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I. THE SOOPE OF THE PROBL *f

1. Rapid growth is basic to any development strategy, and
Korea's econany has grown impressively over the past fifteen
years. In the course of implementing three successive five-year
development plans, Korea has been transformed from a poor farm-
ing country into a self-sufficient, bustling, and rapidly in-
dustrializing economy. This period has been marked by unprece-
dented growth iir output and incone and by widespread structural

changes in the economy.

2. Korea's econamy has maintained an average annual growth
rate of around 10 percent during these years. P per capita in
current prices has risen from less than $90 in 1962 to about
$850 in 1977 and, in real terms, the increase was still more
than th;'ee-fold over this period. There has been little indi-
cation of slackening in the growth rate of GNP; rather, it ac-
celerated fram an average annual 7.0 percent in the first five-
year plan period(1962-66) to 10.5 percent during the second
five-year plan period(1967-71) and further to 11.2 percent in

1972-76, the perioad of the third five-year plan.

3. With the rapid growth of output and income, there have
been dramatic changes in the econamic structure, with modern

industries increasing their shares of total output at thé ex-



pense of the traditional sector. The extent of the structural
change is highlighted by the sharp increase in the share of
manuifacturing in GNP from less than 12 percent in 1962 to over
35 percent by 1977, while at the same time the share of agri-
culture decreased from about 40 percent to less than 20 per-
cent. During this period, value added in manufacturing grew
at an average annual rate of 19 percent, compared with only 4

percent in agriculture.

4. The most striking aspect of Korea's development strat-
egy has been the emphasis on exports. Various governmental
measures have provided strong incentives to exports. Conse-
quently, export expansion during the past 15 years has been
spectacular, rising from $55 million in 1962 to over $10 bil-
lion by 1977. As a proportion of GNP in current prices, ex-
ports of goods and services increased from 5 percent in 1962

to 16 percent in 1970 and further to 38 percent in 1977.

5. The structural transformation of the economy has
been accompanied by significant shifts in the structure of
the population and the distribution of employment. With ef-
fective family planning programs, Korea was able to bring
down the growth rate of population from nearly 3.0 percent
in 1962 to 1.6 percent by 1977. Furthermore, as the differ-

ence in economic opportunities between urban and rural areas



widened, Korea also experienced very rapid urbanization. The
expanding opportunities for a better job and life in the grow-
ing cities and the lagging economic prospects of the rural en-
vironment encouraged many people to leave the countryside.

Urban population thus expanded far more rapidly than the total

population.

6. Korea's export-led, urban-oriented development strat-
egy, however, has created certain environmentzl problems as
we;ll as exacerbated inequality in certain segments of the so-
ciety. Rapid urban-oriented .industrial development brought
with it all the typical problems of big cities, such as traf-
fic congestion, housing shortages, over-crowded schools, air
pollution, strains on family life, and the increased need for
all public services. More people have migrated to urban areas
than could be absorbed, and despite substantial investments in
infrastructure, the result has been a severe strain on urban
services designed to meet minimum essential human needs. It
may be noted that urban population as a proportion of total
population increased from 28 percent in 1960 to about 56 per-
cent by 1977. And one-third of the total population reside in

Seoul and Busan, the nation's two largest cities.

7. While ihere has been substantial improvement in the
living standards of most people, the gap between rural and

urban incomes still persists in Korea. While the gap in
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rural-urban incomes was reduced siy “ficantly over the 1a§t 15
years, in real terms the 1976 average income of farm households
amounted to about 90 percent of that of urban households. It
must be noted, however, that the comparison understates the
eritent of the disparity because rural households are usually

larger than those in urban areas and contain more workers.

8. A close analysis of other socio-economic :.ata reveals
that the rural population has not shared equally in Korea's
econamic progress. A high proportion of the rural population
consists of the voung, the old, the under-nour.shed, and the
under-educated, many of whom lack a basic knowledge of sani-
tation and health care, including the ability to perceive
illness and disease. Rural residents are largely self-
employed family workers whose incomes are subject to ex-
trere seasonal fluctuations. Only a small number of these
people are engaged in non-farm occupations as regular wage
and salarv earners. Clearly, persons liv:ing‘in rural areas
are in the greatest need of services to meet basic human
needs such as health care, nutrition, a safe water supply
and waste disposal, better housing, and educational improve-

ment.

