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This paper attempts to demonstrate, first, how the smll labor surplus 

type of developing economy, of which Korea and Taiwan are proto-type cases, 

and thecan successfully solve the tWin problems of the generation of output 

elimination of unemployment. Second, via a more detailed examination of the 

Korean and Taiwanese post-war experience, the differences, as we.11. as the 

similarities, in the transition path of these two "success" cases are high

lighted. Finally, an analysis of these differances suggests certain changes 

in direction hich Korean policy makers may wish to consider. 

an cconon-y of this type canSection I describes the "ideal" path w:ich 

ba expected to follow if it is to be successful in achieving sustained growth, 

while minimizing any conflict between output and employment objectives in 

As we see in Section II, whatever criterion of success wegetting there. 

apply, e.g. rapid labor reallocation from agriculture to non-agriculture; 

margin;rapid output growth outdistancing population increases by a substantial 

a remarkable burst in exports accompanied by dramatic changes in the economy's 

flexibility in absorbing suboutput mix; the demonstration of technological 

stantially larger amounts of unskilled labor per unit of capital than in the 

extremelytczhnology exporting countries; Korea and Taiwan both clearly score 

well. Both seem to be on the same historical path Japan followed earlier-

from import substitution to export substitution via policy changes accommnodating 

by a few years.changes in endowment, with Korea perhaps lagging behind 

at least approach to--equilibriumCertainly, by the increasing resort to--or 
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prices, of foreign exchange, of capital, etc., subsequent to the reforms of
 

the early 60's, both countries were able to take increasing advantage of the
 

combination of indigenous industrial entrepreneurs, matured during the import
 

supply of unskill,,* labor in ordersubstitution subphase, with the abundant 

to vigorously expand their labor-intensive industrial exporting sectors.
 

Only on closer examination, carried out in Section II, are we able to
 

which tend to spoil this picture of aptL.irentfocus on some marked contrasts, 

ma'y provide somecomplete symmetry between these two success cases, and 

warning to Korean policy makers. T-e first and most profound contrast is Iith 

much lower level of agricultural labor productivity in Norea inrespect to the 

the "initial" post-war period under exaination--and a widening of this gap in 

agricultural productivity over time. The consequences of this much greater 

sector provides otherparticipation of the still preponderant agricultural 

sharp contrasts. For one, Taiwan's agriculture was able to provide a major
 

"push" and contribute substantil1 saving and foreign exchange earnings to the 

labor-intensive industrial. export expansion process0 Xorea, on the other hand, 

had to rely much more heavily on foreign capital, not only to help fuel the 

also to provide the mhereithal for mee i theindustrialization process but 

heavier burden was thuseconony's food gap through imports. Moreover, a much 

to help fuel its own continuedplaced on the industrial export sector itself 

faster while "dragging" the Igricultural sectorgrowth, i.e. to run faster and 

process vhich may be lciding Korea to the "ovcr-doing" of aalong with it, a 

good thing, namely export promotion along inefficient line,, via a maze of 

special incentives. Thus the agricultural sector's failure to make its full 

as well andcontribution moly have affected the structure of Vorean industry 

has contributed substantially to what is commonly considered a precarious 

foreign debt structure.
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Section IV, finally, draws some policy conclusions for Korea from the 

rather startlingly sharp contrast in perfomance sunirized in the empirical 

work of the paper. We registcr some skepticism with respect to the view, 

sometimes encountered, that the gap in Korea's agricultural performince is 

mainly a function of differences in the bounty of nature aid not, at .east 

partially, man-made, le suggest, instead, that changes i.n agri.cultural price 

policy, in rural organization, and in the connectivity between agriculturc 

and non-agriculture, among others, may be required if this sector i.s to provide
 

the needed push for further efficient industrialization. Othervise, the dnnger 

signals already being noted in Korea, the increasing import inton,it±v of 

industrial exports, the continued heavy reliance on foreign c,pital, the groving 

food gap, as well as emerging income distribution prob)lCms, are likely to be

come increasingly severe.
 



4
 
The Role of the Industrial Sector in Korea's Trannition to
 

Economic Maturity
 

Gustav Ranis*
 

Any really useful ecaminatio'i of the role of Korea's industrial sector 

during the recent past, with an eye on the future, requires placinrg th. t role 

in the context of the overall pattern of Korean development, while keeping a 

sensitive eye on the historical time dimension, The analysis, moreover, must 

recognize that Korea belongs to a particular family of developikig countvies, 

which realization affects in a very marked fashion both the th "ideal 

role to be played by the industrial sector in ouch a contxt ns well as any 

judgment about its actual performance in this pairticulzir case. 

Korea belongs to the gcoup of sall, therefore open, labor surplus 

dualistic economies, characterized by relative nJatural resources poverty and 

abundance of unskilled labor at the outset. Uien contrasted with the other 

types or sub-families of developing countrieb, e.g. large labor surplus dualis

tic countries like Tndia, where trade plays a relatively min-or role, or iaud 

surplus countries like Nigeria., where natural resources are relative.y abundant, 

this LDC family is subject to a number of specif.able initial conditions and 

idealized rules of growth over time which need to be understood if the actual 

pattern of Korean industrial development is to be usefully contr.n'ted with it. 

In Section I we will briefly define the "ideal" growth pattern for the open 

*Tlie auti-or is currently engaged in a broader related research effort) 
supported by the Agency for International Development, tIlso involvi.ng 
Professor John Fei of Yale and Professors Sung Hwan Jo of Korea and Chi-Mu 
Huang of Taiwan. le wishes to acknowledge their substantial contributions to 
this paper, Which should be viewed is prelimtnary and tentative in nature, 
especially with respect to the precision'of L]he empirical data presented. 
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dualistic labor surplus economy, based on a number of growth theoretic prin

ciples which will themselves not be dealt with in any detail in the course of 
1 

this 	paper.
 

As we then turn to a review of the actual Korean experience relative 

to this ideal, we will find it useful to contrast lorean porfor.'ance with that 

of t3;o other countries belonging to the same fa,1ly, i.e. Japan, historically, 

and (especially) Taiwan in the pest-,ar perio.l Such controst of actual be

havior in this type of an econo., including ;:hat of the industrinl sector, 

%ill permit us a much sharper focu's on the i~orean case. SctO.ins II and III 

are devoted to this comparisondboth as to the initial con'it.ons and the 

similarities and differences of te transiti.n process ir the two countries. 

Finally, in Section IV, we attempt to pull togethc': the iI"lications of our 

analysis for further resear-h and policy. 

The main structural characteristics of th2 labor surphvs open dualis

tic econony may be summarized ns follo.Is: 

(a) 	 the coexist-!nce of a relatively large agricultural subsistence 

sector with a relativel sima ll ron-agricult'ral c-" commercialized 

sector at the outset. A disti.r-,inhing charactCistic of the 

agricultural sectc: is that . cr-':r are co.pensatcd recording to 

institutional or faiilial rules ,.boy': their ii'irgitnal pro2.uctlvity. 

(This ;ector incliles not only "ubslstence -griculture per se 

but also substantial "so:--" pcr':1.onr of the non--,,ricultturnl sector 

see; 	 however, ,-! .9.pnmnt of tHi 1 b.-.-.S!i).TLu ..co.inyi:_.h-,2. lid 

Poli__5. (with J.C.I. Pei), 1Homc.aod: Ricd a d ), lI(, n, "; a WI " 

and Employment in the Op~en Dja]imftic 2cono::y,' (Wu!.th J. C,.I11), papro" pre
sented to the Conference on Ilnr--"er Problcns in 2:.Ist and [outh a .;in, 
Singapore, May 22-22, 1971, 

http:follo.Is
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located in urban areas.) The "hard" non-agricultural or commer

cialized sector is characterized by the prevalence of the weti

known neo-classical conditions for the compens-ition of the labor 

force, i.e. people are compensated according to their mnrginol 

product. (This sector includes most of iadustry, portions of the 

service sector, including public utilities, tranirprtation and 

financial intermediaries. ) 

(b) 	 A land/labor ratio in agriculture sufficiently unfavoroble ro thz't 

dimini.shing returns have brought thc :.:rci.ni1. prodjc.t of !,1)o: to 

a low level (hclow the inn:titucionai wge); 

