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cline). In a global economy where learners abide by social discount
rates, innovatve ecnomies would be ousted from one industry after
another if they left their investment decisions wholly to capital mar-
kets. )

The second area in need of rethinking relates to two intersecting
ideals of classical liberalism—that the state acts in the best interests
of the entire nation and not those of any' one group, and that the
pursuit by frms other than monopolies of their private interests re-
dounds to the beneft of society at large. These ideals have been turned
inside out in late industrialization. Even in a democracy like Japan (and
certainly in what was once a dictatorship like Korea), the state has
acted unabashedly in favor of business. At the same time, the state
has acted on the premie that the interests of business, even non-
monopolistic business, do not necessarily overlap with those of soci-
ety at large. Hence, the support of business by the state on the one
hand, and the discipline of business by the state on the other. Never-
theless, the United States persists with the two liberal market ideals
that together are self-defeating: Business cannot be singled out for
support, yet the economy must coast on the accomplishments of
business.

The third aspect of the market mechanism that is in need of re-
thinking relates to productivity, The growth models of the market
paradigm equate higher productivity with technOlogical change, and
then take technological change as exogenously determined. As sug-
gested in earlier chapters, these models are irrelevant for learners
because they make productivity improvements exclusively depen-
dent on innovation, whereas learners by defnition do not innovate.,
In practiCe, and in the theory of the economics of late industrializa-
tion developed in earlier chapters, thl growth rate of output in-
creases as the growth rate of productivity increases, ad in closed-
loop fashion, depending on institutonal constraints, the growth rate
of productivity increases as the growth rate of output increases—
through investments that emlody foreign designs, economies of scale,
and learning-by-doing. While the closed-loop growth-productivity
dynamic describes economic behavior in late-industrializing coun-
tries especially well, its applicability also extendl to innovators. The
dynamic has the virtue of drawing attention to the dependence of
productivity improvements on institutions, frm size, managerial
hierrchies, learning-by-doing, and so on, not just myopically on R&D,
or on high wage levels that are insuffcient in themselves to motivate
high productivity among the workforce. .

The fourth aspect of the market- paradigm that is espeClally n
need of rethinking relates to the law of comparative advantage, or
the idea that countries should specialize in a limited number of in-,
dustries, the choice depending on resource endowment. The Iw ra-
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tionalizes the tendency of many American firms to withdraw from '
competition in “mature” industries (say, consumer electronics or steel, :
each of which requires significant amounts of production labor), once
these markets are challenged by countries industrializing late. h

Withdrawal, however, may be defeatist rather than discrete. The
experience of late-industrializing countries suggests a wide latitude
for improvement in such industries, in terms of productivity, quality,
and service. Cumulative incremental improvements may prove deci-
sive in winning over competitors in the areas of delivery, price, and
product performance.

The potential of the mature industries is also suggested by the
investments of learners in R&D. In 1983-1984, for example, the
standard deviation across industries from the. national mean of in-
dustrial R&D as a percent of sales was almost identical in the United:
States, Japan, and Korea (standardized for absolute mean differ-
ences). But the inter-industry pattern of deviation from the national .
mean differed. In Japan and Korea, R&D in most mature industries
(food, textiles, chemicals, and nonferrous metals) fell below the all-
industry average but by less than it did in the United States, and
R&D in most machinery branches exceeded the all-industry average
but by more than it did in the United States (World Bank, 1987).
This gives some indication that in comparative terms, R&D in ma-
ture industries in the United States is lackluster.

The rate of innovation worldwide appears to be accelerating, mak-
ing growing segments of high-tech service and manufacturing in-
dustries “mature” overnight. Countries unwilling or unable to com-
pete in mature industries may discover specialization in high-tech
too limiting, particularly since the social returns to investments in
high-tech are higher when the new technology is applied in mature
sectors.

LABOR RELATIONS

Of all the characteristics of late industrialization, labor relations show
the least consistency across countries. Repression of labor dissidents
and hostility toward trade unions are quite general among late-
industrializing countries, but contentiousness and adversarialism be-
tween management and labor differ in degree and kind. '

The Korean government has a policy with respect to every con-
ceivable aspect of economic development except labor relations. Re-
sponsibility for labor relations within the government bureaucracy '
has largely been left to the Korea Central Intelligence Agency or to.:
the police. Economists who have worked for the government, partic-
ularly for the dictatorship that came to power in 1980, have limited
their labor policy to calls for wage restraint. .
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Korea’s big diversified business groups have also treated the func-
tion of labor relations differently from other functions such as pro-
duction, marketing, finance, and so on. These other functions have
largely been arrogated to salaried managers, whereas that of labor
relations has been retained under the personal control of the owner/
chief executive. The personnel function in general, and the labor
relations function in particular, are almost nonexistent as a staff re-
sponsibility, whether at the group or subsidiary level. Whatever
professionalism creeps into the exercise of this function in Korea
comes indirectly through the production function, in the form of
quality control circles. Otherwise, labor relations are left to the cha-
risma and paternalism of group chairmen to energize or smooth.