9. Recent studies indicate that incomes are more equal-

ly distributed in Korea than in most other countries at a



similar stage of development, largely due to the land reform
and the wider spread of education. However, an estimate by the
Korea Development Institute shows that about 5.5 percent of
the population, roughly 2 million people, are still living

in absolute poverty. This total represents persons sho are
eligible for public assistance program under the Livelihood
Protection Law. Nearly 55 percent of then-. are in the rural
areas. They have very limited access to existing assets,'
including land. Most are children under 18 years of age or
persons over 60 years of age. I'emales comprise 53 percent

of the total. Also iacluded in this group are the mentally
and physically handicapped persons who are incapable of earn-

ing incomes.

10. Whiie increased output and income are the necessary
conditions for imprcved living standards, the realization of
rapid growth in output does not automatically result in an
adequate degree of improvement in fulfilling basic human nezds
for all segmenis of the population. There is ample evidence
in the literature on economic development that rapid ecc_momic
growth does not necessarily increase the share of national in-
come received by workers or the needy members of society out-
side the labor force. While steady jobs with adequate incomes

can help reduce the amount of need and destitution, the incomes



of many families are still reduced or cut off entirely by the
premature death of the breadwinner, old age, disability, sick-
ness, or unemployment. For them assistance in the form of cash

payments or other means of income maintenance is needed.

11. 1In recent years, government policy in Korea has
shown increasing recognition of the fact that rapid economic
growth is a necessary but not sufficient condition for im-
proving incomes and living standards of the masses. A more
equitable distribution of opportunities and income has become
a more prominent objective of socio-economic development policy
in Korea. 1it has, therefore, explicitly fccused on the major
issues of employment, income distributici, and rural community
development. The Saemaul Movemenr, which was initiated in late
1971 as a comprehensive rural development program, is a crucial
instrument in lifting incomes and improving the standard of
living in rural areas. The Fourth Five-Year Development Plan
(1977-81) also reflects these concerns and stresses an expan-

sion of social development activities.



II. PROGRAMS AND STRATEGIES FOR ECONOMIC COCPERATION

1. Poverty in the midst of affluence is today the major
issue facing fhe world. Almost everyone agrees that all of
the world's citizens should be able to earn enough to main-
tain a sense of ecoromic security and personal independence.
The fundamental problem of poverty is that the earning ca-
pacities of many individuals fall far short of what is gen-
erally regarded as sufficient for a minimwm standard of liv-
ing. Lifting the incomes of impoverished families above
this level has long been an accepted socio-econcmic goal in
many developing countries. The war on poverty, or the imn-
provement of the present well-being and future opportunities
of low-income families, is one of the most important program

objectives of international organizations today.

2. The war on poverty can be fought on several fronts
with a great variety of weapons. But three basic spproaches
to solving the problem of meeting basic human needss can be
identified: measures to creat: more jobs for the poor as well
as for others; government transfers of funds to make up the
income deficiencies of the poor; and the provision of essen-
tial goods and social services. Each of these approaches,

however, should not be considered in isolation, since in



reality they are not incompatible alternatives but complemen-

tary necessities.

3. Many policy measures to pramote rapid econamic growth
also reduce the size of the poverty population by creatixig
greater employment opportunities. BEmplovment-creation can
serve as a positive means to increase the incomes of tﬁose
now living below minimm levels. Thus a healthy economy
with a high level of employm:nt is a prerequisite for any
effort to deal with poverty. Korea is probably a classic
case of a nation in which the benefits of growth are distri-
buted in the form of increasing empl!oyment opportunities.
As. the economy has expanded and thke demand for labor in-
creased, the potential work force has been increasingly
absorbed into the more productive sectors of the economy.
The reservoir of manpower to fuel growing industrialization
consisted of the marginally employed, the unemployed, and
rural people moving to the cities and industrial areas.
Thus, Korea's development strategy based on labor-intensive
»anufacturing has measurably improved the employment sit.ua--

tion and thereby helped to reduce poverty.

4, BReflecting the rapid growth in manufacturing employ-
ment, total employment increased at an average annual rate

of 4 percent during 1963-77, compared with 3 percent for the



potential labor force. Between 1963 and 1977, 5.3 million
new jobs were created, but over 42 percent of these were in
the manufacturing industry. Evidence of an employment effect
is also provided by the growth in real wages during 1963-76
of about 6 percent a year. The rise in real wages in the
rural sector particularly helped those amall farmers who sup-

plemented their incomes by working for wages.

