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Korea’s Growth Miracle and Slowdown
“Se-Jik Kim’s Law”

Note: GDP per capita is deflated by GDP deflator (2015=100), and value-added per worker is deflated by manufacturing industry deflator (2015=100).



Korea’s Growth Miracle and Slowdown

▶ Factor accumulation
▶ Productivity growth

1. Innovation
2. Resource allocation

▶ (Selective) lessons from China’s recent technological advances



Producitivity and Innovation (R&D)

Introduction

Productivity growth has declined since the mid-2000s in many advanced countries
despite rising R&D investment

What frictions prevent R&D spending from translating into productivity growth?

(a) TFP growth has been slowing (b) R&D investments have been increasing
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(a) TFP Growth (filtered)
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(b) R&D Investment

▶ Growth without innovation; Innovation without growth?



R&D Quantity or Quality?
Figure 4: Researcher Composition and R&D Tax Credit Rate

(a) Researcher skill composition (b) R&D tax credit rate

Notes: Panel (a) plots shares of high- and low-skilled researchers in total researchers employed by private
firms. High-skilled researcher are defined as researchers holding Ph.D. or Master degrees, while low-skilled
researchers constitute the remainder. Data from National Science & Technology Information Service (NTIS).
Panel (b) is R&D tax credit by firm size in Korea. Data from OECD MSTI

on whether it is directed toward radical breakthroughs or incremental refinements.

Third, our work contributes to the literature emphasizing the macroeconomic conse-

quences of research talent allocation. While recent studies such as Akcigit and Goldschlag

(2023) and Fernández-Villaverde et al. (2025) identify strategic defensive hiring by incum-

bents as a primary source of talent misallocation, we highlight an alternative, policy-driven

mechanism operating through general equilibrium in the high-skilled researchers market. In

our framework, size-dependent R&D subsidies sustain less productive firms, inflating aggre-

gate demand for scarce high-skilled researchers and driving up their wages. The resulting

high cost of high-skilled research talent crowds out breakthrough investment by productive

firms. Crucially, our framework with endogenous innovation quality allows us to decompose

the growth e!ect of policies into quantity and quality channels that is absent in models

where innovation quality is exogenous. We show that quality deterioration accounts for the

majority of the growth loss from misallocation.

The rest of the paper proceeds as follows. Section 2 describes the model. Section 3

presents the calibration of the model and quantitative policy counterfactual. Section 4

concludes.
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(b) Size-Dependent R&D Subsidy



Allocative Efficiency (Manufacturing)

(a) Actual over Efficient (Manufacturing) GDP (b) Plant-Level Distortion-TFP Correlation



Creative Destruction (Employment Growth)



Dynamic Allocative Efficiency

Employment growth Capital growth

Productivity: β1
0.0274∗∗∗

(0.0047)
0.2000∗∗∗

(0.0082)

prod×trend: δ
-0.0003
(0.0002)

−0.0038∗∗∗

(0.0003)

prod×1980s: λ80s
0.0199∗∗∗

(0.0046)
0.1835∗∗∗

(0.0087)

prod×1990s: λ90s
0.0278∗∗∗

(0.0057)
0.1508∗∗∗

(0.0097)

prod×2000s: λ00s
0.0239∗∗∗

(0.0051)
0.1069∗∗∗

(0.0064)

prod×2010s: λ10s
0.0135∗∗∗

(0.0056)
0.0758∗∗∗

(0.0051)



How China Advances in Tech

China has its share of economic problems, but in tech,

▶ Government-University-Private Partnerships

▶ Loose regulation (negative regulation) and cutthroat competition (price wars
and 996 work culture)

▶ “Open Innovation”

▶ It is neither desirable nor possible to copy them all, but we should
understand what our competition is doing.



Challenges for Korea

▶ Awareness of the global competitive tsunami (China, Big Tech, industrial
policy), not just within-Korea landscape

▶ Unwinding regulation (Korean “Draghi Report”?)

▶ Labor market reforms (flexicurity with a focus on retraining and job placement
services)

▶ Contingent selective support where competitive pressure will remain

▶ Design of redistributive policies that take efficiency losses into account




