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Preface to the Series of Special

Studies On International Economics

After more than a year’s preparation, the
Institute of International Economics (IlE) of
Nankai University was formally established in
Noveraber 1987. One of the most important
tasks of the IIE is research. Currently, the IIE
is undertaking a series of special studies on specific
topics in the field of international economics,
‘particularly issues concerning China’s -interna-
tional economic relations. The series will be
published on an irregular, occasional basis. The
llE's Master and Ph. D. degree student theses,
the consulting work, as well as the education and
training programs in cooperation with foreign or
international institutions, will all be®related to
the research program and will be mutually sup-
portive. The research results of our-—faculty
members and their collaborators will be publish-
ed in this series of special studies. They will
serve as references for the academic community,




concerned government agencies, and enterprises.
The special studies are of an academic nature;
the views of the authors are not necessarily those
of the IIE. We welcome comments and suggestions
from the reader.

Shu-Chin Yang
Executive Director
June |, 1988
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South Korea’s Foreign Trade
Policy and Industrialization

Abstract

South Korea is regarded as one of the newly
industrialized countries; its development expe-
rience has attracted much attention. This study
concentrates on the center of its development
strategy, that is the foreign trade and industrial
development strategies and policies. Empirical
analysis as supporting evidence is offered. The
study covers a long period of more than thirty
years beginning with the end of the Korean war,so
that the evolution of these strategies and policies
can be seen more clearly than just analyzing a
section of this whole period.

The study divided the past 34 years roughly
into four stages, with the understanding that they
are not clear-cut stages; actual developments
overlap. The first stage runs roughly from 1953
to 1963, during which time South Korea initiated
industrial development by import substitution
in manufacturing. Like many other developing




countries, it started with light industries manu-
facturing comsumer goods with rather simple and
standard technology, under the protection of
mainly quantitative import control. However,
South Korea had discovered its limitation and
unfavorable economic effects, shifted rather ear-
lier than most other developing countries from
import substitution to export promotion in the
mid-1960's and ushered into the second stage.

The second period, 1964-1973, started with
economic stabilization and then moved quickly to
export expansion. It began with a sizable cur-
rency devaluation, followed by a set of policy mea-
sures to encourage exports. South Korea used.
its comparative advantage of cheap fabor to con-
tinue to develop labor-intensive industries. Dur-
ing this period, the international economic en-
vironment was very favorable,and the rapid ex-
pansion of South Korea’s exports brought about




rapid economic gfowth. During the early 1970',
South Korea's light industries were maturing and
partly due to defense considerations, it began to
establish heavy and chemical industries on a selec-
tive basis and entered into the third stage.

The third stage, 1973—1983, is a kind of
advanced stage of import substitution during
which South Korea deliberately chose heavy and
chemical industries for development to enable
the substitution of capital intensive and techno-
logy intensive imports. The policies adopted
‘were pr‘efe‘rential taxes and credit extended to
these industries and protection of their domestic
market. However, the long-term objective was
still to make their products competitive and ex-
portable, after finishing the learning process.
Unfortunately, during this period, South Korez
encountered several severe internal and external
shocks, such as the two oil shocks, world receg-




sion,high international market interest rates,crop
failure and inflation. But after making adjust-
ments to every shock, the government continued
to pursue the long-term heavy industrialization
strategy. Due to the pursuit of the policy of
advanced import substitution first and exporting
later, South Korea has been able to rapidly in-
crease its exports of machinery, chemical and
electronic products since the early 1980's and
thereby begait a new stage.

The fourth stage, from 1984 onwards witnessed
the resumption of export-led rapid growth. Cur-
rently, low world oil prices, low interest rates and
low exchange rates have helped South Korea's
exports. South Korea has for the first time in
1986 realized a surplus in its balance of paynients
current account. However, the rise of protec-
tlonism in the industrial countries and the growing
competitition of the other developing countries




constitute a new challenge to South Korea.

During the Elevelopment process and adjust-
ments to the external shocks, South Korea also
exposed its weaknesses. They are the susce-
pability to -external shocks, the unbalanced de-
velopment among economic sectors, the accumu-
lation of large external debt, the concentration of
economic power in the large enterprise and the
uneven distribution of wealth. South Korea
has adopted certain measures of adjustments and
reform to correct these shortcomings, particularly
by reforming the banking system to improving
the market mechanism in the capital market, and
further trade liberalization.

In dividing the stages or periods, the study
adopts a long-term point of view. In analysis,
it put the short-term changes into the perspective
of the long-term strategy and trends. It uses




quantitative analysis of actual achievements to
ascertain the effects of the strategies and policies.
In particular the study assesses the relative impor-
tance of economic factors in and their efficiency
determining the growth and structural changes
in South Korea’s industry and foreign trade.