5. In Korea a variety of measures have been used Lo
bolster farm incomes, the most important of which has been
the price support program. Improvement of roau and irriga-
tion systems also contributed significantly toward increas-
ing farm incomes. The basic problem, however, appears to
be the slow growth of non-agricultural incomes in the rural
sector. Nonfarm sources of rural income: still remain at
around 20 percent of total farm household income. This
conmpares unfavorably with the corresponding figure of over
50 percent for Taiwan. The government is currently attempt-
ing to change this by establishing factories outside exist-
ing industridl estates. One of the important objectives of
the Saemaul Movement is to create more industrial jobs in
the rural areas and thus expand off-farm employment oppor-

tunities.



6. Efforts should also be made in .other developing coun-
tries to explore or expand areas in which more productive em-
ployment can be created. The hope .of escape from poverty lies
in the rapid transfer of population from the low-productivity
traditional sector to the high-productivity modern sector.
Sustained increases in the incomes of the poorer sections of
the population will depend largely on the expansion of wage-
earning employment in the modern sector. No developing coun-
try, however, can rely entirely on the modern sector to pro-
vide enough employment and income. The smaller the modern
sector and the faster the population growth, the greater the
need for exploring every possibility of providing additional

productive employment in other areas.

7. A sound agricultural policy can open up possibili- '
ties of productive mloﬁnt. While new technology may in~-
crease the demand for farm labor, full mechanization can
actually reduce the demand for labor. From the employment
point of view, therefore, it is important to prevent capital-
intensive mechanization not essential to the growth of a;gri-
cultural output. A special machine technology for small-scale
agriculture needs to be developed. A wider range of agricul-
tural development projects should also be implemented to in~
crease employment and improve the living standards of the
rural poor.
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8. Asset holding is an important measure of the level
of living, i.e., those who lack productive assets, including
land, are unable to provide for their families except by sell-
ing their labor. In countries where there is great inequal-
ity in the distribution of land ownership, land redistribution
can. create additional productive employment. It can also have
a significant impact on the rural economy and reduce rural
poverty. The land reform measures adopted by Korea in the
late 1940's and the early 1950's, for instance, resulted in
fairly even distribution of assets. These important meas-
ures redistributed about three-fourths of the cultivable
land and benefited over half of the rural households. Most
fartms in Korea are now operator owned and their size is lim-
ited to three hectares of cultivable land per household, ex-
cept in the new upland areas recently developed for cultiva-

tion.

9. Agrarian reform can improve the living standards of
*+the rural poor most effectively when it is carried ouf as an
integral part of creating an overall social and institut;ional
framework more conducive to rural development. This would
imply the importance, not only land reform, but also of in-
struction in improved farming techniques, the introduction

of modern credit anc better marketing systems, the promotion
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of cooperative organizations, the modernization of social
patterns in the villages, and other institutional changes.
All these changes combine to provide the rural poor with the
necessary conditions for rapid expansion of productive em-
ployment, and thus for increa.sing incomes and living stand-

ards.

10. In Korea, the Saemaul Movement, which is based on
the spirit of ''self-help, diligence, and cooperation,' has
been initiated and supported by the govermment in order to
encourage local initiative and the active participation of
the village population in development projects. A total of
1,360 billion won or approximately $2,800 million was invested
in various Saemaul Movement projects during the seven-year
period of 1971-77, with 466 billion won in 1977 alone. Nearly
47 percent of the total investment was provided fram the gov-
ernment, with the remaining 53 percent contributed by the vil-

lagers, mainly in volunteer labor.

11. The Saemaul Movement emphasizes three mutually in-
terrelated aspects of the program, i.e., spiritual enlight-
enment, improvement of the living environment, and increased
income. Oﬁe of the major objectives of the Movement is to
improve sanitation and eliminate inconveaniences in rural

life. Relevant projects include the construction of clean
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and sanitary villages and the expansion and opening of village
roadé or farm feeder roads. Other projects include rural elec-
trification, sanitary water supply, reclamation of idle land,
and improvement of telecommmication facilities. One of the
important measures being undertaken to attain the goal of
raising the incomes of farm households is the establishment

or inducement of manufacturing factories in the rural area.