(c) 	 Population pressures at the margin tending t:o render the uufavoroble 

natural resource ba'se even less favorale ov,tr (This ponu

lation growti moy be viewed an adding to the pool of redundant or 

disgui.sedly unemployed.); 

(d) 	 An overall shortage of capital for investment, especially in tle 

non-a'ricultural sector, plus fairly low levels of technology 

change in both sectors; 

(e) 	 An econony, uhich may be characterized as basically agrir,n in 

characterP which trades with the rest of the world mninly vio, the 

exportation of traditional raw matcrial: in ch, for a conr

bination of investmnent goods (to permi t the further exploration of 

the 	primary rri material export base) and a-i]lmted volume of con

sumer 	 goods (to satisfy the tntr-prcroeurial elite or the uorkers 

being urndtl1ly pulled out of the ubri,,tence and Into the export 

oricented agricultural sector). 
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The basic problem in such an economy, if it is to move in trausiton to A state 

of economic maturity as defined by Kuznets, is to gradually shift its center 

of gravity from low productivity subsistence to the higher productivity non

subsistence or comnerci.alized activities. This shift of the center of gravity, 

resulting from labor reallocation in excess of population growth, is, of course, 

only symptomatic, i.e. it represents the top of an iceberg which encompasses 

the succes~ful performance of the entire syst.em. The re-,i: of th'v iceberg is 

descriptive of the real. resources functions which i;,ch of the major poductLion 

sectors and the foreign sector must play if the system as r. l4iole is t:o '.Iccw.a

fully escape its initial undcrdCveloped condition a:.d th,,,v off consi:ent in

creases in per capita income without major negative side cffectsi in of'Lr'.is 

income distribution or unemploym:_nt. 

If we wish !o trace the w:orkings of an LUG of the iKorean type, over 

time, we know that the basic retiources function of the preponderant agricultuzil 

sector is to release labor and to provide food, raw matc.ials, and saving to the 

growing non-agricultural sector, either directly or through exports. Adequate 

performance here requires that agriculture be able to contlntvous %y gcnerate a 

surplus; that is output in excess of the conum: ption requirements of tho:je 

left in agriculture, and moreover, that thic surplus can be preserved and 

channeled into productive activity in non-agriculture. The basic role of the 

non-agricultural. sector, vhich we are mainly concerned vith here) is the selec

tion of the appropriate technology to provide employment cportunitie, which 

productively absorb Lho released labor force as we]l as to generate the addi

tional fuel for the further development of the economy, again either directly 

or through the trade mechanir.mni, 

: -' Prc tr .i.1S. Kuzine t s, v . , . "::h. Pa. , 
New Ilavcn. Conn. Yale UnYn,::rrc,icy £rc.', l966. 
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It should be clear in this context that the open dualistic economy's 

total saving fund is composed of two kinds of domestic contributions, indus

trial profits and agricultural surplus, plus any surplus available from abroad, 

i.e. toreign capital. The total domestic saving fund rmust then be allocated, 

along with entrepreneurial energies., to the two sectors so -!s to increase agri

cultural productivity, on the oiw ,hand, thus freeing labor ail yielf.n wore
 

agricultural surpluses, 
 and to increase indL'strial 1cbor p-0'.:tI.vit,, on the 

other, thus creating a demand for the relansed labor anld vicllkI.uig ne.,' i ndus,
 

trial profits for r2investment. At the ,zitme time, g,,i-11w c,.--
Le 

fercnces of the typical v:orker in both sccto-s, thlIe nU"t-.!Ut ,-r;ttc in each 

must be such as to prevent either a shortage of food or of inc a:7rialgo'ds 

as would be indicated by a marked changce in the iiers ectnral t:,-rms of trade. 

Allocation decisirons takin i.nto account both cpl t..1. ....... c
 

nological change in ench sector 
 ust thus proceed inl a rrc or ess b, lanced
 

fashion so as to avoid the over-expanstion of either sector 
 in th course of 

labor reallocotion and growth. In the open econoiy context Lhe tyranny of 

domestic balanced grow:th in consumer good, is much less severe as dlomc'sti.c: out

put imbalances can be corrected through trIde. 

Once such a process of synchronized gro,,h rcquirin, a balanced .llo

cation of entrepreneurial energics as W0ll as saving fund has procneed )on 

enough for the entire disguised unemployed labor force to have been "Inoppod up," 

a mature economy pa..Lern following nocLassical gro,..th rules emerges. This re

sults from the rise of the mrginal product of workers to the level of the in

stitutional wage and the per'si. .:..rtent growth in capitCa .ncomo over time, 

The chances that such "graduation"' will, in fact , occur, and the ';peed 

with w:hich it can lie reached, however, haS to do not only with 'he cC fort put 

in, but also with the a forementionecd initial resource endowiment, i.e. the 
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extent and size of the reserve army of the unemployed, the initial relative 

size of the two sectors, the size and quality of the productivity enhanicing 

forces in both sectors, the precise commodity characteri.-tcn of the development 

process, and the quality of developmcntai financing. If the various links 

operate over time so as to create adequate prcductivity chvinge in each sector, contin

uoU labor reallocation, and clearance. in output markets vithout marked 

changes in the inter-sectoral terms of trade, the proce[s is a -swooth one. 

Inevitable imbalances, i.e. too much productivity incease in one secttee or 

another, leading to a temporary detcriorition of t'.e i.mtcs-ctor;:7 t(nrms of 

trade for or acgainst one sector and/or an excess release c;: ; sihort,'. of 

workers, may cause diiiculties in the short tcrm, but the 3.onF run pattern is 

clear,
 

Mhen we look at 0his transition to uconc:,ic oaturity i.s a proce s of 

several decades, we are, moreover, able, in this idejlized case, to diff'-reritiate 

between an early and late sub-phase of the transition. The first sub-phase may 

be called thn "first rentructuring" of a previou.-;ly aIrarian economy. This is 

characterized by the so-called impor-t substitution sy:rmdroma of policies I-Ahich most 

LDC's, including the particular family to N-Itich Korea belongs, followed in 

the post-World War II period. As such a society emerges from a morc or less 

stagnant colonial situation, it demands a drastic re.a1]ocation of it; resources° 

Typically this is effected through assertion of 1,governmvnt control over tradi

tional export proceeds in order to [prevent: their contiLnued reinvestiment for 

the e>:clusive benefit of that same sector (or relxatrimtion abroad). Instead 

the attempt i; made to channcl such resources Into dome. tic uon-a).rickim.ure, 

i.e. ir.dustry, overhead; and services. Previously iriported consumer poods 

n: e increasingly produced hy the new ind growl.Pi, d, .. [ ild. r l sctor,e;ti.C s 

http:growl.Pi
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while efforts are simultaneously made to increase the interaction between the 

domestic food producing agricultural and non-agricultural sectors in n mutunlly 

reinforcing fashion. Ihis import substitution policy syndrome usnanlyincludes 

not only direct controls over foreign exchange to permit reallocation to 

socially desirable sectors but often substantia] government deficit financing 

accompanicd by inflation and an increasingly overvalued exchange rate. Through

out the econon, but especially in the allocation of such critical icCources 

as credit, foreign exchange, cement, steel, etc., quantitativa r:tr&Vtions 

coupled with administered prices are preferred--,li in an effort 0 ci'",el 

resources towards the import substituting industrics and their ancillry over

head requirements.
 

The operation of this system and its deleterious effects on output 

generation, eploy',ent and other performanc, 0inc'otors Is by now farl .,voell 

understood. But xuhat is perhips being lost sight of in the present wood of 

condemnation of these policies is that such aberrations from efficiency may be 

a necessary first step taken by newly independent novernments in interposing 

themselves on behalf of the national development effort. Prices traditional]y 

serve as stimulants and propellants; but if there exist insti tutional impedi

ments, a shortage of overheads or of entrepreneurs., planners or policy makers 

may well have to set prices in such a way as to provide larger than normal 

profits to offset larger than normal risks, for a time. 

lhe problem really is how much import suhtitution, and for hou long. 

