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lo Introduct!ion

1
Korea has achleved rapld economic growth since 1963.

The annual average growth rate of gross natlonal product
( GNP ) between 1962 and 1981 was 8.6 percent at con-
stant (1975) prlces and that of exports during the two
decades was 36.7 percent based on customs clearance. The
annual growth rate of the population was 2 percent bet-

2
ween 1962 and 1981,

This country has emphasized substantially rapld and
sustalned growth through industrial lzation and export
expanslion, rather than the Improvement of Income
dlstribution. Dr.Lee asserts that I+ Is evident that
Korea has continued to pursue rapld economlc grow th
wilthout adequate policies of Income distribution and that
the problem of distributlion should be at+ the center of
the stage In the Korean econom;?

P.W.Kuznets Indlcates that the hallmark of rapld
grow th has been uneveness and disequtlbriu:. We can
expect that Korean economlic structures have substanttially
changed since 1963 and that some economlc sectors lead
and others |ag.

Based on a study of long=-term changes on shares and

Inequal Itles In the distribution, SIimon Kuznets Indicates



that the relative distributlion of Income flirst becomes
more unequal in the course of economic development and
only at later stages becomes more equal? Thlis hyphothesls
Is now popularly known as an Inverted U-shaped pattern of
Income Inequallfy? At the start of the 1960s, Korea had a
more relatively favorable distribution of human and phy-
slcal caplital t+han most less developed countries (LDCs).
This resulted from land reform, a universal, free prima-
ry school system since 1945, and the radical changes of
physical capltal through the confiscatlon of Illegally
accumul ated weal th and the stocks of the the | arge pri-
vate shareholders In commerclal banks, and the settlement
of rural usurifous |locans. Has Income dlstribution In Korea
Improved or deterlorated under the economic growth since
the 1950s ? Have Korea's data on Income distribution sup-
ported the hyphotheslis that Inequallty follows an Inver-
ted U-shaped curve as Korea's GNP per caplita !ncome
Increased from $67 In 1953 and § 87 In 1962 to0 $1,735 In
1981 7

Unfortunately, Korea has approximately estimated
short-term data of the sfze distribution of Income;
there are not rellable short and |ong-term data In Korea.
This paper reviews some shortcomings of earller studles

on Income distrlibution In Korea and suggests that Korea

modlfy +the prevallling surveys, whlch have some



shortcomings to be Indlicated In Chapter IV. The
government can get better data to further examline the

movement of changes of Income dlistribution In Korea and

to design more adequate policles to Improve Income
distribution than she would 1I(n a sltuation of no better
data. Thlis paper examlines the changes of Income
distribution , based on the offliclial data even though
these data are approximate and have shortcomings to be
mentioned In Chapter IV. This Is because we can suggest
the trend of Income distribution comparatively over time.
Based on the offlclal data of Korea and Talwan, both
successful countries In economic growth and Income
distribution among LDCs, we compare the trend of Income
distribution in the two countries over time., I+ Is very
useful To do so because the two countrles have
similaritles as shown In Chapter IV.

We review pollicles and measures which affected
Income distribution In Korea, l.e. tax, publlc expendl~-
ture, monetary, exchange rate, agricul tural price, and
educational policles, especially in the 1970s.

The major question for pol icy analysts has been whet-
her or not there Is a baslc confllct between the goal of
greater distributional equal Ity and the goal of faster

growth. The current evidence Is at best mlixed. Dr.Lee



asserts that the Korean government should take paths of
both economlc growth and Income distribution for
sustalned economlic growth, soclal and polltical

stabil I ty.

If redistribution takes place through Increasing the
productivity of the lower-income group of the economy
together with sound policies- for example, by |[|abor
supply through tralning, education, and health program,
or by absorbing the unemployed or underemployed so as to
add to thelr productive contribution to the economy
together wlith slow population growth through family
planning program and socloeconomic development, we could
reduce or avold the confllct between economic growth and
Income equallff. This paper suggests that Income
distributlion pollcy center on growth-related policles
together with some pol icies to reduce population growth.
Thls means to design some pollcles so that Income

distribution can be Improved and economic growth

sustalned.



2.

Endnotes for Chapter |

There are of course, *two Koreas, the Republic
of Korea(ROK) and the Democratic People's Republlic
of Korea(DPRK), or South and North Korea, respecti|-
vely. The division of the country was done In 1945,
Between 1910 and 1948 South and North Korea
are referred to as Korea, and since 1948,
South Korea Is referred to as Korea.
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Methods of Estimation and Pollicy Applications. New
York : Oxford University Press, 1980 : 379-98.
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Distribution Policy In Developling Countries : A

Lase Study of Korea. Stanford : Stanford University
Press, 1978 : 1-3.
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Ecopomlic Growth in Semiindustriallized Countries
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'l. The Korean Economy before Rapid Economic Growth

The first part will focus on the colonial period

between 1910 and 1945 to undrestand t+he Initlal

conditlons of the postwar economlic growth of a divided
Korea. The second part part will deal with the economlic
growth and measures for the changes of Income
distribution between 1945 and 1962 to understand the
initlal conditions of human and physical capital before
rapld economic growth.
A. The Korean Economicy during the Colonial Period

The officlal annexatlon of Korea by Japan In 1910
brought the establ ishment of the colonlal Government-
General based on the polltlical system of strict
+o+allfalanlsm1 Under the colonlal Government-General,
Korea was developed by the Japanese In order to meeft
Japan's economlic needs. The needs flrst centered on
agricul tural development 1n order to provlide Korean rice
to Japan's consumers between 1910 and 1930; then they
lay In lIlght and capltal-intensive Industrles, I.e.
textile, machinery, and chemical Industrlies, to take
advantage of cheap raw material and labor costs In Korea

between 1920 and 1940. Tarliffs on trade between the two

countries were el Iminated and the same currency used.



1. Overall Growth

The data available In the officlial sources cover
only the goods sectors l.e., agriculture, forestry,
fishery, mining, and manufacturing except services. The
annual growth rate of the goods sectors was 3 percent,
the agricul tural sector at 2 percent a year and the
manufacturing sector at 9.7 percent a year from 1910/15
to 1934/39. During the colonial perliod In Korea, the
total population Increased at 1.6 percent a year between
1910 and 1944, The low Increase resulted from the high
migration to China and Japan, where Korean mligrants
Increased from 0.6 milllon persons In 1920 to 2.6 mi{lion
persons In 1940. The natural increase of the population
was 24 and Zg per 1,000 persons, respectively, In 1920/25
and 1935/40. The trade ratlio ( expor+ts plus Imports of
goods to the goods sectors ) Increased from 20.7 percent
a year In 1920 to 52.0 percent In 1939 : the export ratlo
from 11.4 percent to 18.4 percent and the Import ratio
from 9.3 percenf’?o 33.6 parcan:. Thils reflects
Increasing iInterdependence and Importance of
International trade between the two countries.

The colonlal power adapted moder faclllities and
new Institutlions to develop agriculture and modern
Industries. Some concomltants of economlc growth durlng

the postwar period were Inherlited from the colonlal



period; among these were, *transportation and
communication faclliities, l.e. the construction of
highways, the establ Ishment of harbors, a modern banking

system, and educatlional and administrative faclllities.

2. Structural Change

The share of the agricul tural sector decreased
from 85 percent In 1910/12 to 50 percent In 1939/41, and
the share of the manufacturing sector Increased from 7
percent to 29 percent. Table ! shows the high proportion
of the overall growth that was attributable to the
expansion of the agricultural sector until the end of the
1930s; however, the rapld industrial ization of the 1930s
shifted the l|leading role from agriculture *to
manufacturing.
Table 1, Contribution Rates by Industrial Origln

of the Goods Sectors ( percentages )

Perlod Agricul ture Manufacture Total
1910/15-1916/21 85.6 14.4 100
1922/27-1928/33 73.3 26.7 100
1928/33-1934/39 20.9 79.1 100

%urce:MM.ﬁmxihﬂn.dﬁtummﬁhaﬂwu
the Korean Ecopomy Since 1910. Cambridge. Massachusetts:

Councll on East Asian Studies Harvard University, 1978,



3. Regional Speclal ization of Korea of the

The South Vs the North

The economic growth of Korea during the colonial
perlod was accompanled by broad reglonal speclallzation.
In the agricul tural sector, the south ( now South Korea )
was highly speclallzed In the production of rice and
barley, the north ( now North Korea ) of wheat, corn, and
potatoes. In the manufacturing sector, the south
domInated textlile and |ight Industries: the north led In
the production of machlinery and chemical Industrlies.
Here we can conjecture that Korea had a good experience
and |learning In textlile and IIght Industries under the
colontal perlod.

4. Dual Economy under the Colonial Perlod

Here we dliscuss dual economy as +the
Ccharacteristics of colonlal development, and further |ook
at Increasing Income Inequallty through dual structure In
agrivulture and Industry, even though there are no data
avallable regarding the slze of Income distribution. Irma
Adeiman and Cynthia Taft Morris Indicate that " when
economlic growth begins In asubstence agrarian econhomy
through the expansion of a narrgy modern sector, Income

Inequal Ity typically Increases.”

At the start of the colonial perlod ( 1910/12),

the share of agricul tural sector was 85 percent, and that

10



of agrlicul tural emplyment was 84 percent. In 1910, Korea
was primarlily an agricultural counfri. Since 1910, fthe
key role was played by a mlinority economic ellte.
consisting mostly of Japanese residents In Korea. In
manufacturing, modern industries were owned and managed
by Japanese reslidents In Korea; only traditlonal
Industries and small factorles were owned by Koreans.
Thus, modern sectors were supported by the Mitsublshl
concern and establ Ished itn the 1930s, but they falled to
create employment opportunlites because of the lack of an
adequate |abor force for modern Industrles. In
agriculture, Japanese had |large-scale farms, and |large
landliords including Korean and Japanese accounted for
over 60 percent of total rlice exports. The land=-tenure
system provided exportable rice to |l andlords. The ratio
of paddy fleld by pure tenants to total paddy field was
67 percent and the maximum amount of rent ran up as high
as four-flfths and the minimum amount went down as low as
one-fhlrd? The higher rent Imposed the heavliest burden on
tenant farms; It was estimated that over 62 percent of
total tenant-farm households were short of even the
minimum amount of food requlired for an adequate dlet, and
the average amount of farm household debt amounted to the

8
eglivalent of 30 percent of annual Income In 1930,

11



Since there are data avalilable In the
agricul ture and manufacturing sectors, we deal wlth these
two sectors. The ratio of real product per worker In
agriculture to that In manufacturing declined from 0.91
In 1920 to 0.24 In 1940; the Index of product per worker
In agricul ture Increased from 100 In 1918/22 T09124 I'n
1938/42, and In manufacturing from 100 to 466. Thlis
Clearly Indicates that the gap between the two sectors
widened remarkably. The reason was that the advanced
Industrial izatlon In the 1930s was In l|arge-scale and
capital Intensive Industries, which required modern
technologles of a capital-Intensive nature and skllled
workers from Japan. The Industrialization was largely
concentrated on the production of non-consumers and
Intermediate goods for flnal processing In Japan. In the
1930s, the increasing export ratio reflects +his.