The objectives of the Saemaul Factory program are to in-
crease off-farm incomes of rural families, utilize season-

ally unemployed farmers, and facilitate specialization of

rural industries.

12, TImployment and training programs are important pol-
icy measures for remedying poverty. Skill training must be
focused on increasing the earning capacity of low income per-
sons through measures intended to enhance their job skills
and employability. Illowever, there are limitations on the
extent to which tl.e poverty population can be reduced through
either economic growth or employment. Inevitably, the effect
of economic growth and employment on those poor who are iso-
lated from the mainstream of the economy is extremely li}nited.
Such people include most of the aged, young persons in fa-
milies headed by a female, and the handicapped. EIven the

best employment and skill training programs cannot, by them-
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selves, be of much assistance to people who are unable to make

use of the opportunities presented.

13. Fmloyment is certainly not a cure-all for the ills
afflicting the poorest segment of population. Income transfer
programs are now receiving increasingly widespread support as
an important instrument for providing minimum standards of
living for persons who are outside of the work force, who
have a marginal attachment to it, or who are uneiployed. Fm-
ployment programs must go hand in hand with a greater empha-
sis on income support. The combination of a healthy economy,
employment programs, income maintenance, and the provision of
essential goods and services can help solve the problem of

poverty in rural areas.

14. Broadly speaking, a system of transfers has private
as well as public components. Transfers take the form of sub-
sidies, insurance benefits, philanthropic activities, govern-
ment transfers of cash and services, and inter and intra-family
payments. There is, however, a worldwide trend for private
transfers to assume less importance, and for public income
support programs to assume greater importance. This trend
underscores the rising recognition of societal responsibility
for improving the living standards of the poor. Government

transfer payments, although small relative to disposable
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income, have been increasing as a proportion of disposable
personal income in Korea. They rose from one half of one
percent in the late 1950's té) 2.7 percent in 1976. These
programs include transfers in money and in kind, in-cluding
food and limited social service assistance, provided on the

basis of need.

15. The list of programs usually considered as belong-
ing to government transfer includes: 1) social insurance pro-
grams for old age, sickness, work injury, and unemployment
benefits; and 2) public assistance programs. Thus, two major
approaches can be distinguished in how transfer payments are
provided. In the social insurance schemes, programs are fi-
nanced mainly from special contributions by employees and/or
insured persons. Benefits to indivicduals are related to the
size of their contributions and the programs are usually com-
pulsory. Public assistance programs, on the other hand, are
financed mainly from tax revenue sources, and the benefits
are related to the '"needs" and 'resources' of the recipient.
Income supplements can be expected to provide the basic pub-
lic assistance for dependent families with limited employment
prospects for the family head and probably for the working

poor.
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16. Government transfer my_uents affect the production
and supply of goods and services when they are spent. These
transfers raise disposable income by putting purchasing power
in the hands of those who otherwise would ‘not enjoy it. They
also influence the camposition as well as the level of con-
sumption expenditures. Transfer recipients are mostly low-
income persons, and their expenditure patterns are quite dif-
ferent from those of other consumers. Because a major portion
of bhenefit paymeats go to poor persons, very small amounts of
government transfers will be used to puwrchase new appliances,
furniture or other durable goods. They are most likely to be

used to buy basic necessities such as food and clothing.

17. The pattern of consumption expenditure in Korea is
a'typical one for a developing economy. As real per capita
income steadily increased, the percentage of total expendi-
ture allocated to food consumption decreased rapidly from
56 percent in 1962 to 49 percent in 1970, and- further to
42 percent in 1977. Since the consumer was spending a de-
clining proportion of his income on food, the percentage
being allocated for both durable goods and services has
also increased. In view of the present level and rate of
increase in income, most consumers should be able to con-

tinue to expand their purchases of noa-food items even with
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a relatively small increase in their expenditures for food.
However', low-income households, particularly those in the
rural areas, continue to spend greater proportion of their

incomes for basic necessities such as food and housing.

18. The rapid pace of industrialization and the subse-
quent increases in income resulted in the consumption of more
and better food in Korea. There are indications that Koreans
are now eating significantly more meat, dairy, and processed
food than in the past. Between 1965 and 1976, for example,
the proportion of the average urban household food budget
spent on cereals decreased from 60 percent to 45.5 percent.

