ONBIT, MeXaHHU3M
peanu3anuu B YKpauHe.

B cratee paccmaTpuBaeTcs CYIIHOCTh SKOHOMHYECKOH KaTETrOPHH «TrOCyAapCTBEHHO-yacTHoe mapTHEpcTBO. Ha mardopme ananmsa
HCTOPUYECKUX OCHOB (POPMMPOBAHMS M Pa3BUTHSA CHCTEMBbI OTHOIICHWII TOCYJapcTBa M YaCTHOrO OM3HECA, a TaKXkKe ONMHMPAasCh Ha IyOJIMKaIUu
BeIyIIUX HCCIEN0BaTeNel JaHHOH IPOOIEeMBI, aBTOPHI CTAThU KPHTHIECKH OCMBICIHMBAIOT CYIIECTBYIOMINE HOAXOIBI U (OPMYIUPYIOT COOCTBEHHYIO
MO3ULUIO OTHOCHTENBHO CYIIHOCTH M MEXaHH3Ma WCIOJIB30BaHMUS TOCYJapCTBEHHO-YaCTHOTO mapTHEPcTBa B YKpamHe. OnpenerneHsl
0011IeMETO/J0JIOrMYECKHE TTIOAXO0/bI K HCCIIE0BAHHIO TOCYJAPCTBEHHO-4aCcTHOrO MapTHEPcTBa. OOOCHOBAaHA HETOXIECTBEHHOCTh JAHHOI KaTeropHu
C PAZOM KaTeropuii, HCIONb3YeMbIX KaK CHHOHHMMBI, 2 UMEHHO: ¢ MyHHIIMIAIbHO-YaCTHBIM IapTHEPCTBOM, YaCTHO-OOIIECTBEHHBIM HapTHEPCTBOM,
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