Explaining (and Teaching) 
[bookmark: _GoBack]Korea’s Social and Economic Transformation

Introduction:  Economic Growth is the Key to Economic Success

From 1950 to 2010, Korea’s economic growth, total output measured in Real GDP, grew by nearly 10 times.  This is the single most important economic fact of the last 60 years in Korea.  Korea’s rapid economic growth transformed the country by delivering to its people higher incomes and living standards, universal education and healthcare, and a social safety net.  As extraordinary is that Korea’s rapid growth was broad-based; in that, the fruits of growth were distributed among many people.  Korea’s economic success has also raised its stature in the international community and is seen as a model of economic development for other countries.

Korea’s development experience raises three big questions:

1. What were the factors behind Korea’s growth?
2. Why and how was Korea able to achieve rapid growth when many other countries could not?
3. And what are the future prospects for Korea’s economy, particularly given Korea’s aging and shrinking population?



Aggregate Supply:  Many Recipes but Key Ingredients 

Textbook economics tells us that long-term economic growth measured by output (Real GDP) is based on the growth of its potential out-put.

What are the drivers, or key ingredients, of economic growth? 

· Human Capital (Labor Supply, Education, Health, Motivation)
· Natural Resources (Land, Minerals, Geography, Environment)
· Capital Formation (Machines, Factories, Infrastructure)
· Technology (Science, Management Know-how, Entrepreneurship)

Key Ingredients (Factors) of Growth



Total national output = inputs and technology or Aggregate Production Function (APF)

Q = AF (K, L, R) where Q = Output, K = Productive Services of Capital, L = Labor Inputs, R = Natural Resource Inputs, A Technology Level,

Output increases as inputs increase and interact with technology, which help raise the productivity of inputs.

What was Korea’s Recipe for Economic Growth?
· Korea made massive investments in human capital, technology, and SOC.
· Korea had arable land and advantageous climate and geography.
· Strong entrepreneurship and strong government mixed with strong market forces helped to promote innovation and greater productivity.
· The sources of growth were expanded and accelerated by opening the economy to international trade. 


1. Human Capital
a. What were the social and economic circumstances in Korea in 1950?
b. How did Korea raise the quantity and quality of labor inputs? 
c. How did Korea control disease and improve health and nutrition?
d. How did Korea reduce literacy, improve education, and train workers? 
e. What was Korea’s population size in 1950 and how did it change over time?
f. Did Korea’s population growth exceed GDP growth?
g. How much foreign aid did Korea receive?  What was the impact of foreign aid on Korea’s development?
h. How did Korea escape the curse of foreign aid?
i. How did Korea break vicious cycle of poverty?  Low savings and investment -> Low Capital Accumulation -> Low Productivity -> Low Income 
j. Was it overcoming binding constraints simultaneously, “big push”?

2. Natural Resources
a. How much arable land did Korea have and how were they used?
b. How has Korea’s geography and climate contributed to economic growth?
c. How has Korea’s reforestation contributed to the environment and economic sustainability?
d. How did Korea overcome lack of minerals, oils, and fuel?
e. How much did agriculture contribute to economic growth?
f. How did land ownership change farmers’ incentive and financial state?

3. Capital Accumulation (Buildings, factories, roads, power plants, etc.)
a. How much capital did Korea have in 1950?
b. How much physical capital was destroyed in the Korean War?
c. How did Korea begin to accumulate capital with no savings and no foreign currency?
d. How did Korea generate electric power in the 1950s?
e. How did it generate enough electricity to support industrialization?
f. What was Korea’s savings rate and how much did it invest in SOC like roads, dams, power plants, irrigation, etc.?
g. What was the government’s role in capital accumulation?
h. How is Korea’s IT industry building the new “superhighway” of tomorrow?
i. Why didn’t Korea fall into debt trap like many developing countries, particularly Latin America?

4. Technology (Productivity: more output at same level of input)
a. What was Korea’s level of technology in 1950?
b. How did Korea raise its level of technology? How did Korea promote R&D and technological change?
c. What were some of the early technologies?
d. How did Korea’s entrepreneurial spirit take off?  What was the role of entrepreneurs in Korea’s industrialization?
e. How did Korea go from imitating technology to discovering new technology?

Beyond increasing aggregate supply, Korea’s economic growth was made possible international trade and good governance.

5. Openness and Outward Orientation 
a. How did Korea promote openness and outward orientation?
b. Why and how was trade so important to Korea’s growth?
c. How did trade accelerated capital accumulation?  Foreign Capital?
d. How did trade accelerated technological change? 
e. How did trade liberalization increase factors of production? Economies of scale and specialization?

6. Reforming Institutions, Coordinating Policy, and Enforcing Rules (Governance)
a. How did the Korean government promote an economic environment or system to produce output and to distribute to many people?
b. Strong government mixed with powerful market forces.
c. How did government maintain macro stability and sound currency?
d. How did the government identify strategic areas and set up a race between domestic firms to stimulate competition?  (Nonmarket contests to allocate resources.)
e. What was the impact of the following Key Policies and Reforms:
1) Land Reform and Abolishment of Tenant Farming System in the 1950s
2) Anti-corruption and Tax Administration Reform of the 1960s
3) Rural Development Policy (Rice Subsidy Program, Increasing Agricultural Productivity, and Saeamul Movement)
4) Sustainable Development (Cleaner Energy, Reforestation)
5) Export Promotion Policy (Story of “Monthly Meetings”)
6) Real-Name Financial System (Story of “the Big Hand”)
7) Macro-Stabilization and Liberalization Policies of 1980s  (Story of KDI Center of Information Education)
8) Post 1997 Crisis Corporate and Financial Restructuring

Aggregate Demand
Increase in aggregate demand via expansion of money supply contributed to growth but also crisis.

What were the causes and effects of the following:
· Mutual Savings Bank Crisis of 2010
· Credit Card Crisis of the 2000s
· Asian Financial Crisis of 1997
· Hyper Inflation Crisis of the 1980s
· Debt Crisis of Late 1970s
· Chronic fiscal deficit and high inflation of the 1950s and early 1960s

What are implications for the future?

To spur long-term and sustainable economic growth, Korea needs to increase its potential out-put by improving the quality of labor and promoting innovation and entrepreneurship.  This may also mean relying less on short-term policies (Easy credit and inefficient fiscal policy) to increase aggregate demand which can harm Korea’s long-term financial and fiscal soundness. 