Paternalism in Korea since the military coup in 1961 has witnessed
almost three decades of relatively peaceful labor relations. The cau-
sality between paternalism and peace is unclear because both oper-
ated in conjunction with state repression of labor, on the one hand,
and rapid increases in real wages, on the other. Moreover, labor peace
in the 1970s and 1980s in Korea was in keeping with international
practice. The 1970s and 1980s were decades of relatively quiescent
labor relations worldwide. In the United States, labor relations were
quiescent despite the failure of real earnings to rise beginning in
1973 and despite the local upheavals associated with plant closings.

Nevertheless, the labor peace that has characterized both Korea
and the United States may be misleading from the viewpoint of each
country’s capability to compete, assuming that labor peace is vital to
sustaining competitiveness. In Korea, labor peace has been inter-
rupted by explosions of unrest, as workers have demanded not merely
better working conditions but also greater democracy at the work-
place (as well as at the national level). In the United States, labor
peace has been accomplished in conjunction with a decline in the
growth rate of productivity. Although the causes of this productivity
decline extend beyond labor relations, there is undoubtedly some
connection between the two.

The entry of the late-industrializing countries into the world econ-
omy has resulted in an intensification of competition across markets.
Competition has increased as the flow of technology across interna-
tional borders has increased and the once gargantuan gulf in tech-
nological capabilities among nations has narrowed. With the notable
exception of Japan, late-industrializing countries, including Korea—
and many of the early-industrializing countries as well—have a long
way to go before their labor relations can be described as conducive
to sustained economic.development. Yet, as the technological gap
narrows further, one may venture to guess that competitiveness will
increasingly depend on the achievement of such labor relations and
of industrial peace.






Epilogue

Unlike earlier Olympic games, those held in Seoul in 1988 signified
more for their host than a hollow gesture. In Korea’s case the Olym-
pics created a glare of international publicity that illuminated the
intensity of domestic struggle for political change, and helped ex-
tract concessions from a government on its best behavior. The mon-
etary rewards which the Koreans calculated as a by-product of host-
ing the Olympics were multiplied immeasurably by the political
benefits: the emergence of relatively free elections for political of-
ficeholders.

The advent of a modicum of political democracy in Korea casts
Korean industrialization in a new light. In the past it was easy to
admire Korean industrialization from an economic angle. And while
many Koreans also wished to have their industrialization praised from
the standpoint of income equality, the case for a high degree of in-
come equality in Korea has become uneasy. Until very recently, Ko-
reans were not subject to financial disclosure and could hold bank
accounts under assumed names. If for no other reason, this dis-
torted the most careful attempts to calculate the distribution of wealth,
a distribution that became all the more suspect with the entrench-
ment of Korea’s mammoth diversified business groups, many of whose
private owners paid no income taxes.

Now, however, one must respect Korean industrialization not only
for its economic success but also for its political transformation. Eco-
nomic success on the basis of strong government intervention, heavy
industry, and big business is evidently compatible with political de-
mocracy. Indeed, one can make the case that the concentration of
large groups of workers under one roof, and the priming of large
numbers of students-cum-salaried managers, furthered political mo-
bilization. The implications are twofold for what in the economics
profession has come to be called the “new political economy” or the
“new institutional economics”: economic success in Korea challenges
their assumption, based on psychological “laws,” that government in-
tervention degenerates into “rent seeking.” Now free elections in Korea
also challenge their related assumption that more government inter-
vention results in less democracy. Korea supports the proposition
that the reverse may be true, or that the degree of government in-
tervention and the degree of democracy may be unrelated.

In Korea's practical world of policy making, democratization holds
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other implications. The near future in Korea is almost sure to be
marked by intensified pressure from the United States for liberali-
zation, particularly if Korea remains a trade surplus nation. In ex-
change for access to its home market, the United States wants access
for its exports in the Korean market, and the freedom to enter Ko-
rea’s financial markets to buy into Korean prosperity.

Greater liberalization is inevitable, but is being pushed indepen-
dentdy by many Korean economists on grounds of efficiency. Past
industrialization on the basis of learning, however, suggests that there
is no simple equation between freer markets and greater efficiency.
Moreover, liberalizing financial institutions in the presence of large
conglomerations of economic power, as represented by the chaebol,
has created greater inequality, not greater efficiency. Aggregate eco-
nomic conceritration in Korea more than doubled since financial lib-
eralization began in 1979. Under conditions of high degrees of mo-
nopoly power, it may be preferable to keep major financial decisions
in the government’s hands. This is especially true now that the gov-
ernment is popularly elected. '

The Olympics also witnessed Korea in the process of another tran-
sition: from learner, or borrower of foreign technology, to creator
of new products and processes. Of course, this transition is in its
infancy, and may be no easier to achieve than political democracy.
But one can only be impressed by the large amounts of money that
the Korean economy is currently investing in R&D and technical ed-
ucation. Between 1976 and 1986 the number of engineering gradu-
ates with higher degrees increased sevenfold. R&D as a percentage
of GNP was .39 percent in 1970. By 1986 it had reached 2.0 percent,.
even as GNP soared. It is planned to reach 2.8 percent in 1990 and
around 5 percent in the year 2000.