Once entrepreneurial] capacity is enhanced vi.a lerning-.by-doing processes, in

frastructure is created and insti t tions nre gr;d a 1ly trans formacd in dirc tions 

which accommodate or facilitate change, such extra price iargi.ns or windffall 

profits would be expected to decline and disappcar. The Cco:Iovy In then ready 

http:iargi.ns
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to enter its second sub-phase of transition which t,m1y call export qtLltitjt

tion. 'hile under import substitution public and ].rge-scale prlv)tc vntvr

prise are the main beneficiaries, in response to the actual or assumoed shortage 

of domestic entrepreneurship, once the hothouse tclpcra lure is lowered, a re

structuring of the main relative prices, including tile cxchange ritc anxd the 

interest rate, should tahe place, e:specially if agriculturists a s wel. a.s 

medium and small scale industrialists are to be fully mobilizec-d in the dcvelop

ment effort. This cannot be accomplished eithcr throug"h direct own¢r ship 

(except in the case of a socialist sys.O:iEu) or- through d[fcct horizontal co..' 

troi s across the board, since it is physi. cally imfos .ih for gcverni,,v-t to 

reach the millions of dispersed economic ag:'luts offecctively. Thus, ;,!the 

economy typically moves into its export SUb.SLitution ;uilhphas-, rh, go\,crnment' s 

catalytic instead of !.L:s diucLly ,illucitve LcLc tcmIeO; t1o tLC foIC. 

Returning to the idealized develop,,int' path for our type of LDC, we would 

thus expect the initial pattern of traditional raw mtorial and agricultuaral ox

ports hich finance the import sub.,titution Sub-phase to ,iv w;,y as changes ill 

the underlying compirative advantage position of the econ.)my occur in the course 

of transition. This change from land to labor-intensive production and exports 

is likely to be quite dra.stic, governeel by re.lative proltuctivity inci'eses in 

the two domestic sectors and the domestic verSLIS interna'tional terms oY traide. 

It is ultimately likely to lead to the net impor titi on of a',ricuItturall goods 

in the natural resources poor type of LDC--.althiough it i s difficult to predict 

ex ante when this is l11 e ly to occur. It ShonId be no ted that thiS reversal 

of comparative advanta.;e from the ne e:port Vo the ni imporL of prim,oy 

product:5; is qu te spiya te from the ;witclh fror, imIport ';ntib, J.tt io to exp)ort 

subst.Itition which wl]I occur in the cotirse of Hih F p-,' suha).titution,I r'l.u:;it In. rt 



for example, (as in the case of Taiwan) may well include new labor intensive 

agricultural products as well as new labor intensive industrial products. 

Development in the open dualistic labor surplus economy v'i4l thus in

evitably be characterized by a concentration on the exportl'aion of first la-nd
 

intensive, then labor, and finally skill and 
capital intensIve goods in order 

to acquire the needed capital and raw materJ:als. This holds for j3pan historI

cally as well as for lorca and Taiwan, if we take a ion8 enouh h'.:nuot' cal view. 

But the question before us at the troment is how the gyol',Lh experi ,c,- o ';ich 

economies should be an.-.lyzed in the shorter term as t:hey :;'ove tc.' , ,:, re

latively inevit-ble loMng In other hj:i inrun pattern. ord,;) Ic the :,roren.sion 


the idealizcd case is from land inte-nsive e:ports, in the igrarian imprt sub

stitution sub-phase, to labor intensive exports and from there 
 to skill and 

enpital. intenrive exports during e,:pnrt suhstititfon, differ cnce. t, 11 cr.rle 

in the course of this transition as between countrices even of this prticu!ar 

type. It is these differences which are instructive, not only rrom the point 

of view of growth theory generally, but also from the point of view. of relevait 

analysis and policy respecting any particular membec of t:Imc group1. A; wC ill 

try to demonstrate, our understanding of the industrial sctor's role in Korean 

trodernizntion is considerably advanced by comprison uith the historical ex

perience of and of Ta.wan in recentJapan that decades. 

As we have already noted, ,hil.e large labor Surplts dualistic nconomies 

must follow a relatively balanced intersectoral growth p.ath, a small country of 

thism type can utilize the opportunity of trade to follow., m more unbalanced 

path, A]l three members of the family under dtsc us ion h.re sha1re the basical.!y 

poor natural resources basc a id therefore 1.at.- wi .. probably ieed to 
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import food. The question before us, however, is whether or not existing re

nerves of productivity in agriculture are harnessed during the shorter term 

transition period routeen to the final comiercialization or "turning point," 

%.vhen the econony enters matureinto growth. Substantial increasP:S in P'gricul

tural productivity, especially during the import substitution sub-pha'e, can 

make the task much easier. Once such productivity increnw peters outJ as it
 

inevitably 
will at some point, agriculture will have played ittohi.;torical role, 

in terms of its contribution to forei.n exchange resources, the cconviny':
 

saving fund, and the continued availability of cheip labor.
 

Taking briefly the Japanese historical cnse fir:t, we kino. th, its
 

import substitution sub-phase, which rou with
began hl.y,. the !ei ji Re'toration 

in 1868, was a relatively brief and mild one by contem[)oravy stondards. Vor
 

one, possible excesses of protectio isw vis-a-vi s 
 domestic industry were curbed 

by the extra-territoriality provisions of the' unequal treaty systems irpposed 

on Japan by her trading partners at the end of te Secluni.on Period. ?or
 

another, 
 lijalmar Schacht's primer on interventioni sm in th foreign exchange 

and other markets h.d not: yet been wri tten. Japan's decision, around 1090, 

to cell a substantial volume of her directly productive facilitics initially 

in government hands more or less signalled the end of two decades stronglyof 

paternalistic and directly interventionist action by the government. The 

switch from import to export substitution, indexed by the switch from raw. sik 

to silk yarn ex:ports, can be placed just before the turn theof century, by 

which time the main or primary consturmer goods import Substitution process had 

been completed.
 

http:Secluni.on


During that period, moreover, we witness a major agricultural revolution 

in progress which hos been much commented upon in the ]i.terature, As o conso

quence, we observe only a slight deterioration of the indu,,trnl sector's terms 

of trade during the 19th century, but, because of the continued rnpid indus

trialization which took place, followed by a petering out of the Igr.rultural 

revolution, such deterioration did continue until about 1900. At about thot 

point Tipan turned from being a net exporter of primary muterials and food to 

a net importer, and the terms of tradc bet:een agriculture and industry uere 

kept from deceriorating further. Thin, food, incider.'a].y, xw,- procured mainly 

fron. Japan's colonies in Taiwan and Korea. 

Thanks to the burst in agriculturl1 pr-uctILviCty, moreover, aid ,give. 

the unlimited supply of labor condition, tie agricultural real wage did not in

crease very markcdl during this early peCriAd, i.e. 1.7 [crcent aln;la1ly between 

1880 and 1908 while the industrial real ige .ncrea;ed by 2.2 percent. This is 

in marked contrast to wage increases of clof;c to 1: percent for both sectors 

after World liar I. In other words, the ability to, first, gener.te . ustained 

domestic agricultural productivity increase, and, then, to import the necessary 

food and raw materials from her colonies permitted Japan to maintain a relatively 

modest increase in both agricultural and industrial. w.ags vhile ;he was rapidly 

reallocnting her labor force from agricu].ture to non-agriculture. 

As a consequence of this moderate wage incre.se In both .ctor::, with 

industrial wages tied to those in agriculture, wc also '.itness mulCh less 

pronounced industrial capital deepening proce.;- during the pre-World Uar 

ISee, for exaimple, Bruce F. Johnston, "APrCcturaI Pcoduc tivity and
Economic Dove lopicnt of Japan,'" .c:._:, ViI, 2 (Novem

ber .947 ) ; G. Rani., "Fi nc nci. -.'c ,c'wJ. c i) V 1,. L n)L, __ H tm'. !lovic'4, 
March 1959; and Kazuslii Ohk;wa ard lely ;;,o: y," i1 "e I . 
in lodcrn Ja pnncse J::conomic D'!v lme nt,' f. C D /oC'JCqi'1f .,t. ''.i 
Chane2, IX, 1, Part 2 (October 1160). 

I 
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period than in the post:-xar. In other words, both industrial technology as 

well as output mixes were relatively labor-using cspecirily during the export 

substitution phase of Japanese development. Once the reserve army of the unema

ployed and underemployed had been absorbed, labor saving innovations i,.ere ndopted 

in the post..World War I period, in response to the changing factor endoument. 