Therefore, the industrializatlon had few | ink effects In
10 :

Korea.

Some fragmentary data show that the minorlty
economic ellte played an Important role. 1) Deposits at
commerclal banks show that over 70 percent of the total
savings In Korea were owned ny Japanese resldents In
Korea, who numbered1only 2.6 percent of the total
population 1In Koreaj 2) The dual natlonality In the

Korean economy can be seen In the differentlal formal

12



educatlion of the | abor force. In 1910, Japan Introduced
the new educational system ( Table 2) to the public for

the first time In Korean hlistory; however, Korean
students had an access to primary schools, rather than

secondary and higher schools ( see Table 2).

In summary, the minorlty economic elite
consisting mostly of Japanese reslidents In Korea and some
Korean landlords must have galned high profits In
agricul ture and Industrlial sectors through |arge~-scale
farms and the land-tenure system In agriculture, and the
advanced sector and the pre-Industrlial sector In
manufacturing under the flnanclal support and pollcy of
the colonlal Government General. In the | Ight of these
facts, we can conjecture that the colonlal development
and the Industrlallization Iin Korea may have resul ted In
greater Income Inequallity.

Table 2, Number of Students by Type

In Korea, 1939 In Japan,

Korean Japanese

Students/1,000. Students/1,000.
Primary: 55 143 165
School
Secondary
and Higher . 53 26
School
Total 3 58 196 191

Source : Gradjanzev, Andrew J. Modern Korea. New York :
Institute of Paciflic Relations, 1944: 238,

13



B. The Economy between 1945 and 1962
1. The Korean economy during the dlsorder of

of the Korean War

The division of the country at the 38th paralled
In 1945 caused economlc, soclal, and polltical
disruptlon; further, the Korean War made the situation
worse betweeen 1951 and 1953. The separation of the South
from the complementary production of coal, fertilizer,
and heavy Industry In the north was a blig blow. The lack
of experlience In operating factorles was another probiem
after Japanese managers, high-skilled workers, and
professionals |left Korea In 1945, Inflatlon was a major
disrupting force, and In the four and one half years
between Oct. 1945 and Feb. 1950, there was a 34-fold
Increase In the wholesale price index because of
excesslve money supply due to the large government
deflcits. Furthermore, rapid wartime Inflatlon caused
more than a 20- fold Increase In prices between 1950 and
TQSJF The freedom of political expression after
Ilberation led to the formulatfon of numerous pol I tlical
partlies, with those officially reglstered rising to more

13
than 300 In 1948. In the Korean War, causallties have

been estimated at almost a million In South Korea, and

actual physical loss In the south was estimated at over

14



prices, a sum only sl ightly less than the current value
of the 1953 GNPT4 We can imagine that the loss of higher
Income groups was greater In the properties, rather than
that of lower Income groups during the Korean War.
2. Korean Economy after the Korean War

Between 1953/55 and 1960/62 the annual growth
rate of GNP was 4.2 percent and GNP per caplta at 1.5
percent a year. The population Increased from 21.5
milllon to 26.3 mllllon at 2.7 percent a year. Table 3
shows that the share of Industry Increased from 13.6
percent to 18.2 percent, and that of agriculture
decreased from 45.2 percent to 39.9 percent. The reason
was that the government supported Import-substitution
industries of consumer goods through Iimpor+ting capl tal
goods. Korea suffered a lack of fertlilizer supply In
agricul ture because of the dependence on its Imports.

Table 3. Share of GNP by Sector, 1953-62

( Share In percent based on current price data)

1953=-1955 1960-1962
Agrliculture and flsherles: 45,2 39.9
Industry i 13.6 18.2
Service i 40.0 41.0
Rest of World i 1.1 0.8
Total 100.0 100.0

Source : BOK. National !ncome In Korea. 1975 : 144-155,
: BOK. Economic Statistics Year Book. 1977: 261.
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During the first years of the post-war perlod,
the Korean government necessarily gave priority the
construction of the Infrastructure and factories that had
been destroyed In the Korean War. The more urgent
programs of repalring war damage were completed by 1957,
Therefore, the government shifted Its emphaslis to
stabllfzing prlces. The cause of Inflation was the
excesslive money supply due to government deflclts. The
money supply (M1) Increased from 2.23 billion won in 1953
to 37.62 billllon won In 1962 ( a 37 percent of annual
average growth rate ). The annual average growth rate of
prices was 20.6 percent durlng the years.

3. Causes of Economic Growth between 1953 and 1962

The question of Interest here Is: how did the
Korean economy achieve an annual growth rate of 4.2
percent after the dlvision of the country, the Korean
War, and reconstruction between 1953 and 1962? We can
answer the question by examining Korean economlic
Indicators, while considering that Korea received 15
billlon dollars of forelgn assistance, an amount among
the largest In the world between 1946 and 1976. Exports
of goods and services contributed |Itfle to growth
between 1953 and 1962: exports Increased as a percentage
of GNP slightly from 1.45 percent to 3 percent. Domestic

savings as a percentage of GNP was 5.7 percent a year

16



between 1953 and 1962, and investment was 11.5 percent of
GNP In 1953/55 and 9.5 percent In 1960/62. In the
meantime, the Imports of goods and services Increased
from 11.96 percent of GNP In 1953 to 19.84 percent In
1962, Table 4 clearly shows that forelgn asslstance
pl ayeda major role In the Korean economy durlng the

period, and financed nearly 70 percent of total Imports
from 1953 through 1962, Forelign asslstance was equal tfo
nearly 80 percent of total fixed capital formation and to
8 percent of GNP. In summary, between 1953 and 1962,
Korea's economic growth may be attributable mainly to
forelgn assistance.

Table 4. Ratlo of Ald and Net Foreign Savings to GNP,
Total Imports and Fixed Caplital Formatlion (%)

Ratio to GNP of 1953-62 1963-64 1965-74
Total Imports - 11.7 15.1 26.7
Fixed Capital Formation : 10.5 12.7 22.7
Forelgn Savings : 9.1 9.6 9.5
Ald Imports : 8.1 6.5 4.4
Ratio to Total I[mports of

Forelgn Savings - 78 64 36
Ald Imports : 69 61 17
Ratio to Fixed Capltal

Formation

Forelign Savings : 88 75 42
Ald Imports ¥ 77 51 20

17



Source : BOK, Economlic Statistics Yearbook
Seoul: various years.
: Kuznets, paul W., David C.Cole, and

Youngll Lim. op. cit., p. 14,

4, Inttial Conditlions of Human and Physical Capltal
before Raplid Economic Growth
In this sectlion, we discuss the Introductlion of
a universal, free primary school system, land reform, and
measures after revolutlions by students in 1960 and the
military In 1961.

In 1910, Japan Introduced the new educational
system open to the publlic for the first tIme In Korean
history; the new education system was not widespred ( see
Table 2). However, it seems evident that the Introduc-
tion of the new education system may be successful In
primary school and helpful for the postwar economic
growth. In 1945, +he U.S. military government Introduced
Its education and a8 universal, free primary school sys-
tem. The introduction was a good measure for redlstri=-
buting human cailptal to the relative benefit of the poor
as Korea's economic growth proceeded in the 1960s
through unskilled, [abor-intensive industries. As a re-

sult, the primary enrol Il ment rate as a percentage of age

18



group were 94 percent In 1960, and 107 percent In 1980.
The adult |iteracy rate was 22 percent In 1945, 71
percent In 1960, and 93 percent In 1980. |t seems evident

that the Introductlion of a unliverslial, free primary
education made Income distribution less unequal In Korea
than In most LDCs; Korea could absorb the |iterate |abor
of primary education more than many LDCs as she carrled
out exports of labor-Intensive and unsklilled goods In the
1960s and the early 1970s. The 1980 World Bank Report
Indlcates that the rates of return to primary education
In the middle Income LDCs with adult | Iteracy rates above
50 percent were 22.2 percent between 1957 and 1978, while
secondary and higher education at 14.3 and 12.4 percent,
respecflveIVIT Korea has no data on the -rates of returns
to primary educatlion.

The |land-tenure system was establ Ished durling the
colonlal period In Korea. By the late 1930s, nearly 60
percent of all cultivated land was owned by noncul tivating
landlords, After World War 11, the U.S. mlilltary
government redistributed over 240,000 hectares of former
Japanese land. Then under the Land Reform Act In the
period of 1948 and 1952 the Korean government dlstributed
nearly 330,000 hectares of farmland. The Korean
government fIxed compensation at 30 percent of the annual

harvest each year over 5 years, and the compensation over

19



500,000 hectares appear to have been sold directly by
landlords +o thelr tenants. In the meantime, the
government gave I|ts bonds to |andlords, but dId not
redeem the bonds on time. The landlords were not allowed
to use the bonds as collateral for business |loans. The
price of these bonds In the market fell preclipltiously,
and the landlords' loss increased under rapid Inflation.
Eventualily about 70 percent of the total cultlivated land
In Korea was involved In the |and reform, which decreased
the tenant-cultivated portlon from 49 percent of the
total In 1945 to 5 percent In 1964, UltiImately, former
tenants were the maln benefliclarles. It seems evident
that |and reform made Income distribution less unequal in
Korea than most LDCs. After the land reform, agrlicultural
output In the late 1950s grew at 3.6 percent a year
between 1953 and 1961, as compared to 2.9 percent In the
1930s; however, Table 5 shows that the production of rice
as a main crop In the 1950s was the same as that of the
1930s. The reason may be that under reconstruction after
the Korean War, there was a lack of a government'!s
extension service, supply of fertillzer and bank |l ocans.
Korea Imported all the fertil izer during the 1950s, while
fertiiizer was supplied from the north in the 1930s.