R&D in Korea has received two stimuli, one from the government
and one from the institutions created by leading firms to import for-
eign technology. In the case of the government, rapidly rising wage
rates in the 1970s alerted officials to the importance of thinking long
term. The Technology Development Promotion Act of 1972 had lit-
tle immediate effect on private R&D expenditures, but in 1978-1979,
almost like clockwork, the biggest chaebol opened an R&D labora-
tory in their major industries, and then the smaller enterprises fol-
lowed suit. As the government reformed tax credits and sweetened
its incentives, the number of centralized corporate R&D laboratories
rose from 3 in 1967, to 14 in 1976, to 52 in 1980, to 138 in 1984.

The foundations for such laboratories were of ten the technical of -
fices created to facilitate the transfer of designs and production pro-
cesses from overseas. In the case of the Ssangyong Cement Com-
pany, for example, its R&D laboratory began by testing the qualities
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of the cement Ssangyong was producing. Then the firm built a pro-
totype of a mill to learn the optimum cement process to import from
abroad. Now it has begun to experiment not merely with how to
optimize cement making but also with how to develop ceramics.

The establishment of technical offices themselves were evidence
that technology import is not a passive process. To be successful,
technology transfer requires imagination and investments in the ca-
pability to improve and adapt. In the future, therefore, we may ex-
pect leading firms in Korea to continue practicing the high art of
learning, as they scan the world frontier for new technologies and
plan long-term expansion. Japanese and now Korean economic his-
tory, however, also teaches that we may expect not merely imitation
and copying from learners—the longstanding stereotype. We may
also expect creativity, because learning itself turns out to be a highly
creative process.
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and U.S. military, 232, 266
Hyundai Engine and Heavy Machinery
Manufacturing Company
(HEMCO), 279-80
Hyundai Heavy Industries (HHI),
269~74
cost control at, 282, 28486
and design capability, 273, 279
foreign technical assistance for, 276—
77,278
Hyundai group mobilized for, 286-
87 -

and Korean government, 273-76

nonshipbuildirig to total exports ra-
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Industrialization. See also Late indus-
trialization
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labor supply in, 193-94

and land reform, 147

as late industrializer, v, 4, 11, 12,
140, 320

and liberalization polidies, 76-77

military hegemony period in, 116—
17

population of, 190-91
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36-37 .
Korea-Japan comparisons
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exchange rate policy, 62
exports, 61, 62
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colonialism in Korea; Japanese in-
fluence on Korea
Korean agriculture. See Agriculture,
Korean; Land reform, Korean
Korean big business: See Big business;
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State, Korean
Korean history, modern. See History of
) Korea, modern
“Korean industrialization. See Late in-
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Kyongsong Spinning and Weaving
Company, 64
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lack of, in Far East, 202
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obstacles to, 192-95
Park on, 131
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Labor productivity, Korean. See also
Productivity, Korean
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growth rate of, 102, 107
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of POSCO vs. Japan, 300
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Labor relations, 324—-25
Labor supply
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under American occupation, 37-38
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and wages, 202-3
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11, 146, 320
controlling pace of, 99-100
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and Schumpeterian view, 140-41
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theory of, vi
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Machine productivity, in “L” company,
252-53. See also Productivity
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and inequality, 328
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Monopoly Regulation and Fair Trade
Act, 133

Multidivisional firms, 140. See also
Modern industrial enterprise

Multinational corporations, in Korea,
147, See also Direct foreign invest-
ment in Korea

Nationalism, growth of, in Korea, 28
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of Korean banks, 16-17, 72-73, 142
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Nippon Kokkan Steel, 295
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North Korea
growth of, 40
reforms in, 36
NTBs (nontariff barriers), 134, 145

Oil crises, Korean response to, 93, 98—
99, 101, 104, 131, 304-5, 310
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150
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HHI compared with, 269, 277
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profitability of, 296-97
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subsidization of, 297, 301
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Prices. See also Relative prices
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state intervention in, 13
Private enterprise
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chaebol in disfavor for, 64
entrepreneurs subsidized by, 39-40
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and government subsidy policy, vi
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investment in, 328
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land, 37-38, 146-47, 202-3
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See Stabilization policies, Korean
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