In suimamry, Japan first switched from import substitution to export 

substitution (let us cal1 that the "siwitching point") around 1890. Abott 10 

years later she became a net food importer to keep the procezs of abor reallo

cation going and the industrial wage from rising "prematurely." Finally, around 

1920 she reached the coirercia11 :.ation or turnin' point, defined as the termina

tion of her labor surplhs condition. 1 

With respect to Korea and Taivan, the common assttmption is th;lt both 

of these economaies have been traveling down the same historicnl path previosly 

trod by Japan, vith Korea perhaps a few years behind Taiwan. By general agree

ment, Taiwan exhausted her primary (consumer goods) import substitution possi

bilities around 1959. Government policy changes, including devaluation, import 

liberalization and interest rate reform helped usher in tho export substitution 

phase around that Lime. Once this second restructuring had substant..,lly re

duced the major distortions in relative prices of the previous i.mport substitu

tion sub-phase, tile industrial sector was increasingly inarkcd by major shifts 

in output mix towards labor intensive industrial exports, and increaingly labor 

using technologies for given output traixes, especially in textiies, electronics 

and food processing. Facilitated by the est.hl i'himcnt of tLhe Kohs[,n,. E>port 

1 
Ryoshin M mia, 'Further Corsideratio ns on thc, TuIVn Leg i'oinilt i.l the 

Japanese Economy," Par ts I an i -. i.'- iJnn. ol" V*. vocw, V,,. 10,( . ! 
No. 2, February 1970 aind Vol. 1], No. 1. June 1'7 ) !1m,; c .I I I enged in; as th, 
appropriate date for the turni ng point , but we ,;c( no ziced to go into this 
controversy in the context: olF the present paper. 
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Processiig Zone, a dramatic expansion of labor intensive industrial exports 

took place. 

In 1952 rice and sugar constituted 78 percent of Taiwan's export earnings. 

By 1969 this had shrunk to 4.8 percent. On the other hand, non-tridi:ional ngri

cultural products including fresh and canned fruits and vegetnbles grow from 

negligible amounts to 10 percent of the total; but, most impressiely, la=bor 

intensive manufactured goods including tcxtiles, ply.ood products, andt elec

tronics grew from 5 percent to close to 70 percent of total exports. The full 

dimensions of this struct ral change are recognized en ve note that total 

export earnings thelmselves were rising at rates of 30 percenft on the a,'erage 

during the 60s. 

Within the industrial sect:or, substantial cipital saving or !,bor-saving 

innovations were in evidence, especially in fabricat-ing as oppoed to continuous 

processing industrics. For example, one mult'i-nntion.-il corporation engaged in 

plastics production reported that its capital-labor ratio was about t~he same 

as in the U.S. in its continuous processes, but only about one-*Ialf of tat of 

the American plant in fabrication. In electronics assembly also the amount of 

labor used is at least 50 percent greater than in parent company plants in the 

U.S. Not only are capital-labor ratios lower, but they have been filling during 

the export substitution sub-phase. For example, the largest electronics factory 

in Taiwan has experienced an increase in her capital stock by 9 times nlonr; 

with an increase in rimployment by 16 timnes, between 1.965 and 1969. Tite overall 

conclusion derived from plant visits is that, during thuis export substLtition 

phase, the closer the production procest, to the finished product stage, i.e. 

the fur ther removed from baickward linkages, the greater are the possibilities 

for efficient labor using innovations. 
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As a consequence of all this, industrial labor absorption which grew 

at rates of 3 percent annually during the import substitution period, between 

1952 and 1959 (see Table 1), accelerated to 8.1 percent annually in the 60s. 

If we divide non-agriculture into Kuznets' M and S sectors, the rate of labor 

absorption gre.. from 4.8 percent annual.ly in the 50s to 7.5 percent in the 60s, 

for the N sector; and from 3.2 percent to 6.5 percent for the saime pcriods in 

the S sector. Equally significant is the fact that once the various reforms 

which facilitated the move to export subotitution had been coi;.p!eted, this 

trend seems to have accelerated, i.e. during '64-'69 the rates of ln!-,or absorp

tion were 8.7 percent for the I. sector and 7.2 percent for the ', s,-tor, res:-ec

tively. By the end of the decade, the "turning point" vas apparently reached 

as a labor shortage set in and real wages began to rise markedly. 

W'hen we next tuiin to contemporary Korea, a Lite lign.; Indicate J 

similar path as that followed by Taiwan, but.v;ith a i1t delay. Deva'!Itiation 

in 1964 and a major interest rate reform. in 1965 laid the basis here .!s well 

for the shift from im'.port substitution to export sub)titutiOn ;Ind for mea0jor 

changes in technology as well as output mix. Here aliso even iilore dramatic in

creases in total eport volume (by close to 40 percent annually) were accom

panied by r'ijor structural changes in the post-1962 ex:port substitutton sub

phase. Here also labor based light manufacturing, including pyvood, electronics, 

cotton textiles and footwear accounted for close to 80 percent of total. exports 

by 1968. 

Once again, partly with the help of tariff free zones, capital stretching 

adaptation,; of imported technfology can be cited, especi ;:]y in texti les, 

IThese data are from il, rry Orhiii-,, "i:perietnce oI 1,cl tr Ab Snrpt' on in 
Postwar Tiali.,in, 1 a paper preuseited to the Con flt:',ncc on JI;i!powr Pro!,'Ihlms In 
East and ,outheast A.-ia it-. Singapore, May '22-21,P 1.971. 

http:annual.ly
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electronics and plywood production. In cotton weavLng, for exomple, one Korean 

girl mans 3 looms as contrasted with 4 in Japan; in spinning the contrast is 

between 600 and 900 spindles. Moreover, Korean machinery is run for 3 eight

hour shifts daily as contrasted with only 2 such shifts in Japan. In the pro

auction of plywood what ot first appear as production processes very similar 

to those carried on in the U.S., in fact, turn out to be quite f)Je7ibe--in

terestinglyenough mainly because of the greater ,ixachinoe speed comn1.'ed vith 

much more labor-intensive repair methods used. In the Unitcd State, defective 

pieces of lumber are cut out autonmatically by machine anc discarded, lit japan, 

defective pieces of lumber are cut out by hand anl the f cction is discar led. 

In Korea, defective sections are cut out by hand, the straps sived, and the 

defect pluggcd manually. In this fishion lover qua]ity raw material c.n be 

upgraded to an equivalent quality output through the app] ication of cheap labor. 

Overall ve found tvice as many vorkers per unit of capil~nJ. equipment in Korea, 

i.e. 123 workers are engaged per equivlent capital prodction line as con

trasted with 72 in Japan; moreover, a Korean line is .orked a 22-hour day as 

compared to 20 in Japan. At the same time between 10 anid 15 percent :Tore 

workers are engaged in inspection, repair and inainLenance of both matcrials 

in process and the machinery in place. Finally, in electronics, machine

related labor-using innovations and adaptations are again prominent. In tran

sistor asserrbly operations, for instance, given vage rates 194 h:,.or than equiv

alent operators get in the U.S. (for the same firm), the machinery is run at 

physical full capacity, i.e. six days) three shifts a day :hich i: 20 percent 

above the U.S. equivalent. Ilie difference iln speed of , ,-,nbly on identica1 

equiprent can yield a 30 percent differentil in outpuLt (from 08 uin U; p~er 

machine hour to 85) a.nd in a di-c mounting proc.s tLr s',:; to mor, thin1 100 

perc(ent (from 113 units per hour to 240). Gre:ater speed; of operntion, cilt'r 
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or operator pacing, iire here againonce accompanied by 

putting additional girls into more intensive testing, inspection, maintenance 

and repair efforts than is encountered in Japan or the U.S. 

As a consequence of this combination of changes in output rix ind tech

due to faster machine 

nology, Korea's industrial employment has been increasing in a rather su.tnind 

fanhion during the 50s and 60s (cee Table 2) even though the rates have not 

been quite as high as in Taiwan and the acceleration in the export subntitu

tion phase has not been as irunvked. More recently custained vla ,e increaSeS 

have been noted and the curreni consensus is that Korea ,:ached the turning 

point and is entering into a labor shortoge situation. 