The radlical changes of physical capltal after

revolutlon by students In 1960 and by the military In

20



1961 were made through the contliscatlon of Illegally
accumulated wealth, the deprivation of the large private
shareholders of thelr stocks In main commercial banks,

and the settlement of rural usurlous loans, whose

Interest rates exceeded 100 percent per annum. The
measures were the radlcal change of redistribution of
physlcal capltal to the lower Income groups and might
have made Income distribution less unequal In Korea than
most LDCs. Table 6 shows that the conflscatlion was quite
a signiflcant sum. In 1961, the mlilitary government took
control of the admlinistrative rights of commerclial banks
by depriving the large shareholders of thelr stocks In
banks. The government settied usurlous loans In rural
areas. The amount which the equivalent debenture was
Issued to creditors was 2.6 blll ion won. The sum was pald
back by the debtors In four-year Installment payments
following a year of grace at the annual Interest rate of
20 percent.

In summary, Korea had the | and reform, a unlversal,
free primary school system, and the radical changes of
physlcal capltal between 1945 and 1962; She had the
Initlal conditions of more relatlively favorable
distribution of human and physical capltal before rapld

economic growth +than most LDCs.
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Table 5. Rice Productlon by Selected Years
( YVolume in thousand suk )

Year Vol ume Index
1912-~1915 9,116 100

1921~-1925 14,784 118.4
1936~1940 15,722 170.1
1952 9,284 101.8
1953 14,136 155.6
1957 15,738 172.6
1960 15,949 175.

Source : BOK.Annual Economic Review of Korea, Seoul:
1948.

Data for 1912-1940, computed productlion
according to the ratio of cultivated land

between south and north areas.

BOK.Economlc Statistics Yearbook, Seoul: 1963.

(13

Table 6. Revenues from Conflscation of lllegally
accumulated wealth ( milllon won ) : 1961-1965

Revenue from conlscation (A) s2t6.

Corporate Savings (B) 60,940.

Dividends (C) 14,320.

A/B (%) 7

A/C (%) 30

Source : BOK.Economlic Statistlic Yearbooks, Seoul :

varlous years,
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I1l. Rapld Economic Growth In Korea slince 1963

As mentioned earller In Chapter 1Il, the goods

sectors of the Korean economy grew at 3 percent a year

under Japanese control between 1910/15 and 1934/39,
However, the development was deslgned to serve the needs
of Japan. Between 1953 and 1962 the economic growth
resulted mainly from foreign assistance. Here we dlscuss
the overall growth, the structural change, exports
and Imports, and Investment and savings of the Korean

economy between 1962 and 1981,

A. Overall growth
Since the First Five-Year(1962-66) Economlic
Development Plan In 1962, Korea has achleved phenomenal
economic development. The annual average growth rate of
real GNP was 8.6 percent between 1962 and 1981. The
vyearly average growth rate of the population was 2
percent during the two decades. Exports of goods and
services grew at 36.7 percent a year during the twenty
years.'
B. The Structural Change
The rapld economlc growth has qulickly and
substantlially changed Korea's Industrlial structure. Table

7 Indlcates that the share of agricul ture decl ined from
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46.9 percent In 1963/65 to 19.9 percent in 1978/80, and
the share of Industry increased from 13.8 percent to 37.3
percent. Table 7 shows the gaps In the annual average
growth rates ~- agriculture at 3.2 percent, Industry a;
16.7 percent, and the services sector at 9.8 percent.
This means that rapid economlc growth can be attributed
largely to manufacturing export growth and the servlices
sector.

Table 7. Changes In Outputs Structure: 1963/65 to 1978/80

(GDP at 1975 factor costs)

. - Y e G S S SR WD G WD D D e e D S S G A G aE .

Perlod Distribution Average Annual
(% share) Growth($)

1963/65 1978/80 1963/65 1978/80 (1) to (2)
(1) (2)

1. Total 3,406 12,796 100 100 9.2
2. Agri- 1,597 2,550 46.9 19.9 3.2
cul ture
3. Industry 470 4,771 15.8 537.3 16.7
a) Mining 371 3,907 1¢.9 30.5 17.0
+Manuf g.
b) Const=- 99 864 2.9 6.8 15.5
ruction
4) Services 1,338 5,474 39.3 42.8 9.8

Source : Computed from EPB Date. 1982,
Table 8 shows that the employment share of the
non-agrlcul tural sector Increased from 39 percent to 64

percent and the Gross Domestic Product per worker of the
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nonagricul tural sector was getting larger relative to the
GDP per worker of the agricultural sector. In terms of
relative productively (Table 8), the industrial sector
Increased from 1,15 In 1963/65 to 1.27 In 1978/80 because
of the greater availablity of skilled manpower and
technologlical advances, while the agricultural sector
decreased from 0.77 to 0.55. We may suggest that through
Tables 7 and 8 the distribution of Income by sector would
be shifted toward Inequallty between 1963/65 and
1978/80?

Table 8. Employment Shares and Output per worker

(GDP at 1975 factor cost)

Employmen+ Share GDP per worker
1963/65 1978/80 1963/65 1978/80
1. Total 7,889 13,620 432 940
(Thousand)
Percent 100.0 100.0 . .
2. Agricul ture 61 36 331 520
3. Non- 39 64 590 1,176

agriculture

GDP per worker a) Relative Productlivity
1963/65 1978/80 1963/65 1978/8

1. Total 432 940 1.00 1.00

2. Agricul ture 331 520 0.77 0.55

3. Industry 498 1,198 1.15 1.27

a) Mining+ 505 1,240 1.17 1.32
Manufg.

b) Const- 471 1,038 1.09 1.10
ruction

4., Services 632 1,158 1.46 1.23
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Source : Computed from EPB Data, 1982

a)
Relative Productivity means sectoral

productlivity In relatlion to economic - wlde
productivity.
C. Exports and Imports

Here we look at the changes In the pattern of
exports and Imports by commodities between the 1960s and
1970s. Furthermore, we |ook at the fact that the
Industrlial structure has been changing from |abor
intensive and | Ight Industrles to capltal Intenslive,
heavy, and chemical Industries.

Korea's forelgn trade has expanded rapldly so that
the economy could be much more closely ftled to
International markets In the 1970s than 1960s. Ratlos of
exports plus Imports to GNP Increased from 21 percent In
1962/64 to 86 percent In 1979/80. In the absence of
natural resources, Korea's Imports rise as Its exports
Increase. Korea's Imports have been much greater than
exports, so deflclits on trade balance Increased from
$0.245 billlon In 1964 to $2.985 blllifon In 198:. As
shown In Table 9, the composition of Korea's exports Is
changling from primary and |ight industrlal goods to

petrochemical products, metal Iron and steen, general

machlnery, electronlcs, and transport equlpment goods. The
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share of | Ight Industrlies, i.e. textiles, footwear, and
others, decreased from 52 percent In 1965 to 40 percent
In 1983, while the share of chemical, metal, heavy

machlnery, and capital Intensive Industries Increased
5
from 13.6 percent to 49.1 percent.

Table 9. The Structure of Exports by CommodlIties
(Millton US doltlars, %)

S G . S D S D W G G S S R S R S G D S W SN R G IR SR TS G O S S S D D S ST G D N NS W e

a b
Year Total Primary Light Chemical & Heavy Others
1965 175.1 60.4 91.8 23.8 .
(100) (34.5) (52) (13.6)
1971 1,067.4 146.6 758.6 143.9 18.3
(100) (13.7) (71) (13.5) (1.8)
1981 21,255.8 1,843.4 9,927.3 8,431.4 563.5
(100) (8.7) (46.7) (39, 3) (4.9)
1983 24,445.,1 1,998. 9,879 12,005. 1,052
(100) (8.2) (40. 4) (49.1) (2.3)

Source : Computed from EPB Data, 1984.
a
Light Industry product Includes textlles, foot-
wear, and others.
b
Heavy and chemlical products Include petrochemical,
metal Iron and steel, general machlnery, electro-
nics, and transport equlpment.

Table 10. The Ratlo of Industrial Structure

Perlod Light Industries Heavy and Chemical Total
1960-61 2.8 27.2  100.0
1964-66 64.7 35.3 100.0
1969-71 58.1 41.9 100.0
1974-76 . 48.7 51.3 100.0

Source : Computed from EPB Data.
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We can see that the change of Industrial structure
contlnued through the 1960s and 1970s (Table 10), with a
subsequent change In the structure of exports. The
composition of Korea's Imports Is Indicative of the
absence of natural resources domestically. The amount of
graln, crude oll, and raw materlial Increased from $0.353
btlllon In 1965 to 16.7 bllllon as exports and GNP
Increased. Korea's export expansion generated Increasing
Imports of primary and capltal goods. Among Imports,
capltal goods Increased substantially from $60 mlill ion In
1965 to $7.8 bllllon In 1983? Thls fligure Indlicates that
the Korean economy Is running toward caplital Intensive
Industries In the latter 1970s, Incontrast to the 1960s
and the early 1970s (Table 10), The structure of exports
by commodities Is also shifting from primary, ITght, and
labor Intenslve goods to high-skilled labor Intenslve and
capital-Intensive goods.

D. Investment and Savings

As mentloned earller 1In Chapter I, foreign
asslstance played a majJor role In the Korean economy
between 1953 and 1962. However, since forelgn assistance
decreased In the early 1960s, Korea needed foreign
exchange earnings In order to Import raw material,

fertilizer, crude oil, and capltal goods. In 1962, the

government selected pol icles of export-led growth Instead
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of the Inward pol Icles of supporting Import-substitution
Industrles. The government needed to mobil lze domestic
savings to support investment and expand some exporting
Industrles (Table 11). WIth a yearly average growth rate
of 16.8 percent In real natlonal savings, the natlonal
savings ratlio (domestic savings to GNP) Increased from
7.5 percent In the period 1962/64 to 24 percent In the
period 1978/80. The natlonal savings ratlo of Korea Is
lower than those of Talwan and Japan. The real volume of
gross Investment grew at 17 percent per annum, and the
Investment ratio (gross investment to GNP) Increased from
12.8 percent In 1962 to 33.2 percent In 1979 to 1980?