At the same time the share of meat and fish increased stead-
ily from 12.6 percent of total food expenditures in 1965 to
17.0 percent in 1973. However, it then declined to 14.8 per-
cent in 1976, a drop which was mainly attributable to price
increases. In absolute terms, the daily consumption of meat
rose from 15.9 grams in 1965 to 25.4 grams in 1975, while that
of milk and eggs almost doubled from 10.7 grams to 19."( grams,
During these years the total average calorie intake also in-

creased from 2,189 calories to 2,390 caiories.

19. While the increase in the consumption of meat and
dairy products was evident during the last ten years, the

icvel of per capita meat consumption still remains too low.
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Korea's per capita meat consumption is estimated to e less
than one half of that of Japsn and less than one-third of that
of Brazil. Thus Korea must rely heavily on a si‘gle cereal —
rice — for its nutritioral needs, which sometimes lead to
malnutrition with possible serious mental implications. The
sharp increase in food prices in recent years also poses a
threat to the nutritional status of some Koreans, especially
those children in the poorer areas of the cities and coun-

tryside.

20. TFollowing decades of effort to achieve self-
sufficiency in rice, Korea now faces a different kind of
food problem. The rice surplus now in the making should
allow the government tc pursue more actively the objective
of providing balanced :w.d adequate nutrition tc low-income
persons in rural and urban areas. The major tasks are: the
increased production and supply oi" better food at reasona-
ble prices; the improvement of dietary habits through bet-
ter use of locally available fcsd, the development of the
damestic food processing capacity, and the exploration of
the use of new foods. In view of the fact that nutrition
is a nulti-sectoral concern, an effective nationwide nu-
trition program requires a cross-sectoral approach and needs

to be integrated with the overall. social development program.
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21, Closely related to the problem of improving the nu-
tritional status of the rural poor are the household environ-
ment, sanitation, educat.on, and health. Housing, like food
and clothing, is one of the basic human needs. A substantial
increase in investment in housing construction is required in
view of continuing urbanization and rapidly rising household
formation res:lting from the emergence of the nuclzar family
system. The provision of adequate housing to the urban poor
and the improvement of substandard housing in rural areas will
alsolrequire considerable government investment in residential
construction. In Korea the Saemaul Movement contributed sig-
nificantly to the improvement of the household environment in
the rural areas. The environmental upgrading of households,
which was one of the'initial projects of the Movement, included
the replacing of straw-thatched roofs with tile or tin, im-
proving toilet facilities and the sewerage systems, and re-
rairing and modernizing kitchens. The government provides
the materials free for this self-help program. The govern-
ment also provides low-cost loans to encourage farm families
to replace their dilapidated houses with moderate-cost stand-

ard housing units.

22, Providing adequate access to essential public serv-

ices is an important means of improving living standards of



the poor. A critical element 61’ any strategy for remedying
poverty is thus an allout effort to bring these services, such
as education and health, to the poor. The population of Korea
has been characterized by a high level of literacy and educa-
tion. The efforts and accomplishments of the past have been
impressive, but present educational programs still need sub-
stantial improvement to meet the increasing demand from the
poorer segments of the population. Educational institutions
in Korea are heavily concentrated in urban areas. This is an
obstacle to the attainment of the equity objectives of the
nation's soclo-economic development plan. It also places
additional pressure on the rural ponulation to further mi-
grate to urban areas. Thus future governnent investment in
education should be directed toward broadening educational
opportunities in the rural areas; eliminating over-crowded
classes and schools; extending compillsory education; im-
proving the quality of education; and toward increasing the

emphasis on vocational and technical education.

23. Health conditions in Korea have improved consider-
ably during the past decade. Economic development has Been
accompanied by rising food intake and the consequent mitiga-
tion of disease and illness related to dietary deficiencies.
The substantial investment in water supply systems, sewage
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disposal facilities, and housing improvements has had a gener-
ally favorable impact on health status by reducing overcrowd-

ing and the incidence of water-born disease. The past efforts
on the part of the government to improve the health levels of

its people payed off in health conditions that are superior

to those of other developing countries in the world.