All in all, we V4ould thus seem to have before us, in the casefs of both 

Taiwan and Korea, two very simi]ar contemporary r,ucccss coses, both .:ol~iowi ug 

rather closely the described idoslized pattern in the open dun3.itrtic labor eur

plus economy. A rapid reallocation of labor, a Pco'i:intied by a burst of c:port

oriented industrial activities, high overali growth rates, facilitated by 

governt'eiit policiev permitting the svitch from import to export .stitutie',: 

and culminating in a labor hortage at the end of the decade--tie.oe ire the 

conmon features. However, as we shall see In a nmoient, this appiarent virtuam lly 

complete symmetry is deceptive and does riot stand up to closer examination. 

Moreover, the divergence in t:he pattern of developmi!nt followed by the two 

countries is significant anad wil1 help us to focus conftructively on current 

problems facing Korea's policy makers. 

For purposjes of eliciting a r-.re detailed uceful comparifion between 

these two economies in transition, let un first examine the initial conditons 

http:decade--tie.oe
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for Taiwan in 1952-54 and for Korea in 1955-57, and then contrast these with. 

1968-69 which is the common "terminal" period, i.e. as far as our statistics 

take us. 

The first point to note is that, in spite of their shared Japanese 

colonial heritage, Taiwan and Korea, had in fact, at the outf;et, a very different 

agricultural infrastructure at their command. The much morc favorzblo 4initial 

agricultural infrastructure in Tal.wan is reflected in a much hig'ic r, cultural 

labor productivity, as shown in row 1, Table ?. In fact, 1,orei' s 'Lh!or produc

tivity at the beog.nnin. of tl tran;i.t'cn uwo cniy about 6C, p tcf.t of r, of 

Taiwan (see column 4). As to the significance of this diff~cicnce In terms of 

the "ideal" transition case, a higher level of productivity, ;)s in the case of 

Taiwan, permits a society to have a higher consumption stanclard, anc'/or to utilize 

the agricultural surplus to allocate more people out of ajgIxJ.culturo',nto. to 

help finance the indue;trial sector by export:in,; agricultur' l products and thus 

enhance the economy's c.pacity to import capital goods. As row 2 of Table 3 in

dicates, the per capita consumption level of agricultura. goodf, a tha initial 

point was about the same in the two countries in spite of the uhstan:iaily 

higher level of labor productivity in Taian. As we can see from rov,:! 3 and 4, 

Taiwan instead used the differential to allocate a much larger fraction of its 

population out of agriculture and to support the tran;iti on process through 

trade. It is rather startling to note that the percentage of the total labor 

force already allocated to non-agriculture in Taiwan at the beginning \.as more 

than twice that of Korea (45 percent versu.; 22 percent). In other vordn,'a .arger 

1Thesc Iase periods, coin[i( a few yearnl after the move fro;n the Chinese 
1Daiuland, in the first ca:e, and aI ,er, the Ktrcl:n 1~ar il the secOlld, are Coll
sidered appropriate ini. iA! post-,cr years. 

2 This has mch 1o do witL the Jnpainesc e'.fc,r to briug I.rriiltI.on to 
Taiwan in order to a!,;ure tile netcr. : of the (a:;51 cropi, segar, whlle Ii lil , 

relatively less conc('rnud WiLii Ogricultura ]. itLuvcme;tus:; i. Korea. 

http:I.rriiltI.on
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proportion of the total population had to be kept in agriculture in Korea in
 

the early 50s in order to feed the total population because of her relative.
 

lower level of agricultural productivity. An even more startling contrast
 

emerges from the data in row 4, which indicates that, while Korea was hardly
 

able to do any net exporting of agricultural goods at that point, Taiwan was
 

exporting at the rate of almost 
$14.00 per capital.
 

This marked initial difference in agricultural productivity thus al

ready provides a very broad hint as two
to very different rolen playcd by the 


sectors 
in the t:o countries under diScusuionl. In t:he cot of Taiwan? Sh Syr

plus of agricultural goods ol]eady availnble at the out cCuld ico.ledi,arp!y 

be turned into a major contributor to the growth of the irdustrial sector 

during the import substitution-sub-phase--botlh directly nud iJiCd .rC.Ly (through 

trade). Morecover thic favorable ini:il infrostructul hIe could be built 

on to ensure the continued cpansion of a.ricultural productivity, over tia, 

during the transition process. In the case of Korea, not only did the agricul

tural sector provide hardly any exportable surplus to bgin with but it re.vined 

relatively stagnant throughout the period under examination. This, as we w.ill 

see, put a much heavier burden on the industrial sector and on foreign aid to 

finance the total development effort. 

In continuing our comparative examination of the initial conditionr 

in the two economies, we should also note that, an far theas industrial sector 

is concerned, which is our main focus of interest here, the non-agricultural 

real wage is substantially higher in Taiwn in the initial period (see row 6a, 

Table 3). In two prcdoadi.nantly agricultural ecoroIudes, we can expect, and do 

in fact obtain, approxiimately the same parity In igricu]tura. productivity 

(row 1), real wage (row 6) and per capita CD]' (row 9). The high:r indur tria . 

real wage in Taiwan wou].d normally Ie :d us to expect a higher capital-labor 
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ratio, and a higher average product of labor there. We find, however, (see 

rows 7 and 8) chat, in fact, it is Korca hich has a higher capital intensity 

and a higher productivity of induatrial labor. This comination can only mean 

that there is a different "average" technology in use in the twu countries, 

i.e. that Korea at the very outset is employing a mre capital-using technology 

and/or output mix than Taiwan in her industrial sector. This og:1ir, ac we 

shall see, has important implications for the transition paths the t'.o economies 

have followed to date. 

Other consequences flowing from the interrelated differences in the 

level of the non-agricultural wage (row 6,1)-.a d the per capita GP (row 9) 

are differences in the industrial corivumption standard and Il the voliun. and 

structure of international trade With re:prct to the industria. con'i:r:.in 
standard, first, we should note that, sin~c the intcrnm] terms of trade in the 

tw.:o countries are about the same (row 11) anid f;ince the agricultiura) real wag e 

(row 6)) may be thought of as in.titutionn]ly deturmined in the labor surplus 

economy, the fact that the twJo countries conmtume about the aame amount of agri

cultural goods per head means that Koraa initially consume..: less; .ndur;tria.! 

goods on a per capita basis (row 10). 

As far as the volum:e of trade is concerned, the initially higher indus

trial wage and per capita GDP levels in Taiwan, given the basic simianrity of 

the natural resources endowmc nt, would lead one to expect a higher volume of 

trade in Taiwan. Tiuis is, in fact borne out by the information in row. 12 

showing total exports as a fraction of CDP, which IndIcaItes Koren's initial ex

ternal orientation to be only one-third of Taiwan's. 

hith respect to the strutture of t.rade, )-liven the reltively wore ad

vanced state of agricultural dUve lopmCnt in Ta uan, th exports of Taiwan are 

initially dominated by traditional agricultural goods ,il.e, in the c,'se oC 

http:con'i:r:.in
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Korea, from the very beginning, her relatively small volume of exports is com

posed of a mixture of traditional agricultural (including mining) and non

agricultural goods. 

On the import side, the imports of both countries are, of course) domfnated 

increasingly froma the beginning, by development-oriented capital goods nnd raw 

matcrials. But we should again note a major difference, i.e. Taiuan's high,-" 

per capita income and requirements for a much larger volume of idusvial rot

sumer goods imports (row 13)--also consequently much larger scope for prJis'ary 

import substitution. Taiwan's agricultural exports were lpie to ake a sub

stantial contribution to the procurement of these imports and to the Imort 

substitution process (additional capital goods and rat: materials) required to 

replace them over time. 

The initial import substitution sub-phase of transition growth in Taiwan 

thus runs close to the "ideal1" version. Durin. this early period agricultural 

exports provide the main fuel for irdustrinlizatiou in terms of the enhanced 

capacity to import capita] goods and raw materials. There thus exists a parti

cular pattern of triangu]arism through .;hich the agricultural sector produces 

an exportable surplus which, in turn, provides the import capacity for the 

needed industrial goods. Moreover, the incomes generated in the agricultural 

sector by these same agricultural exports provide a market for these saue indugt 

trial consumer goods, first imported and later, as domestic capacity is built 

up, increasingly produced at home. Korea, in sharp con:rast, was forced very 

early to become a net importer of food and to deploy foreign exchane orained 

elschere, mnainly from abroad, for its purchase. The Nog !a thus set for a 

much nore bi-lateral interaction beteen the inchitria] sector and the foreign 

sector, as agriculture is relatively stngnant . It Is hP rdl.tonarI. 1.ndu s trial 

sector which contributes to the mtivill exportable .urplun from tihe beginning and 
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helps finance the (more limited) import substitution process, and It Is the 

growing non-traditional industrial sector which ts then ,;.ddlcd with the responint

bility of diverting a portion of its import capacity to the fillin. of the 

food gap--a problem to which wie shall be returning below. 