This shortage of savings relative to the needs of
Investment has resulted In a large scale Inflow of
forelign capltal. The amount of publ Ic and private loans
and others accounted for $27 billlon In 1980 and $43
blillon In 1984,

Table 11. National Savings Performance

Year Gross Capltal Natlonal Individual sector's
Formation/GNP  Savings/GNP propensity to save
(A) (B) a
1962 12.8 543 4.0
1966 21.6 11.8 5.0
1970 26.8 17:3 5.8
1975 25,5 23.1 9.3
1980 31.5 19.9 8.5

- ——— S — —— — D - - ——— - ——— - —— -

Source : EPB. op. cit., 1982, pp. 50-51

The ratlo of savings to disposible Income.
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IV. Income Distribution In Korea

Has the Inequal ity In the distribution of Income
Increased or decreased durling Korea's economic growth
slnce the 1950s ? It Is not easy to answer the question
In detall because there are |ittle rellable data. For
speclficatlion of the characterlistics of the slze
distribution of Income, Simon Kuznets Indlicates that
Incomes should be recorded and grouped for famlily-
expend{ture units, the distribution should cover all
units In a country rather than a segment efther at the
upper or lower tall, and the units should be grouped by
secular levels of Income, free of cyclical and other
translient dlsfurbancesj

In practice, many data In LDCs do not satisfy the
above mentloned conditions. In Korea, major househol d
surveys, the Clty Household Survey and the Farm
Household Survey, have several serlous shortcomings: 1)
landl ess farm | aborers and farm househol ds ownlng less
than one danbo (0.245 acre) of crop land are excluded.
These households accounted for 4.9 percent of total farm
households In 1970: 2) rural, non-farm households are
excluded, and amount to 14.5 percent of total househo!lds
above a certalin level are excluded: 4) +he sample of
population; and 5) the sample of farm househol ds owling

more than 0.5 Jungbo (where Jungbo=2.45 acres) Is more
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than proportional. We conclude that Korea's major
househol d surveys exclude some much lower Income - and
higher Incoeme households and that these surveys thus
understate Income Inequality. Furthermore, some studies
used tax data, but In those, Income Is undereported, as

In most LDCs. In thls chapter, thls paper discusses some
shortcomings of earller studles and suggests the
modlflcatlion and Improvement of the prevalllng household
surveys In Korea, Second, we dlscuss the trend of Income
distribution comparatively over tIime, based on the
offlclal data on incoeme distributlon In Korea. The
offlcial data are derived by Drs. Choo and Kim and have
some shortcomings to be mentioned In this chapter. And we
compére the trend of Income distribution between Korea
and Talwan, which are considered successful countrles In

economic growth and Income distribution among LDCs.

A. Chae's Analysis of Income Tax (1958-1961)

This analysls was based on income earners, rather
than househol ds. He converted tax brackets Into Income
brackets on the basls of the tax rates. He also used wage
and salary iIncome. Chae's resul+s were that the Income
Inequal ity deterliorated between 1958 and 1961, based on
the usual form of the Pareto distrilbution and that the

GInl coefflclents showed the opposite results of the
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3
changes from 0.464 In 1958 to 0.438 In 1961.

B. The Chung=-Ang Unifversity Income and
Expenditure Survey (1966)

This survey was desligned for the analysis of
Income distribution and consumption patterns by Income
brackets, Involving a total of 799 households In urban
areas and 971 households In rural area:; The sample size
Is small, and thls survey dld not cover urban househol ds
recelving a weekly or daily wage. The survey was made
between Jan. and Mar. 1966, so this survey neglected
seasonal fluctuations. Its resultd showed a Glnl coeffl-
cient of 0.33 and that the Income distribution of farm
households was more unequal than that of urban house-
hol ds.

C. Harry T. Oshima (1966)

Professor Harry T. Oshima used the resul+s of +he
Chung-Ang University survey and USDM-EPB Research
Project. Single persons and/or rural households w Ithout
arable land were excluded In the survey? This survey also
contains some shortcomlings, as shown In the Chung-Ang
Unlversity's survey. Oshima concluded that Korea Is less
unequal than the U.S.A., Japan, and Talwan. The resul +s
are weak because the dIstribution did not cover all units
In Korea and the study had the shortcomings already

mentioned
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D. Irma Adelman (1964-1970)

The estimation of the size distributlion of Income
by Irma Adelman was based on the resuits of the Farm
Household Survey, wage dlstribution data from the 1967
and 1970 Report on Wage Survey, and her method of
distributing employer and property Income. The Farm
Household Survey Itself has shortcomings as mentioned
earller. It 1s not feaslble to convert Indlvidual Income
from a Wage Survey Into household Incomes. The results
show that between 1964 and 1970, Income distribution
remains unchanged. In 1970,' the share of the top 20
percent of the population was 44 percent and that of the
bottom 40 percent of the population was 18 percent. The
Income dlstribution of the self employed In agricul fure
was more equal than oany others, and that of property
income Is less equal than the o+hers?

E. Chae's EstIimates Based on Tax Data (1970)

Chae performed the same analysls on the 1970 tax
data found a much Improved Income distrlbution In 1970
for overall and agricultural Incomes. The degree of
Inequal Ity for wage and salary earners decl lned. As
mentloned earller, tax data were underreported. In 1970,
the tax system of Income Imposed a gl obal Income tax on

Ilimited higher Income earners, and most of the tax was

levied individually according to the source of income.
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The distribution of Income using tax was based on the
7

Indlvidual! earner's, not the household's, Income.
F. Jain's Estimates (1966,1968,1970,1971)

Jaln estIimated Korea's slze distributlon of Income
using the Chung=-Ang Unlversity Income and Expendl tures
Survey of 1966, the Farm Household Economy Survey of
1971, +he City Household Survey of 1971, +he Annual
Report on the Family Income and Expenditures Survey of
1970, and the 1970 Korean Wage Survey Summary Repor+€
Jain Indicates that the data reported In his paper are
not rellable or even best estimates and that hls paper
was simply to present a complilation of avallable
statistical Information as part of an on~-golng larger
program of work In thils area? As mentloned earl| ler, these
estimates contaln several shortcomings. The estimates
show that between 1966 and 1970 Income lnequal Ity
deteriorated In terms of the Decile DIstribution Ratlio
and GInl coefflclent, and that between 1970 and 1971
Income distribution Improvedzo

G. Choo and KIim's Es+lmafes111965,1970.1976)

Based on the City Household Survey and the Farm

Househol d Economy Survey, some adjustments made In the

process of derlving these estimates have shortcomings. 1)

Landless farm |aborers and farm households owning less
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than 0.245 acre are excluded and account for 4.9 percent
of total farm households. 2) Income tax data were used to
estimate the Income of nonfarm households above the
Income ceiling of the City Household Survey. 3) The
Income of rural, nonfarm households were estimated
Indlirectly by assuming that the Income disribution
patterns for these households were simllar +to those of
other cltles excluding Seoul. The number of rural,
nonfarm households amounts to 14.5 percent of the total
households In Korea., 4) The Incomes of the sel f-employed
were estimated by converting consumption data Into Income
by assuming that consumption and savings patterns of
these households are similar to those of the salary
earners]ZDr. Choo himsel f recogﬁizes that the val idlty of
these assumption can be debated. He also indlcates that
the estimates are approx!mafl? In summary, Korea's maln
household surveys should be modifled and Improved so that
the surveys can cover all units In Korea and Include
sample proportional to the population. This Is fur+her
to analylzethemovement andthe changes of Income

distribution in detaln and to desin more adequate
policles to Improve Income distribution +han she would be

In a situation of no better da ta.
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H. The Changes of Slize Distribution of Income In
Korea
Based on the offilcial data on Income

distributionin Korea, we can suggest the trend of Iincome

distributlon comparatively over +tIme. Before *the
examination, we note that the official data are derived
by Drs. Choo and Kim and that the data have shortcomings
as mentioned earller In Chapter IV. We also should relte-
rate that the maln structural change between 1963/65 and
1978/80 was the sharp drop Iin agricultural output and
employment share, and +the rapld Increase In +the Indu-
strial sector. Furthermore, the differentials among sec-
tors widened. Table 12 shows that Tncome inequal ity In
Korea deterliorated between 1965 and 1980 in terms of the
decile distributin ratio and Ginl coefficlent. The share
of the bottom 40 percent of the population decreased from
19.34 percent In 1965 to 16.16 percent in 1980, and the
share of the top 20 percent of the popufafion increased
from 41.8 percent to 45.39 percent. We see that the share
of the middle 40 percent of the population remained
almost the same, ranging from 39.25 percent in 1965 to
38.45 percent In 1980.

In 1965 and 1970, the Income distribution remalined
almost the same; likewlise for 1976 and 1980. From 1970

to 1980, Income Inequal ity deterlorated. The share of the
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bottom 40 percent of the population decreased from 19.63
percent In 1970 to 16.16 percent Iin 1980, and the share
of the top 20 percent of the population Increased from
41.62 percent 1n 1970 to 45.39 percent In 1980. We see
that the share of the middle 40 percent remalned al most
the same, ranging from 38.75 percent In 1970 to 38.45
percent in 1980.

Table 13 shows that size distribution of Income
Is more equal In agricultural households than In non-
agricul tural households. The trend Is the same as overall
Income distributlion. From 1970 through 1980, 1In the
agricul tural household sector, the share of the top 20
percent of the population Increased to 38.64 percent to
42.49 percent, and the share of the bottom 40 percent
group decreased from 21.24 percent to 17.40 percent. The
share of the mliddle 40 percent group remained unchanged,
ranging from 40.12 percent In 1970 to 40.03 percent In
1980. In the non-agricul tural household sector, the share
of the top 20 percent group Increased from 43.04 percent
to 46.89 percent, and the share of the bottom 40 percent
population decreased from 18.87 percent to 15.29 percent.
The share of the middle 40 percent group remalned al most
the same, ranging from 38.09 percent In 1970 to 37.82

percent In 1980.
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Table 12. Size Distribution of !ncome and

Measure of Inequality : 1965-1980

Decile 1965 1970 1976 1980
First 1.32 2.78 1.84 1.57
Second 4.43 4.56 3.86 b . b
Third 6.47 5.81 4,93 4,86
4th 7.12 6.48 6.22 6.11
5th 7.21 7.63 7.07 T3
6th 8.32 8.71 8.34 8.63
7th 11.32 10.24 9.91 10.21
8th 12 12.17 12.49 12.38
9th 16.03 16.21 17.84 15.93
10th 25.78 25.21 27.50 29.46
Ginl 0.3439 0.3322 0.3808 0.3891
coefficlent

Seclle 19.34/ 19.63/ 16.85/ 16.16/
Distribution

Ratlio 41.81 41,62 45.34 45.39

Source : EPB.Korean Economic lIndicator,1984 : 15,
: EPB.Soclal Indicators In Korea,varlous years.

a
The ratio of the share of the bottom 40 percent

of the population to the share of the top 20

percent of the population.
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Table 13. Slze Distribution of

Measures of

Inequal I ty

Income and

1970-1980

Agriculutral

Decile 1970

1st 317
2nd 5.19
3rd. 6.00
4th 6.88
5th 8.10
6 th. 9.01
7th 10.59
8th 12.42
9th 17.87
10+h. 20.77

Ginl 0.2945
coefflcient

Decile 21.24
Distribu= /
tion 38.64
Ratlo

1976
2.46
4,32
6.05
6.62
7.81
9.13
10.48
12.51
16.79
23.83
0.3273

19,45

/

40.62

1
1
1
2

househol ds

1980
1.76
5.88
5.29
6.55
7.83
9.13
0.66
2.71
5.98

6.51

0.3555

17.48

/

38.67

Non-agricul tural

1970
2.56
4,67
5.33
6.31
7.45
8.41

10.02

12.21

16.29

26.75

0.3455

18.87

/
43.04

1976

9.52
12.03
18.56
30.14

0.4118

15.36

/

48.70

househol ds

1980

7.12

8.40
10.07
12,23
16.09
30.80
0.4053

15.29

/
46.89

Source :Data for1980 fromEPB, Soclial Indlcators.lin

Korea,

tData

1983

for 1965,1970,

15

chung and Daemoc Kim,
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l. The Comparison of Income Distribution

between Korea and Talwan

Korea and Talwan have many similarities since 1910.
The two countries were controlled by Japan until 1945 and
were developed for Japanese needs. After World War 1|1,
the two countrles were controlled by the U.S. mll Itary
government for two to three years. Under the U.S. milItary
government, land reform was made, and a U.S.-type,
universal, free primary school system was Introduced to
the two countries. The two countries emphasized Import-
substitution Industries in the 1950s and have achleved
rapid economlc growth through export expansion of labor-
Intensive goods since the early 1960s.