24. The general health status of Koreans campares fa-
vorably with other developing countries in Asia. Life ex-
pectancy at birth is estimated to be almost 70 years, and
the crude death rate per 1,000 population is 6.4. Infant
mortality is another important indicator of health as it
refers to a segment of the population most vulnerable to
health hazards. Infant mortality rates in Korea, however,
are relatively high as compared with those in other Asian
countries such as Thailand and Taiwan. There is a substan-
tial problen of morbidity, the prevalence of which is high-
est among rural residents, children under 5 years, and ad-
ults over 40 ysars of age. Women usually have a much high
prevalence rate than men. Another critical aspect of mor-
bidity relates to days of activity restriction and the
causes of incapacity. The rural poor usually experience
significantly more disability than urban dwellers, due to

socio-economic and environmental differences.
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25, It is obvious that persons living in rural areas are
in the greatest need of health services. Yet health resources
are predominantly concentrated in urban areas. The difficul-
ties of transport and communications and the scarcity of health
resources contribute to the lack of medical services in rural
areas. It is estimated that almost 83 percent of the physi-
cians and 87 percent of the medical facilities are located in
urban areas. In comparison, only 48 percent of the nation's
population reside in urban areas. Whereas the nation's two
largest cities, Seoul and Busan have one-third of the‘ total
population, more than one half of the professional hea.th per-
sonnel practice in one of these two cities. Thus, the gross
imbalance in the distribution of health resources between
urban and rural areas is a problem of esnormous magnitude in

Korea.

26. Health is a key element of socio-economic develop-
ment policy in Korea. For the first time, Korea is actively
engaged in major health sector planning aimed at improving
the organization, delivery, and financing of health care.

A new national health planning strategy is incorporated in
the creation of the National Health Council, the National
Health Secretariat, and the Korea Health Development Insti-

tute. The ultimate objective of these sector planning ef-
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forts is to provide azccess tc adequate medical care to the
entire population regardless of income, age, or place of res-

idence.

27. To attain these objectives with maximm efficiency,
the government of Korea has recently launched three pilot pro-
jects through the newly established Korea Health Development
Institute. The major objective of these demonstration pro-
jects is to aevelop more effective methods for providing
better health care at low cost, particularly in remote rural
areas, In particular, the programs hope to accommodate the
changing patterns of health needs which have resulted from
rapid ihdustrializa,tion and urbanization. The results of
these demonstration projects, which are expected to come out
within two to three years, will hawn: o great impact on the
attempt to better health services for the rural commmity
throﬁghout the country. In this connection the Saemaul Move-
ment is also expected to contribute significantly to the im-

provement of primary health care of the rural commnity.

28. During the 1960's and the 1970's, the major empha-
sis of national economic policy in Korea was placed on in-
dustrial development and the expansion of exports. Thus,
the nation's priorities in the allocation of public resources

were accorded to investment in plant and equipment to expand
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the productive capacity of the nation. However, the coming
decade will mark the turning point in fiscal policy. The
major focus is expected to gradually shift from industrial
expansion to social development programs in order to meet
rising basic human needs and the demand for improvement in

the quality of life.

29. Government finance must play an increasingly im-
portant role in this process of shifting policy emphasis
toward the achievement of sustainable improvements in the
living standards of those too poor to satisfy their own
basic needs. Thus, unless the economic development expend-
itures of the budget are drastically reduced, the size of
the government budget is bound to expand over time. The
major issue facing Korea over the next decade will be that
of deteﬁning "what comes first."” However, the core of the
problem is not so much the allocation ¢f resources between
the private and public sector, but the question of where

and how we assign priorities in the public sector.

30. In order to meet the rising expenditure require-
ments of accelerating the delivery of services to meet basic
human needs, tax revenue must increase substantially in the
caming decade. One of the major tasks of fiscal policy is

to develop and maintain an equitable tax system so as to



bguara.ntee a minimum level of Jiving and a fair distribution

of income and wealth, Capital gains from many forms of assets
currently receive preferential tax treatment under various
special tax provisions introduced to achieve specific policy
objectives. In the comiug decade, however, this preferential
tax treatment should be gradually removed in order to prevent
the further erosion of the income tax base anci to improve the
income redistribution effect of the overall tax system. There-
fore, policy measures should be adopted to guarantee minimum
living standards for low-income taxpayers. Furthermore, ef-
forts should also be made to improve the redistribution of
income through the expansion of social security programs and

the equitable taxation of income and wealth.
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