Given the marked differences in initial strOcturO which have thus 

become very apparent, let us now examine the two countries,' growth performance 

during the transition period itself w.ith the same care. This can be done niosit 

readily, in a comparative static sense, by examining the two coulitriev.' com

parative structure in the terminal period. in both countries, o take the 

similarities first, a marked shift of Lie ccnter of gr:iv[. y from the-iricl

tural to the non-agricultural. sector must be netled (see Trihle 3, row 3) ar, bcr :een 

the initial and terminal periods, This r.ajor rei:llocaticrn of labor 1i excess of 

population growth, and rs a con:'equ'.mce of irdustrI a lizat ion hs by no. led to 

a shift of more ttan 50 percent of the population out of j.ricuklurU, .,od in fact 

to an absolute decline of the agr-icultural population in both countries. 

Secondly, we may note that both countries, under the pressure of the un

limited supply of labor condition, did not increase their per capita consumption 

standard for food very much (see row 2). This means that saving propensities 

increased substantially in both cases (see row 14) during the transLtion period. 

In Taiwan this moreover means that per capita agricultural exports could be sus

tained at about the same level ($13 or $14 per capita) in spite of population 

growth and a much smaller fraction of the totlfl population in agriculture. In 

Korea the agricultural consumption standard was maintained only via increasing 

food imrports. 

Tihe main point of contrast then is that Taiwan built on her initially 

favorable agricultural infr'astruCture With poic..s su.ppO:ting the continuous 

expansion of agriculttural ]abo1r )roductivity, !'rouig at 6 percent annully. At 

the end of the decade the agriciltual productivity parity had (dcclined from .60 
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and will ultinmtey probably have to import food, it is to this day a net ex

porter of agricultural goods. Her ability, in spite of population -rowth a.nd 

labor reallocation, to continue to supply a large volum'c of traditionol and 

non-traditional labor intensive agricultural exports substantially lessened 

the pressure on her industrial sector to fuel the entire developmnent progrnmri. 

Korea's initial agricultural infrastructure combined v.tli it policies 

in vogue durin, the transiLion combined to yield - contiklowu jly relat:ivc\ 

lagging agriculture (see ro, I)) coupled with r;pLi.d icdu:'tziai:i t' o'd 

labor reallocation. combination led :o tlIOCarvareny.cnc,This inevitably y 

of an import L-,d gap and put an extra heavy burden on Zlie i. ndutrial ,sCctor 

as this gap had to be filled (to maintain the agricul tur:l coiu;ui,sp t.on s|nd ard) 

even if it mcant the diversion of import capacity froim otlher uses. Ag1'culture, 
instead of contributing to ii;iort capacity and tie fi nclCing of the i: .... 

suLstitution effort thus became , dra-g on it, 

Seen in another light, the contrast can be sumamrized by lookinp at the 

saving performance once a;,ain' this time disaggregarted by siector of orilin 

(see rows 16-18). 1t should be noted (rov, 1.6) thit:I lli It, ;gIr.culuri. saving 

contributed the lion's portion to a (low) domestic !:.ving poforri.n:c in 

Korea in the initial period (24.8 percent) this had fallen to 2.1" percent by 

the late 60s. Thus, in spito of the remarkable t:urn-.aroutd in the contribu

tion of industrial saving reflected in row 17, the direct consequence of agri

cultural stagnation vas a heavy reliance on foreign canpital inflows. In con

trast, Taiwan witnessed a ia lanced expansion oi. the contri 1ution of ng,,ricul

tural and non-agricultural saving (from 18 percent to 21.V percent: and from 

40 percent to 68. 1 percent, rc.spectively) accoi;,,j:1n.ed by ; a;irked d ;.niinution 

of the contribution of foreign sving (rouw l;)) fco,i 1:" p)rceni: to 10.5 

percent. 

http:accoi;,,j:1n.ed
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An even more dramatic sumnary of the contrast is obtained vhen we com

pare the cumulative contribution of the three types of savtng to total Invest

ment over the entire transition period in the two counties (5ce Table /.). 

While agricultural saving contributed almost 26 percent of the 'otal invest

ment fund in Taiwan, this figure was only 9.4 percent in Kore;. Evon nore 

startling is the fact that foreign capital (aid [lis private invetnevt) had 

to finance 73 percent of Korea's total investi.ient Orogram-a-s oppos.ed to only 

5.5 percent in Taiwan. 

Turning now to the industrial sector, let us recall that once i.mport
 

substitution policies 
had done their job. ±.e. the creation of the ini.rra'truc

ture and ther maturation of industrial entrepr'eun ind once c- c:S n 

policy package were in a position to facilit;ate the move i nt,) the c:xport: Sub

stitution sub-phase:, Ve could expect, ind found, the co i.nation of surpI u.s 

labor and maturing entrepreneurs to yield a su.-:tained increase in Labor inten

sive industrial ex:ports in both countries, While both countrie.- Increane.. the 

size and, given that dem;estic markets rernainea constrained by the un!'ted 

supply of labor condition, the external oric t ation of their industrial, sectors, 

Taiwan was) 1.oreover, able to conttnue on her initA'i. .lly more laibor intensive 

tcr.hnology path. Korea, on the other hand, maintained relatively higher capi

tal intensity in her inIdu,;tri; I. sector even though., by international stindards, 

her technological flexib[I. ty , (.Uiquite remarkab J.C U ile our d;t, -'on' t per
mit us to wore than assert point, ., mWe er, s-ipec-: that: the divergencethe oreo 

here became r.ore marked a fter 1968 when Korea; alppears to h.ve rever sed some 

of her earlier reforms and libera]zation pollci,; and to h;.Ive pushed lhalrder 

in the direction of the :w:ore .'api tal i.1.ntensi.vc bhacklar 'd 1inkmi g' anid capi.a 

good" type ' of import suh tittLion and xjpo r1- promotIon. Ii oth'r 'o"r', 

even though the rmna Vrkable qucce2n! story of iodintriia l oiwpu - cxpalniii m cn'.,In.ed 

http:cn'.,In.ed
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with the spurt of industrial exports as the major growth promoting force con

tinues to hold, a closer examination here also shows problems in the Korean 

case which have come to the fore increasingly of late and will become even
 

more noticeable in the future 
 in the absence of a reversal in policy. 

To be a bit more specific, by 1960 the import substitution phase h&! 

done its historical, and perhaps inevitable, job In Taiwan, that in (!) it 

permitted the maturation of domestic cntrepvencurs; (2) permitted thn expansion 

of agricultural infrastructure and apriculturlI nroductJ Vi ty enabli g tihe in

dustrial sector to acquire labor at fairly stable rcdl 'a;E; for l,:,r intensive 

industrial production and export; and (3) gradual. cxhaoutcd th," docs,:ic mar

ket for industrial consumier goods, nqtura.ly lcading to tihe c, for P wore
 

external industrial orientation. The move from iWport subscitction to export
 

substitution was thus the natural conseqvence 
 of growt:h, vL.th ,tumv inq ent:re

preneurs taking advantage of the cheap indigenous inhor sulp]y and the 

accommodating policy changcs of government. 

In Korea, on the other hand, since there uas relatlvely littie consumer 

goods import substitution from the beginning, the ,switch to export nubstiLtution 

was not so much from land-based agricultural cxi.orts to Labor-bha sed indtustril 

exports as that it representod an acceleration of the no ag.ricuIttur.al export 

phenomenon, As capital resources were being augmented nore through Foreign 

aid and industrial reinvestmcnt than through the pn.ticipiraLion of agrtculturCe 

the same entrepreneurial maturation process) assisted by governme n policy re

orientation) led to a ;hift not so much from pri nry to irdstri al e.xaports, 

as from traditional to non-l:radtoLioml i ndustrial , ort.s. Civen tbhe absence 

of a solid and expanding ap ricultural bas e and .irhmu* ti e cont.ribL:i( ofi 

agricultural exports, the pressure ,apaclit I 1mmon import / ant!u balinc, of 

http:ag.ricuIttur.al
http:nqtura.ly
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payments became much more severe. It should be noted that Talwan has recently. 

become a net c:-porter of capital, %.4h1icKocea rcmaLns a suhtantLal iporter, 

even though there has been a shift from aid to prl.,.tve Investment. 