Tables 14 and 15 show that Talwan's Income
distrlbution has Improved1,4 while Korea's Income distri-
bution has deterlorated over tIime. Table 15 clearly
shows that there are some differences In the trend of
Income distributlion between the two countries. 1) The
share of the bottom 40 percent of the population In
Talwan Increased fr'om- 8.9 percent In 1953 to 22.3 percent
In1979 and 22.5 percent In 1982, but that In Koreadec-
reased from 19.34 percent In 1965 to 16.16 percent In
1980. 2) The share of the middle 40 percent of the popu-

lation In Talwan Increased from 29.3 percent In 1953 to
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35.8 percent In 1979 and to 40.2 peercent In 1982, but
that population's share In Korea remained almost the same
between 1965 and 1982. 3) The share of the top 20 percent
of the population In Taiwan decreased from 61.8 percent
In 1953 to 41.9 percent In 1979 and to 37.3 percent In
1982, but that In Korea increased from 41.41 percent in
1965 to 45.39 percent In 1980.

Table 14. The Comparlison of the Changes on Income

Distribution between Talwan and Korea

Talwan The share of the share of the the share of the
the top 20% middle 40% bottom 40%
1953 61.8 29.3 8.9
1964 46.6 333 20.3
1970 43.3 35 21,7
1976 41.5 36 22,5
1979 41.9 35.8 22.3
1982 37.3 40.2 22.5
Korea
1965 41,41 39,25 19.34
1970 41,62 38,75 19.63
1976 45.34 37.83 16.85
1980 45,39 38.45 16.16

Source : Councll for Economlc Planning Development,

Jalwan Statistical Data Book,1984.

Data for Korea from Table 12.
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Table 15. The Trend of Income Distribution between

Korea and Taiwan
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The share of the the share of the the share of
bottom 40% middle 40% the top 20%

Korea { i T
Taiwan T T ¢
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Source : From Table 14.

Notes
denotes decreasing
T denotes Increasing
4 denotes unchanging
Through our subsequent discusslion, we will point

out differences between Korea's and Talwan's policieslIn
the process of economic growth.Furthermore, we will
Indicatethat in the case of Talwan, the comblnation of
economic growth and improved income distribution results
from policies. The combination results, In part, from
Taiwan's land reform and mass education before economic
growth.

We can see that the greater income inequal ity In
Korea than in Talwan results from the fact that the lower
Income groups have beneflited less from overall growth
( Table 16 ). We also see that the Incremental share of
the bottom 60 percent of the population In Taiwan Is

larger than In Korea between the middle of the 1960s and
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the 1970s. We note that These data are In a relatively
short=-term perlod.
Table 16. Changes In Income Distribution between

Korea and Talwan : In 1970 U.S. dollars

adjusted for purchasing power.

Per Caplta Increments In per
Income Capita Income
Perlod of Top 40 Bottom 60

Observation Inlitial Year Total percent percent

- Y T T D S D P D R D G G S R R P SR o G G G S e e e ol D G S e e

Korea 1965-76 362 540 938 275
Taiwan 1964-74 562 508 758 341

Growth Rate In
Share of Bottom 60 percent per Caplta
Income

Period of Bottom 60
Observation Initial Final Incremental Total percent

Korea 1965-76 0.349 0.323 0.311 8.7 7.9
Talwan 1964-74 0.369 0.385 0.395 6.6 7.1

Source : Ahluwal la, Montek S., Nicholas G.Carter, and

Hollls B.Chenery. " Growth and Poverty In

Developing Countries." Journal of Development
Economlcs 6 ( 1979 ) : 322,
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Y. Pollcles and Measures which affected the Changes

of Income Distribution

As discussed In Chapter IV, income inequallty In Korea
deteriorated between 1965 and 1980, especially In the
1970s. Herewe discuss tax, expendliture, monetary,
exchange-rate, agricultural price, and educatlional poll-
cies, and how they affected on Income dlistribution.

A.Tax Pollcy

The Korean government has a tax system to support
rapid economic growth through tax exemption and a prefer-
entlal tax for selected key Import-substitutlion and
export expansion indusries, and to Increase the
government'ssavings for publlc Investment. The rate of
gross tax burden to GNP Increased from 10.6 percent In
1962 to 19.1 percent in 19811 The Korean tax system Is
characterized by the concentration on Indirect taxes and
the neglect of a progressive Income tax.

The ratlo of Indirect taxes to GNP Increased from 5
percent Iin 1962 to 11.7 percent In 1980.2 Indirect taxes
included a val ue added Ta;i a speclal consumption tax,
customs dutles, and defence surtaxes. The government
permitted the exemptions of customs dutles of goods
Imported for the purpose of exports, and of foreign

caplital goods for selected Industries. That firms recei-

ving exemptions tend to be more capltal-intensive.
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The dlrect taxes Included the Income tax, corpo-
raion tax, Inheritance tax, property Income tax, revalua-

tion tax,and excess profits tax. The dlrect taxes as a

percentage of GNP Increased slightly from 4.3 percent In

1962 to 4.8 percent In 1980. All income from forelgn
currency earning activities was eligible for a 30 to 50
percent reductlion of Iincome and corporation tax until
1973. Selected key Industries, Including Iimport-substitu-
tton and export expansion Industries have been exempt
fromincome, corporation, and business taxes for the 5-
year period after beginning operation since 1970.

In Korea, the progressive personal income tax Is
applled to Income, Inheritance, gift, and property
taxes, The ratic of progressive taxes to GNP is about 3
percent. There are no data available on income distribu-
tlon before and after taxation In Korea; however, Korea
depends mainly on Indirect taxes, which are regressive In
that people with lower income pay a larger percentage of
Income In taxes. The maln selected Industries have en-
Joyed tax holidays In direct and Indirect taxes. Further-
more, the ratio of progressive taxes to GNP is very
small. We can suggest that the tax system In Korea be,
partly, responsible for the deteriorationof Income
distribution, and that preferential tax structure distort

prices, and favors capltal intenslve methods. Table 17
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shows the ratlios of direct and Indirect taxes to GNP by

selected years.

Table 17.The Ratio of Direct and Indlirect Taxes fo GNP
( percent of GNP )

Year Direct taxes Indirect taxes
1962 4.3 5.

1965 4.6 3.7

1970 6.3 6.0.

1976 6.1 7.9.

1980 4.8 11.7

1983 4,5 11.5

Source : Computed from BOK,Natlional Tax Adminl-
stration and EPB data.

B. Expenditure pollcy

The question of Interest here 1s whether +the
Korean government consldered redistributing Income to
the lower income group through government expendl tures.

It has long been recognized that the qualltlies of
a nation's people have an Important Influence on Its
prosperity and growth. This Is because human belngs are
the source of Ideas, decislions, and actlons on Invesment,
Innovatlion, and other opportunities. Human development
encompasses education and tralining, better health and

5
nutrition and fertility reductlon. Table 18 shows that
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the government spent only a small percentage of I[+ts
expenditures for health, soclal securlty, wel fare, and
housing. The government left some aspects of human deve-_
lopment to the private sector. Eventually, the lower
Income group had a big burden relative to the higher
Income group. The government did spend 4 percent of GNP
for education with a |l arge emphasis on primary school s.
We wlill further discuss educational policy later. In
summary, we suggest that the government It+self did not
pay attentlon to a redistribution of Income to the lower
Income group through government expendi ture.

Table 18. Government Expenditure Ratlo for Selected Years
( as percentage of GNP )

Government Expendliture on 1962 1972 1976 1980
Education . 5.2 3.8 3.1 4.6
Heal th g 0.6 0.2 0.3 0.5
Wel fare & Social Securlity: 1a1 1.0 0.8 1.3
Housing and community : 0.1 0.1 0.4 0.6

Devel opment

Transport.Communication : 1.9 2.9 3.2 245
Water,Road,WNater way
Flre protection

Defense,General Adminl- : 9.9 6.8 -~ 8.3 9.5
stration and Justice

Pol ice

Other and Economic : T:7 5.7 4,3 5.9

Total : 24.5 20.5 21.0 24.9

Source : Computed from BOK data.
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C. Monetary Pollcy
In this section, we first look at the money supply
and Inflatlion Iin Korea. Second, we dlscuss the
limitationsof monetary pollicy bya large, unorganlzed
financlial market and the government's Intervention Into
the Central Bank and other bank Institutlions. Third, we
discuss the distortion, resulting from the lower interest
rate and credit ratlioning In the 1970s.As a result of
lower Interest rates, a high Inflatlon rate, and negative
real Interest rates, there has always been a huge excess
demand for bank loans In Korea. Eventually, the banking
system serves as the agent for allocatling credit
according to the government's guidel Ines.
1. Money Supply and Inflation
Between 1962 and 1981, the yearly average growth
rate of money supply (M1=Currency In clrculation and
demand deposits) was 27 percent and the total money
stock (M2) 36 percean'Thus the growth rate of the money
supply Is ver hligh. The yearly average Inflatlon rate
(Indicated by the GNP deflator) was 18 percent between
1962 and 1981? Korea's Inflation rate Is much higher than
that of Talwan. Dr. Nam Indlcated that the raplidly-
expanding money supply was the maln factor contributing
to Inflation In Korea, and that the Increase In Imports

8
and real output kept Inflatlion rates down.
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Under a high and persistent Iinflatlion, househol ds
seek to protect themselves against Inflatlon by
converting thelr savings Into real values through the
purchase of housling, land, and precious materlals. A
Iincome and wealth which beneflts those whose Income and
wealth Increases more rapidly than price, and Is
prejudiclal to those whose Income and weal th Increase
more slowly than prlcz. In fact, Korea has suffered a
high and persistent Inflatlion rate of 20 percent a year
between 1953 and 1962, and 18 percent a year between 1962
and 1982. Talwan has maintained lower Inflation rates of
8.7 percent, 2.9 percent and 10.9 percent a year
(Indlicated by Urban Consumer Prices), respectively, In
the perlods of 1953-1962, 1963-1972, and 1973-1982.