IV 

Summary and Conclusions
 

As we look at the development process in the open labor surplus type
 

of economy, let us recall that 
we have identified three nieaniixrful turnin

points during the transition. First, there is the point at vhich irmport sub

stitution, fuelled miinly by traditionail ]:nd-based exports, gives way 
 to ex

port substitution, fuelled by non-traditional labor .basec ', z::Ports ('..:e have
 

called this the "switching point"); second, there is th-e poi.lt at vilich thc
 

econon given its basically unfavorable natural YOsourec endoVwment, becomes 

a net food importer; and third there is the so-called cor'snerclalization point 

when the basic conditions o.- labor surplus give way to labor scarcity. In 

the case of Japan, as we have seen, agriculture played its idealized historical 

role during the import substitution phase and the svitching, point was reached 

around 1890; Japan became a net food importer around the turn of the century; 

and the commercialization point was probably reached after World War I. In 

the case of Taiwan, import substitution gave way t:o export substitution around 

1959. The productivity of the agricultural sector was such that Taivnns in

dustrialization could he fuelled in substantial part, directly or indirectly, 

by agricultural surpluses. But vhile Taiwan remains a net exporter of food 

to this day, the agricultulal productivity increse is, now fi.nally running 

out of steam and we may expect: Taivian to become -i food importer At: some po.nt 

in the future. The coivxierci[I tzaton point mrki1ng1, tihe .'nd of hier lbor nur

plus condition occurrud arotnd 1970. 
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In the case of Korea the agricultural sector his not yet, in our view, 

fulfilled its historical mission. Consequently throughout the import 5ubstitu

tion phase, while industrial entrepreneurial maturatioil did tklce place, the 

essential fuel for the export substitution phase to fol]ow %,Isnever g(.n!l'rated. 

Consequently, a tremendous burden fell upon the export oriented industrial 

sector. 
 Not only did it havc to pay for it:s o nicontinued epanzsioii, but also 

fot the food imports which began alnost immediately a'nd hlr:ve grown prodigiously 

since. Net imports of food have risen from negligiblc mnounts in th fifties 

to about $250-300 million annually at present. Food dpficits p:r hi c! have 

risen from about $1 in 19153 to almost $9 currently. 

It is this unusual burden on che industrial sector ,.Ahich hal to "pull" 

a dragging agricultural sector along with it, rather tha.n getting the beefit 
of an additional "push" from it ";hlich has in turn lc. to certin dstortions 

in the industrial grouth pattern which most observert: of the Korean scene are 

increasingly aware of. For example, the industrial c:port drive, l;hich in re

cent years has probably gone beyond the point warranted by long-run comp,, irative 

advantage and in added sonicculminated negative value in sub-sectors, can be 

laid at the doorstep of these exclusive and heavy demands madc on the sector. 

I.1hile a disaggregation of industry is necessary to fully document our asser. 

tionI it is niy impression that, given the relatively small -.cope for consumer 

goods imprt substitution, backwrd i1kae itnport :;uslb:1t.nltion Cume export 

promotion which is boLh ca;jital and technology intensive, were renortd to 

increasingly, especially after 1968, ahead of the economy'; resource endowment. 

As has been clearly pointed out in recent policy discussion, the imported raw 

material component of exports as well as the capita]. intensity of exports has 

ISuch research is currently under way. 
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been rising. Imports of export-destined raw materials have increased from 

$7 million in 1964 to $297 million in 1969. The production of intermedite 

goods, which used to be around 15 percent of total indtutrial output, Ls now 

approaching 20 percent; durable consumer goods production has increased from 

1.8 percent of the total in 1963 to 6 percent in l16L; machinery from 3.9 per

cent to 5 percent. By this date these percentages have undoubtedly risen fur

ther. Similar indirect evidence exists on the export side. e.g. intermediate 

goods exports have jumped from 3,8 to 8.1 percent of domesti.c production. This 

is not to deny that non-durable consumer goods exports have been incn:easing 

even faster, but simply to reassert that: a "good thing" may have been taken too 

far. 

In order to keep the heat on Lhe industrial exporting sector Ohich has 

to carry such a heavy burden--for the reasois :,ire:idy rcferred to--Irge ti.imbers 

of special incentives have been established, This u,c of Lincentives for ex

port promotion has been partly a response to an exchange rate 'hIlch had once 

again become increasingly overvalued (at least partially adjstecd by the devalua

tion of 1971) but has also been accompanied, especially since 196, by sub

stantial moves away from liberalization on the import side whicl is of equal 

importance for any efficient export substitution policy package. 

In short, the agricultural sector's failure to play out its historical 

role to date has, in turn, affected the historical role of Industry. Instead 

of wving first to labor intensive, then to skill intensive, -nd finally to 

capital intensive production and expor. s, Korea ha; ,een forced to aIttempt to 

These incItLide tariff reducLions and ex:emp t ion, For ri.' materials and 
capital goods; tax reductions and exemptions from ind.rec : or direct tIx:,.,;; 
raw material import wnstaipe allowalnces; export/import linkaIge sy'stems; deposit 
rate prefeirences; prefurentilb Itnterest'r .1Le to i.lidt, [r i. !. exsOr ie:;i Ib;idy 
of freight and electricity raLes for exporters. 

This subject is suirinlirI.:,ed in i1.n Ewan Sukl 'lDxort Promotion and In
dustrial Incentive Policy in 'orea," ana.ry 1971 and s the subject of an ex



move directly into at least some fairly technology Intensive and Capit:11 in

tensive sectors. Moreover it has been forced to admit in unusu.ull.y heavy in

flow first of foreign more of private toaid, recently foreign capitanl, keep 

the process going.
 

In sharp contrast to Taiwan, Korea thus became a net food importer in
 

the late 50s, long before she reached 
her switching point around 1.963. Moreover, 

it is somewhat doubtful that recent wage increae,;cs really signal the end of 

Korea's labor surplus condition or the advvnt of the corrnerciaiz~tion point; 

rather they may be traceable to a deterioration of the industrial ,.ectorls 

terms of trnde P. .k": areas cheip L. O food imports no lonc,er 'o:,pltotely able
 

to avoid some signs of a food shortage. As labor conl:inues to he pul~eod out
 

of a recalcitrant agriculture Instead 
of I)eing pu,.hed out by technology chnge 

what looks to this observer like an artificia'l or perlaps premature labor 

shortage is making itself felt. 

If the above analysis isn't entirely off the mark it suggests a number 

of directions for fuller exanination and policy. Obviously, the possible activa

tion of the still relatively unexplored agricultural productivity reserves 

would seem to be of the highest order of priority, 1'1, i 1e we do not ji s.h to 

offer specific armchair solutions, a shift from ogricultur;il neglect jnd indus

trial stimulation to a more balanced set f lpoll cies ,;ecin wnrr;irnted. 

To those who remain skeptical about t:he .nherent capacity of IKorean 

agriculture to undergo even a mild version of the Green Revolution, one it; 

tempted to pose the follouing points. First) given the admittedly inferior 

agricultural infrastructure left by the Japanese the efforts by government to 
J 

repair that infrastructure have clearly not been adequatie to date. By infra

structure is meant not only irrigation, roads and other phy'sical investments 

but the creation of a total environment conducive to productivity increase. 
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For example, it is our distinct impression--though admittedly based on inade

quate research--that rural andmarket credit conditions still leave much to 

be desired. The marked contrast betwcen the INCF ihich is basically a multi

purpose agency but mainly serving the Government, and Taiwan's F',rmers' Asso

ciations, coupled with the JCRR structure, which maxinly serve as the instrument 

of the farmers, is but a case in point. A second is !ortc's ngriculttural 

price policies which are still, in this observer's view, directed wore to

wkards income redistribution after the annua]l production deci,;ions have a freidy 

been made rather than tovards providin, incentives for incrc;.ised a:ricultural 

output. Thirdly, the testimony of agronoiut sts .an1d *i vi:ctura 1 ccocoi:.st 

seems to be largely on the sice of the existence of ai substantiaj pietenti-1l
 

for future agricultural seed/fertilizer revolutions.
 

Finally, one should note the contirnt 
betwcen a relatively decentraltzed 

rural-oriented industrial sector (as in historical Japzn and Taiwan) and 1\orea's 

urban-oriented counterpart. This is a subject of so;:e imiportanc, not only for
 

the conventional reasons of reducing industrial. cl.,taJ intensity but also
 

because it may have substantial dynamic 
 effects on farmers' tncentw.ves to
 

accept new technology. Historical Japan and, 
 if to a lesser extent, Tal.wan, 

have been characterized by a good deal of !ndustrij.J subcontracting, with 

medium and small scale firms reaching out into the countryside, .hile processes 

taking advantage of the economies of scale rema-ined ;mlnly in the urbwn centers. 

Korea, on the other hand, is marked by very little "coninectivity" between 

the agricultural and non-agricultural sectors. Consequent:ly industria lization 

has led to more displacement and less symbiosis betecn medium and large 

scale industry. This has hald effect importthe of lIgher and c.apitnl intensi

ties, but also, and perhaps n'ore i mportanLly, a.%dver.'se effects Tor ,)jriculturnl 

productivity when the "distance" between the tv:o sectors is substantial and 

http:ccocoi:.st
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garmers cannot perceive investment opportunities outside of agriculture and 

are thus less interested in exploring the risks of nev technology.
 

In brief, one would suggest more government intervention in agriculture
 

and less on the industrial and trade side. 
 The recent devaluation points in
 

that general direction but should be complemented by a return to a larger men

sure of import liberalization and a dismantling 
of the various quantitative
 

controls uhich give distorted signals to the kind of eports whicl are likely
 

to be viable and efficient in terms of Korea's 
 current and future crpnhilitie.q, 

This somewhat critical analysi5 of the iKorean development story wust, of curse, 

be viewed in context. Compared vith the performon,' of ron;t dcvelr,ino countries 

over the past two decades, there can be no doubt that the succesp story label
 

continues firmly attached. Loren did achieve 
 a rem:arL ohie turn-:!round krom
 

complete stagnation in the fifties to extremely rapid grot:th in 
 the sixties-

in spite of continuing population pressures 
on top of an initia liv unfavorable
 

land-labor 
 ratio. Korea has dewontrated impressive ftexibilit, in her tech

nology, and has 
 been aW)e to drastically restructure her Output m;I:es as a 

consequence of maturing industrial entrepreneurs and favorable government 

policies as evidenced by the reforms of the early '60s. 

But it is also clear to Korea's planners and policy makers as well as 

to outside observers that there exist problem areas, ith roots in the past, 

whicl. must be tackled in the future. The incrcasing import int-nsity of the 

indu, 'rial exporting sector, the continued heavy reliance on foreign capital, 

the groving food gap, are all synptoms of a marked devidation of the Korean 

plan from Ahnt we have called the. idea lized p:ittern for this type of an economW . 

If the industrial sector is to play its proper rol :;aN flexible, efficient 

and dynamic growth propellant, the needed push rrcm a rticultre, : s :1 coa'tributor 
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to the saving fund, as an ameliorator of balance of payment.- prensures and 

as a supplier of relatively cheap labor for yet some years to come must be 

provided. Once the industrial sector is relieved of the pressure to run 

ever faster in order to pull the rest of the economy along, its own grou:th 

can be more flexibly in tune with the econoh's changing resource endowment 

and help ensure smrooth transition to modern growth without excessive reliance 

on foreign capital. 



Tab le I 

Industrial Labor Absorption: Taiwan 

_Employed 
Emp Oyqd Industrial 

Industria] Labor Force 
Labor Force (3 Year Moving Annua!. 

Year (a nnua i) Av". t , 

1952 1, 198 

1953 1,223 1,227 

1954 1,261 1,25C 

1955 11,291 11285 

1956 1130(4 1,320 3.1% ('53-'59) 

1957 1)366 1,363 

1958 1,4 18 1,422 
/ 

1959 1,481. 1, '70 . 

1960 1,536 1,538 \ 

1961 1,598 1,157 

1962 1,639 1,67U 

1963 1,781 1,760 

1964 1,843 1,851. - 8.1% (160-'68) 

1965 1,933 1,935 

1966 2,034 2,067 

1967 2,239 2,251 / 

1968 2,480 3,466 > 
1969 2,679 



Table 2 

Industrial Labor Absorntion: Korea 

Year 

Employ ed 
Industrial 
Labor Fcrce 

(annual) 

Employ ed 
Industria 1 
Labororce 

(3 Year Novfng 
Average) 

Annual 
Growth Rate 

1952 

1953 

1954 

1955 1,7C9 

1956 2,223 2,242 \ 

1957 2,716 2,461 

1958 2,444 2,62( 

1959 2,729 2,745 5.5% ('56-'62) 

1960 

1961 

1962 

3,062 

2,139 

3,536 

2,643 

2)912 

3, 101 

) 
1963 3,630 3,658 

1964 3,809 3,879 

1965 4,199 4,106 6.3% ('63-'66) 

1966 4,312 4, 397 

1967 4,680 

1968 

1969 



-Tab It-3 

Korea and Tai'an Cornrarative Structure and Performance 

initial Period Terminal Period 
'55-'57 '52-54 '66-'68 

1ndex
(1) oree.a 

(2) 
Tai'an 

(3) 
Phriv (2/3)

(4) 
Korjea
(5) 

Taiwan 
(6) 

Parity (5/6)
(7) 

!) Agricultural labor productivity 
2) Consumption of agricuxltural goods 

per capita 

3) Froction of total labor force in 
non- griculture 

4) Agricultural exports per capita 
5) Industriol exports per czpita 
6a) licn-agrlcuitural real wace 
60) AgiculturLI re2l waae
7)rcu, ural caital/labor ratio 

)labor rIducivity 
4 Per c!Iita GDP 

!) Consu-tion of non-aricitural goods 
per capita 

))therciter .s of trade (FaIP.) 
12) trnal :rirtation(e:4orts GDP) 
13) - ujr ccnsumet goods imports

,.s fraction of total 
L4) Prc.ensitv to save 
5) jnxot,:tt, Late 
K ) Agricultur.il sving/total investment 
L7) I"dusLci i/1 vi C7. 

$175.7 

$33.7 

21.8% 
$ .J 
$ 2.8 

$200.4 

$192.6 
60.0 

$Z05.4 
$C3. 

$4,.3 
6.1 
4.1% 

6.8% 
-3.9% 
14.9% 
24.L% 

-30.. 

$291.8 

$31.8 

45.2% 
$13.7 
$ 1.1 

$318.0 

$3C4.2 
734.0 

64.5. 6 
$140. 

$71.8 
95.5 
11.2% 

12.1% 
13.3% 
2i. , 
13.07/ 
40n0t 

.60 

1.06 

.46 
.02 

2.35 
.63 

.63 
1.17 
1.25 
.60 

.67 
1.01 
.37 

.56 
17.2 

.43 
.73 

7t.4 

$250.1 

38.2 

44.0% 
. 

20.6 
263.2 

215.S 
1900. 
1650.4 

171. 

7 .5 
103.3 

.% 

3.0% 
14.9% 
28.1% 

2.9% 
49,0% 

$653.0 

37.9 

58.7% 
14.7 
50.9 

505.3 

416.1 
1600.2 
1417.2 
277. 

149.7 
100.9 
22.67% 

25.4% 
30.3% 

' 1.0% 
21.4% 
6-. 

1.01 

.76 
.06 
.40 
.52 

1.18 
1.16 

.62 
.-2 

.53 
1.02 
02 

.12 
2.57 
1.46 
7.3E 
1.37 

SE t'/totaI irNrvst::ent 113.6% 48.07, .42 47.3% i.5Z .22 

'These date are preliminary and subject to revision. 



Table 4 

Cumulative Contribution to Investment Duri,_ Tr.nnition 

I(oren Taiwan 

Agricultural Saving 8 9.4% 25.9%£I
 

Non-agricultural. Saving - 17.5% 6806% 

Foreign Saving 73. 1% 5.5% 