Here we can see that high Inflation Increased
Inequal ity of wealth. In Korea, there is a critical
shortage of housing arlising out of high net rural=-urban
migration, Ilttle public expend!ture to housing, and
dependancy on the prlvate sectors. The housling supply
ratio of the number of housing units to the total

households 1n all the citles was about 60 percent between
10

1966 and 1981. High Inflation made nomlinal low interest
rates of bank loans negatlve real Interest rates.
Househol ds purchased housing, land, and gems. Eventually,

there was speculatlion In real estate. Soaring prices of
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housing and |and by real estate speculation rose 84 times
between 1964 and 1976, In compared to the price of
consumer goods which rose six times (lndlicated by Seoul

Consumer Prlces).

In Korea, the credits by all the bank Institutions
are allocated to the pollcy credits for some key
industries at more than 50 to 60 percent of the total
bank credlits, and most banks requlre collateral.
Furthermore, most of housing and land can be purchased
with all payment of the total price within one or two
months. Under the clrcumstances, the locwer Income and
least wealthy households possess scarcely any real
assets, Thils sltuation does not prevall, however, at the
other end of the wealth spectrum. Indebtedness Is easlly
accessible to households possessing a minimum degree of
wealth. They get |lghtening of the debt road and capital
galins on real estate.

Soaring prlces of housing and the demand for
housling which much exceeded the supply resulted In
fncreasing rent. And the ratio of household housling
expendlture to total consumption expenditure Increased
from 17.9 percent In 1966 to 24.2 percent In 1980. The
lower Income and least wealthy househoids, which do not
have thelr own housing, had a big burden because of the

Increasing houshold housing expenditure.
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2. The Limitation of Monetary Pol icy

There Is a large unorganized market (curb
market) In Korea. The size of the unorganized market is
very difflcult to approximate. In korea, the 1972
Presidential Emergency Decree compelied corporations +to
reveal the outstanding amount of thelr debts In the curb
markets., At the same tIime, corporations! debts in the
curb market amounted to 356 billlon won, equal to the
one - third of the outstanding loans of deposit-money
banké? Based on surveys of both all citles and farm
households, and estimates from the 1972 Decree, the size
of the current market at the end of June 1980 was
estimated to be more than 1,550 billlon won, equivalent
to 12.4 percent of the outstanding loans of deposlt-money
bankstSWe see that the unorganized market Is not small In
Korea.

Monetary policy Is tradlitionally the province of
the Central bank, but Korea's Central Bank has been under
government control, and the Minlister of Flnance has the
right to veto the Monetary Board's decislons.
Furthermore, the government took control of +he
administrative rights of commerc!al banks, so that the
bank system serves as the agent for allocating credits

according to the government's prioritles. The Central

Bank can not determine I+s own |iabllltlies, and bank
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behavior Is not necessarlly governed by profitabllities
or other market consideratlons.

3. Negative Real Interest Rates and Credlt Rationing

The government actually controlled Interest rates

and credit rationing. In Korea, Interest rates were
significantly lower than the finflation rate In the
1970s(see Table 19). Such negative real Interest rates
encouraged the public to hold real estate and preclous
metals under high inflation and real estate speculation.
By lowering the real cost of caplital, they permlit
Investments to take place where marginal rates of return
are low. This led to excessively hlgh capital intenslty.
Eventually, +thls leads to a lowering of the average
efflclency of Investment. In terms of equity, the results
may be adverse, since Inflation Is the cause of a drop In
real Interest rates and thus of a transfer from lenders
to borrowers, through the allocatlion of most bank | cans
to selective industries.

Table 19. Nominal and Real Interest Rates, 1970-980
(percent per annum)

- S DGR S S G e S S e en o ol S S G e e R e S Eh W TR T W e R

Year 1971 '72 '72 '73 '74 '75 '76 '77 '78 '79 1980
Nominal 16 T 11 11t 11 14 14 14 15 16 13.7

a
Average Interest Inflation Real Interest
Rate (1971-1980) Rate Ra te
13.7 19.8 -6.1
Source : IMF. .Ln:Le.r:n.a:LLQ.n.a.L.E_Ln.a.n.c_La_iﬁ.ta:r_Iji_Lcs

a
Real Interest rate(r) Is defined nominal Interest
rate(i) deflated by Inflation rate(p).
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Who are the beneficiarles of the rationing ? Pol icy
credlts are provlided to speclal beneflcliarles In
accordance wlth the allocation of the avalilable supply of
funds. Pollcy credits are concentrated on supporting
exports, fosterlng baslc Industrles, and capltal-
Intensive and high skilled labor-intensive industries for
steel, shlipbullding, heavy machinery, chemical and
electronic producl:. The credl+s by all the bank
Institutions are allocated to the policy credits are more
than 50 to 60 percent of the total bank credl+s. As shown
In Table 20, pollicy credits are favored at lower Interest
rates than general credt In the banks, and six to nine
times that of the curb market. A larger proportion of
small and medium Industries and houshol ds go to a curb
market In order to borrow money at a hligher Interest
rate. Under preferential lower Interest rates and
negative real Interest rates, the industrlial structure in
Korea could shift from |abor-Intensive Industries to high

skilled and capltal-Intensive Industrles In the 1970s.
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Table 20. Interest Differentlal among general Bank Loans

and Policy Credits and the Curb Market Loans

Year General Credits Pollcy Credits Curb Loans
1962 16.4 9.1 .

1963 15.7 9.1 52.5
1965 26 6.5 58.9
1966 26 6.5 58.7
1970 24 ' 6.0 48.6
1971 22 6.0 46.4
1975 15.5 9.0 41.3
1979 19 9.0 42.4
1980 20 15.0 44.9

Sorce : BOK. Economic Statistics Yearbook. VYarlous years.

D. Exchange-Rate Pollcy

Al though Korea has had a floating exchange rate
system since May 1964, the rate has arbitraily been
managed by the government, not by the market farces.
Korea's forelign debts of both public and private bases
amounted to $44 billlon at the end of 1984, In Korea, the
exchange rate has been viewed partly as an Instruments
for tackl ing the balance of payments problem and In part
for prompting exports. In the 1970s, the exchange rate

tended to be overvalued In view of very heavy debts. The
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government supported exporters by the examption of
customs dutles, preferential tax, and export financing In
order to offset dlsadvantages of an overvalued exchange
rate. As shown [n table 21, we see changes In real
effective exchange rate during 1974-1980 deviated from
1972-73. The overvaluation of the exchange meant a
cheaper cost of foreign exchange and capltai goods. This
caused more Imports of capltal goods. Imports of capital
goods In Korea Increased from $0.76 billlon In 1972 to
$5.1 blilllon In 1980, based on customs clearance. The
Overvaluation may be responsibe, In part, for Increasing
Imports of caplital goods. Industrlies In the late 1970s

may have chosen capltal-intensive techniques and empl oyed

less labor relative to that of 1972,

a
Table 21. Real Effective Exchange Rate / 1972-1980

(1972-1973=100)

Source : Agarwala, Ramgopal. Price Distortion and Growth
dp Developing Countries. World Bank Staff
Working Paper No. 575, 1983 : 20
? Def ined as Import-welght exchange rate adJusted
by the ratlio of domestic price index to Import-

welghted comblination of consumer price Indlces

in the trading partners.
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E. Agricultural Price Pollcy

Rice Is of great Importance In the Korean economy.
It 1s a predominant user of agricultural land; of the 2.2
million hectares of |and under cul tivation in 1980, 1.3
milllon hectares (about 59 percent) were rice paddy land.
I+ also accounted for 56 percent of agricul tural receipts
In 1970 and 49 percent In 1983? We focus on the rice
price program. The Korean rice price pollicy Is to
Increase Income In rural areas, reduce the country's
dependence on Imports, hold down urban price, and protect
consumers. FiIrst, we deal wlth rlce production,
consumption, and government deflicits from the price
program befween-1970 and 1983, Second, we dliscuss who are
the beneficiaries of the price program. Third, we see

that the Increase of rice production is Inefficlent In

resource al!location.

1. The Slize of Rice Production, Consumption and
Government Deflcits under the Price Program

Rice production Increased from 3,933 M/T in 1970

to 5,403 M/T In 1983. This Increasing production results

from the Introduction of new rice varteties, expanslon of

cultlvated land, and supporting Iits price. Rice

consumptlion Increased from 3,496 M/T in 1970 to 5,173 M/T

In 1983, while rice consumption per caplita a year
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16
Increased from 121.8 kg In 1965 to 129.5 kg In 1983.

Increased rice consumption results from lowering consumer
prices below what would have been without the prilce
program, and the Increase of population and national
Incomi?Faml!y budget studies by National Agricul tural
Cooperative Federation Indlcate an urban Income
elasticity of demand for rice of about Ouég Thus urban
family demand for rice Increases as the retative faml|]ty
income |evel Improves.

Government purchases as a fraction of production
have risen from 8.9 percent In 1971 to 23.4 percent In
1978. The government yearly deflcit+s of the Graln
Management Fund (GMF) increased from 2.8 billlon won In
1970 to 300 billTon won In 1985. The accumul ated deficl+s
of the GMF accounted for 2,000 billlon won In 1985, The
defliclts are flnanced malnly by a money supply increase
from the Central Bank at 2 percent a year. Several
studles have Indlicated that the quantity of money supply
explains much of the Inflation experienced In Kore;? The
Rice price program may have Inflationary consequences
through a Increase of money supply.

2. Who are the benefliclaries of the Rice

Price Program

An Increase In the purchase price price of rice

would constitute an Increase In farm Income on +he
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portion of the price crop that Is sold. Larger farms
market a greater amount of rlce than small farms. They

benefit more from an Increase In the purchase price.
Table 22. The Ratlo of Rice Cash Income to Farm Household

Income by Farm Size : (Unit : Thousand Won)

Year Farm Size In Acres

< 1-2 1.2-2l5 2.5-3l7 3.7-409 4.9>

1978
Farm House- 872 1,192 1691 2,162 2,993,

hold Income
(A)

Rice Cash 49 171 337 551 1,054
Income

(B)

B/A (%) 5.6 14,3 20.4 25.5 35.2
1984

Farm House- 3,904 4,698 5,568. 6,940. 8,637.

hold Income
(A)

Rice Cash 184. 670 1,268 2,168. 3,186.
Income

(B)

B/A (%) 4.7 14.3 22.8 31 37

Source : R.0.K. Ministry of Agricul ture and Flsheries.
Reports on the Results of Farm Household Economy
Survey. 1978 and 1984.

Table 22 shows that smaller farms owning less
than 1.2 acre of the crop land market rice much less than
larger farms ownlng more than 2.5 acres. The smaller

farms account for 33 percent of the total farm households
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and the |arger farms 32 percent. Rural households, which
are purchasers of rice, and nonfarm households outside
urban areas do not benefit from rice sales Inurban areas
for lessthan the cost of acquisition. They pay the
prevalling rural price of rice at harvest time, and the
higher prices connected with seasonal storage costs l|ater
in the crop year.

Since the price program purchases a certaln
quantity of rice at harvest time, Iowérs somew hat the
average wholesale price pald In urban areas, and Increase
rice production, thls program has also been beneficial to
all the consumers In urban areas. The lower Income groups
consume rice less than the middie~ and higher- income
groups. There are no avallable data of rilce consumption
by Income group In Korea; however, expenditures on
cereals, but rice separately are avallable for Korea in
the Annual Famlly Income Expenditure Survey. These data
Tndlicate that the middle~ and higher- Income househol ds
consume cereals more than the lower Income householids. In
Summary, more beneflts from the price program go to the
middi e~ and higher- income groups than the lower Income
groups.

3. Inefficiency of Resource Allocation
" The price program ralses the farm price and

Increases rice production, while this program |owers the
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average wholesales price and increases consumption. Korea
‘s a relatlvely high-cost producer of rice and the
government purchase price of rice Is two times that of
the world market as shown In Table 23. Eventually, the
government program |leads to Inefflciencies in resource
allocatlion by distorting the structure of market prices.

Table 23. The Comparison between Exp0f+ Price of F.0.B.

Bangkok and Government Purchase Price (U$/MT)

Year Exchange Export Price of White Government
Rate Price F.0.B.Bangkok Purchase Price
1970 316 143.9 250
1971 373 131.9 274
1972 349 143.6 310
1974 398 368.1 357
1975 484 364.2 407
1976 484 241.8 503
1977 484 272.3 671
1978 484 368.2 671

Source : UN Monthly Bulletin of Statistics May 1979.
: FAO-Rice Report 1974-1975.,
F. Educational Pellicy
Education can help In reducing poverty, lIncreasing
Income, Improving health and nutrition, and reducing

20
family size and population growth. Some economists
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Indicate that the rapid growth In Industrial sector could
be based on signiflicant Improvement In the quallty of the
labor fcrr'cez..1 There s a shortage of natural resource In
Korea, buft abundant Iabor. In 1910, Japan Introduced a
new educatlional system. In 1945, +the U.S. mllltary
government launched a unliversal, free primary school
system. Thus, Korea had the educated |abor and
concentrated on |labor-intensive Industrles relative tfo
capltali-Intenslive Industrles. Korea could expand exports
of labor-intensive goods In the 1960s and the early of
1970s. Korea may have been able to moderate Increasling
Income Inequallty through the expansion of employment
opportunties | Inked to the exports of unskilled | abor-
Intensive goods. the Industrial structure has, however,
been shifting from unskilled | abor-intensive and | Ight
Industrles +! high skilled labor- and caplital-intensive
Indusrties In the late 1970s. Under such a change of
Industrial structure, Industrles needed high skilled
labor. Here we review whether educational policy glves an
equal opportunity for higher schools, which provide high
skills and more sclientific and technlcal areas than high
schools, to the students from both the |ower- and higher
income famlilles. Secondary schools are designed to equlp
students for further education, Second. we discuss hlgher

burden of high tutfon fees on the lower Income groups so
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that they can not have further education, which
contributes to greater income inequality, coupled with
the wage gap through school ing.

The characterlistics of educational policy in Korea
are |ittle public expenditure and high tuition fees sys-
tem In higher schools. In 1980, the government spent 3
percent of GNP on primary and secondary (middle and high)
schools, and 0.3 percent on colleges and universitlies.
The government leaves a |large portion of higher schools
to private institutions. The entrance rates of primary,
middle, and high schools are 97.9 percent, 95.7 percent,
and 84.5 percent In 1980%2respecflvely. About 10 percent
of total high school students entered colleges and
universities In 1975. In Korea, there are two kinds of
high scholls, l.e. general and vocational schools, The
general school Is designed to equip students for further
educatlon. Vocatlional school Is divided into the academic
course for further education and the vocational tfraining
course, which provides skllls for those seeking Immediate
employment. Based on 1975, 84 percent of the total high
school students were enroiled in general high schools and
16 percent In vocational hlgh schools?SGeneral hgih
school graduates find It difficult to obtain Industrial
employment, and high school graduates have the hlighest

24
unemployment rate by educational attainment. In Korea,
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higher schools consist of a large portion of private
Institutions at high tuition fees. The general hglh
school Is designed to equlp students for further educa-
tlon. Eventually, many students from |ower Income famli-
ITes do not have an equal opportunity for higher schools
because of high tult+ion fees. The hgih tultlion fees In
colleges and universities are preventing the students
from the lower Income familles from having access to
higher schools (see Table 24).
Table 24. Ratioof Tertiary YearlyFeestoDIsposal
Income : 1978 (Thousands In Won)

Income Disposal Income Ratlio of Fees per year
to Disposal Income(§)

Ll g —

48 43.68 40 79
72 64.80 26 53
96 85.2 20 41
120 104.88 17 33
150 128.58 14 27
180 151.08 12 23
240 193.08 9 18
300 232.08 8 11
480 340.08 5 10
720 472.08 4 7
Source : Bas, M. Kes lnocme Distrlbution and Educational

Distribution
dnvestment. Seoul : KDI, 1978.
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This clearly means that many students from the
lower Income fami]les have not an equal opportnity for
higher schools, and that the prsent educational system of
Korea makes higher education, unequally accessible to
familles with differentlals of Income. Furthermore, In-
come Inequal ity between two families widened, coupled
wltha wage gap through school ing ( see Tables 25 and 26)
Table 25. Monthly Wage by Career and Schooling : 1978

( Thousands in Won )

Career Primary Middle Hilgh College University
1 49 53 80 123 202
5 78 90 130 183 272
10 125 145 204 263 353

Source : KDI|. Welfare of Retired Men and Enhancement of
Equlty. Seoul : KDI , 1978.

Table 26. Wage Index by Educational Obtainment

Year Primary Middle High College Universlty
1967 100 126 184 - 333
1971 100 122 187 - 331
1973 100 118 188 252 352
1975 100 118 190 260 409
1977 100 111 176 259 405

— —— — - —_— —

Source : Data for 1967 from BOK, The 1967 Report on Wage

Survey.
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: Data for others from Labor Adminlistration,

Report on Wage Survey. Varlous years.
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VI. Summary and Conclusion

This paper reviewed the Korean economy between 1910
and 1962 so that we can further understand the economic
growth and Income distributlion since 1963. Korea was
developed by Japan between 1910 and 1945. The development
by Japan may have been helpful, In some aspects, for
Korea's post World-War [l economic growth. Japan
Introduced a new educatlonal system, Irrigation
facllities, new varletles of rice, various land surveys,
and textiles and | Ight Industries In the south ( now
South Korea). Transportatlion and communication, I.e.
telephones, telegraphs, highways, rallways, rallroads,
and harbors were also developed. The annual growth rate
of the goods sectors was 3 percent during the colonlal
perlod. Korea's growth was, however, Imposed by Japan,
not by Korean will and plan. We reviewed that the Japa-
nese mlinority domlinated the Korean economy and establis-
hed a dual economy. We could conjecture that Korea's
Income distrlbution may have deteriorated, under the
colonlal and dual economy, through the |ans-tenure system
wilth tenants of 70 percent of the total rural households,
high rent, and the Introductlion of capltal Intensive
Industrlies by Japanese. We reviewed the Korean economy
between 1945 and 1962. The Korean economy was Iin a very

difficult situation because of the division of the coun=-
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try at the 38th paralled In 1945, and the Korean War
between 1950 and 1953. The Korean economy has suffered a
high Inflation, a shortage of food and fertillizer, and
little export earnings. Korea beneflted much from forelgn
asslistance, and Imported food, fertilizer, crude olfl, and
capital goods for Import-substitutlion Industries. The
annual average growth rate of GNP was 4.2 percent between
1953 and 1962. We may cal | this perlod of economic growth
dependent on forelgn assistance. This paper reviewed the
Initial conditions of more relatively favorable distribu-
tion of human and physical capital In Korea before rapld
economic growth than most LDCs. Korea had land reform, a
universal, free primary school system, and the radical
chanages of physlcal capital between 1945 and 1962. We
see that they may have made Korea'a income distribution
less unequal than most LDCs. The number of tenants after
land reform decreased from 49 percent In 1945 to0 5 per-
cent In 1964 and the adult |iteracy rate Increased from
22 percent In 1945 to 71 percent In 1970 and to 93 per-
cent In 1980t After the revolutions by students In 1960
and by military In 1961, the government conflscated Ille-~
gally accmul ated weal th and settled rural usurious |oans,
whose Interest rates exceeded 100 percent per annum.

We reviewed the Korean economy between 1962 and 1981.

GNP grew at 8.6 percent a year at constant (1975) prices
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and exports at 36.7 percent per year. The exports of
|labor-intensive goods led economic growth In the 1960s
and the early 1970s and those of high skilled l|abor-
Intensive - and capltal-Iintensive goods In the late
1970s. The rapld economic growth has substantially
changed Korea's Industrial structure. We see that the
Industrial and services sectors led In the share of
output and employment, and the share of the agricultural
sector decl lend. Especlally, the GDP per worker of the
non-agricultural sector Is getting larger relative to the
GDP of the agricul tural sector. We see that the differen-
tlals among sectors wldened.

This paper examined the trends of Income distribution
In Korea. We flrst reviewed -the earl|ler studles of
empirical evidence on Income distribution In Korea, and
polnted out some shortcomlings of the studlies. These
shortcomings resul ted from the maln household surveys.
Thls paper suggests that Korea modlfy and Improve the
prevall ing household surveys so that the surveys can
Include all units In Korea, and the sample Is selected
proportionately to the population.

The offlctal data Indlicate that Korea's Income
distribution has deteriorated over time. The greater
Income Inequallty resulted from the Increased share of

the top 20 percent group and the decreased share of the
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bottom 40 percent group. This paper checked whether
development in the perlod of 1965-197é6 has been
accompanied by such an increase In Inequallty that the
lower income groups have beneflted less from overall
growth, A|l though these data are In a short-term perlod,
we see that the growth rate in per caplita Income of the
bottom 60 percent of the population was |ess than of the
bottom 60 percent of the population was less than of the
total population.

We compared the trend of Income distribution between
Korea and Talwan over time and found out the differences
of the trend between the two countries. Two countires
have some simlilarities as mentloned earller. Talwan has
improved Income distribution between 1953 and 1982, and
has achleved rapld economlic growth since 1961. We can
suggest that there are dlfferences between Korea's and
Talwan's policles in the process of economic growth. A
detalied comparison of the maln pollcles of the two
countries should be made. This will be very useful for
Korea's income distribution and economic growth. The
study Is beyond thls paper.

This paper checked whether or not the Korean
government has carrled out adequate Income distribution
pol icy together In the process of rapld economlic growth

since 1963. We reviewed some pollicles and measures which
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affected the changes of Income dlstributlion, especlally
In the 1970s. 1) Tax revenues conslist of a sml|l portion
of progressive Income taxes and a |arge portion of
regressive Indirect taxes. Some selective Indusries are
favored wlith preferential taxes. 2) The government
expendlture clearly Indicates the neglect of heal th,
housing, soclal securlty, welfare, and higher education.
3) The fallure to stabl lze prices resulted In real estate
specul ation through a shortage of housing, the Increasing
demand for housing, high Inflatlon, and negative real
Interest rate. The higher income and weal th groups get
the lightening of debt road and capital gains on the real
estate. The control of low nominal Interest rates,
leading to negative real Interest rates under hlgh
Inflation, and the rationing of credit+s, resulted In
excessive caplital Intensity and lowering the average
efficlency of Investment. 4) Exchange rate has been
arbltrarily managed by the government and has been
overvalued. The cheaper cost of forelgn exchange |eads to
a more capital-intensive method, employs labor less, and
makes resource allocatlon Inefficlent. 5) More beneflts
from the agricultural price program go to the middl e~ and
the hligher 1Income groups. The program !eads to
Inefficlenclies In resource allocation by distorting the

structure of market prices. 6) Korea's educational pol lcy
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leads the high enrollment rates of primary and secondary
schools, which are designed to equip students for further
educatlon, Without public expendlture for the |ower
Income group In higher schools, high tuition fees prevent
many students from the lower Income households from
having an equal opportunity for further education. The
polfcy makes hlgh school graduates the hlighest
unemployment rate by educational attainment. An unequal
opportunity attendance of higher schools widened the
differentlials between the |ower~ and the hglher Income
groups because of the blg wage gap through school ing. We
conclude that Korea onesidely emphasized rapld economic
growth without adequate Income distribution pol lcy.
"Korea should comblne some pollicies to sustaln
economic growth, Iimprove Income dlistributlion, and reduce
population growth. Some policies are almed at removing
Incentives for excesslve use of capital In Individual
sectors, thereby helping to Increase employment. Some
pol Icles can be designed to make resource allocation
efficient and to minimlze the government's Intervention
Intfo some economic actlvitlies, emphasizing that Income
distribution should center on growth-related policlies.
First, the government should Increase public
expendlture for the lower Income group In health, soclal

securlity, wealth, housing, and higher education. And
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Korea should decrease the expendifure on defense and
general administration, which consist of about 40 percent
of the total government expenditures. This policy may
develop human resource, Increase Income and productivIity,
decrease fertllity rate and population growth, and
Improve Income equal ity.

Second, Korea should further decrease the rate of
natural Increase of 16.8 per thousand persons, the crude
birth rate of 24 per thousand population In 1982, the
labor force growth rate of 2.6 percent between 1970 and
1981, and dependency ratio (persons 0-14, and 65 years
and ol der to persons of working ages, 15-64 ages) of 38
percent In lQBOF'The government should thoroughly
continue both family planning programs and pollcles
promoting socloeconomic development. Korea should pursue
pollclies that stress the soclal equality of men and women
because the preference for sons [s one of the strongest
factors influencing fertllity behavior In Kora:. Further
more, couples will not use contraceptives unless they are
motivated to | ImIT births. Because educatlion Is felt to
be the most obvious means for recasting traditional
values, the government should make wuse of high
enrol I ment rates In secondary schools through popul atlion

educatlion In the curriculum. Korea should further

decrease Infant mortal ity rate of 35 per 1,000 persons
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4
and the crude death rate of 6.5 In 1982 +through easy

access to heal th care and expansion of heal th Insurance
In rural areas, which have high fertility rate, the
Improvement of housing, nutr!ltion, sanltation, and the
wildespread provison of baslc preventive. In Korea, three-
quartersof all Incldence of disease apparantly could be
avolded Iif sanitatlion, nutrition, housing and water
supplies were further lmproved? Under slower population
growth than now, small famlilles may have changed the
patterns of household expenditure and saving and also
have made the housing shortage more tolerable. More
Important benefits from the decline In fertility rate
will begin to take effect as the growth of | abor force
shows downs-- decreasing unemployment abd the ratio of
labor to caplital and natural resources?

Third, the government should Increase progresslive
personal Income taxes of 3 percent of GNP wlithout hurting
motivation of savings and Investment, and decrease the
concentrated regressive Indirect taxes. Thus, the
distribution of Income after taxes can be Improved to be
less unequal than that of before taxes.

Fourth, Korea should reconsider the price program of
rice. |If the purpose of these below-cost sales of rice Is

to benefit lower Income urban groups, this could be done

much more effliclently by direct help to these people
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rather than by lowering the price of rice to every one,
when the mliddle-and the hlgher Income households consume
more rice. If the objective of thls program Is to
encourage agricultural growth or help the smaller farmers
ownlng less than 0.45 acre of the crop land, the
government should conslder cheaper ways than the present
price program of the government's deflcits of 300 bilifon
won per year and a Increase of money supply. Additional
expendi ture for agrlcultural research and expanslon
services seems to offer much greater ylelds than
equivalent subslidy expendltures. Furthermore, a |l arge
fraction of the government budget devoted to the program
can be used for agrlicul tural development to Improve
income distributlion In rural areas. Korea's economic
growth diverts demand away from rice to other commodi ties
andtheprlices of noncereal agricultural products rise.

Measures to promote agricul tural development and Improve
Income distribution could be put more emphasis on the
commodities than on rice.

Fifth, Korea should reform secondary school system,
and expand the vocatlonal and technical areas. The
government should give an equal opportunity for higher
schools to the students from the lower Income famllies:
1) expansion of educational financing so that they can

repay after employment; 2) expansion of scholarshlps for
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lower Income gropus; and 3) expansion of college and high
school correspondence courses to rural areas.
Inequal itles and descrimination In employment, wage and
promotlon through schoollng should be minimized. To
reduce the burden on the educational system and Improve
Its performance, Korea should pursue polliclies that
encourage greater rellance on Jjob-related |earnling
experliences for advancemegf; use successful work
experlence as a criterion for educational advancement;
and 1ink a tralning program with the labor market so that
secondary school graduates can find employment.

Sixth, Korea should m!nimize government!s
Intervention Into the Interest rates and exchange rates.
Ultimately, the Monetary Board and the Central Bank
should be Independent of the government's control. Korea
shoul d stabi ize prices to protect wage and lower Income
groups against high inflation, prevent real estate
speculation, moblllze domestlic savings, and promote
exports.

Seventh, Korea should continue expanding exports.
But, protectlonism Is growing all over the world, and
newcomers In the world are producing at | ow cost. Korea
should further develop high skilled |abor-intensive, high
technology, and upgraded textiles Industrlies, thereby

creating more employment opportunities. The great
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Improvement of Income distribution and sustalined economic
growth would result from combining policies to Increase
GNP, Improve the dlistribution of income, and reduce

8
population growth, rather than taken singly.
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ABSTRACT

The examination of Korea’s development experience

bewteen 13910 and 1562 has been done in order to further

undrerstand the initial conditions of rapid economic
growth and income distribution. Kores had some
relatively favrable conditions of human and physical

capital at the atart cf the 19€0s ; 1) land reform ; 2
the introdcution of U.S-type education and an universal
free, primary school system: and 3> the radical changes
of capital after revolution by students in 13560 and the
military in 13961 through the confiscaticn of illegally
accumulated wealth, the deprivation of the large private
shareholders of their atocka in main banks, and the
aettlement of zrural uwasuriocua loana which excead=sd 100
percent of interest rates per annunm,.

Some earlier studies on income distribution in Xorea
was made, but there are no reliable data because main
households surveys themeelves have some shortcominga. This
paper auggests that Korea modify two prevailing surveys
and get reliable data in order to further examine the
movement of income distribution and to design adeguate

polices.



Based on the official data on income distrbution, we
call suggest the trend of income distributicon
comparatively over time between 1965 and 1380. Xorea has
achieved rapid economic growth , but income inequality
has deteriorated. Through the compariaon of the changes
of income digstributions between korea and Taiwan, thia
paper confirma that there are some differsnces in the
trend of income distribution between the two countries,
which have some similarities before rapid economic grow-
th, and export-led growth through labor intensive indus-
tries after the 1960a. This paper confirms that Taiwan
has improved income distribution in the process opf rapid
economic growth. This paper also impliea that it ia very
uaeful to study the differencea between Korea’a and
Taiwan’s policies.

The examination of Korea‘’s policies haa been done in
order to look at the fact that Korea has pursued rapid
economic growth without adequate income distribution
policy between 1965 and 1980. 1Income inegauality has
detriorated during the period, especially in the 1S7Cs.
This paper concludes that Korea’s main policies be
responsiblie, mainly for the greater income inequality.

It 4is more important to distribute the fruit of

economic growth equally and widely to all the people, and



to support the lower income group to maintain Dbasic
needs. This paper suggests that income distribution policy
center on growth-related policies together with
policies to reduce population growth. This means to de-
sign some policies ac that income equality can be in-

proved and economic growth sustained.



