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Foreword

The rise of the Republic of Korea from postwar hardship to prosperity within a lifetime is a story of
remarkable economic success. The past six decades witnessed Korea transform itself from one of the
world’s poorest countries into a global powerhouse—from a GDP per capita of just US$158 in 1960 to
US$34,998 today. This transformation required resilience and reinvention, effective public policy, and
entrepreneurial spirit.

The World Bank has been a partner of Korea since the start of its modern development, providing
policy advice as well as US$15 billion in financing between 1962 and 1999. Over time, the partnership
has progressed into one of mutual support and an exchange of ideas on how to achieve development
outcomes. The present report is a testament to this productive relationship.

Innovative Korea: Leveraging Innovation and Technology for Development, is a joint effort by the World
Bank and the Korea Development Institute (KDI), a leading economic and social policy think tank. The
report explores the economic drivers of Korea’s ascent to become the world’s 10th largest economy and
the lessons other developing countries may draw from it.

In the early decades, Korea succeeded by focusing on the foundations of long-run growth—promot-
ing manufacturing exports, upgrading technology, and investing in infrastructure and human capital.
The economy rapidly industrialized, while the country’s increasingly educated population provided the
skills needed to climb the technological ladder. Industrial policy played a pivotal role as the government
partnered with large conglomerates to drive growth.

Korea’s development path, however, was not without hurdles. In the early 1980s, Korea suffered an
economic contraction, and the Asian Financial Crisis in the late 1990s underlined the urgency of reforms
to avoid a “middle-income trap” Korea responded with a decisive shift away from its earlier economic
paradigm, moving from state-led to more market-driven growth, introducing more competition, over-
hauling its financial sector, and prioritizing small and medium-size enterprises and technology innova-
tion. Deeper integration into global value chains and foreign investment led to booming exports, and
Korea bolstered its human capital focus with an expanded social safety net and more market-oriented
education. This successful reinvention offers important lessons to other countries facing their own devel-
opment challenges.

Today, Korea is at a crossroads again: Growth has slowed, and the population is aging rapidly. Korea
will need to find a way to reverse declining productivity growth by improving service sector efficiency
while maintaining its manufacturing edge in a shifting competitive environment. Korea is also poised to
play a significant role in global efforts to transition to greener, more sustainable and inclusive growth. As
this report shows, Korea can face these challenges with confidence based on its remarkable track record
of innovation, reform, and economic success.

Xv



xvi | INNOVATIVE KOREA

Innovative Korea will provide useful insights to those interested in Korea’s development story, as well
as practical lessons for public policy. We hope this report also will inform the next phase of the partner-
ship between the World Bank and Korea to assist developing economies in catalyzing sustainable growth
through sound public policy and green innovation.

Dongchul Cho Manuela V. Ferro
President Vice President
Korea Development Institute East Asia and Pacific Region
Sejong World Bank

Washington, DC
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Overview

Introduction

The Republic of Korea is one of the few low-income economies that has successfully developed into a high-
income economy in recent history, making it a valuable case study. Korea today is a highly industrialized,
global innovation and technology leader and the 10th largest economy in the world, with per capita
income approaching the average of Organisation for Economic Co-operation and Development (OECD)
countries. However, in the 1950s, Korea was one of the poorest countries in the world, with decidedly
bleak prospects, making the country a well-known case study of successful development.

This report summarizes the sources of Korea’s remarkable growth performance and the policies and
institutional reforms that made it possible. This overview is organized into three sections: Key Drivers
of Korea’s Remarkable Growth Performance, Policy and Institutional Transformation, and Lessons for
Developing Countries. The report focuses on Korea’s successful transition from middle income to a
high-income economy in the 1990s and its economy and policies since then. The report highlights
its escape from the “middle-income trap” by leveraging innovation and technology for development.
Although the universality of the middle-income trap concept has been debated, it draws attention to the
difficulty of sustaining growth over the long run, which is required to become a high-income economy.

The foundations of Korea’s growth over the past 50 years have been high levels of investments in
physical and human capital, expansion of manufacturing exports, and industrialization and the result-
ing structural transformation of the economy. In the earlier to middle decades of its modern develop-
ment, Korea’s growth was led by a “developmental state” model that guided private investment through
targeted industrial policies. To succeed in the transition from middle to high income that has eluded
so many other countries, Korea had to transform its growth model. It had reached the limits of relying
on government promotion and guidance of investment, which drove growth at a lower income level,
and instead needed to shift to a more private sector—led growth model with a greater emphasis on
productivity and innovation-led growth.

The need to evolve became urgent when the shortcomings of the developmental state model were
exposed by the Asian Financial Crisis (AFC) in 1997-98. Along with the transition to a democracy in
the 1980s, the AFC was a defining moment in Korea’s modern development history that built a national
consensus on the need to take decisive actions on much-needed reforms of the country’s growth para-
digm, to increase the emphasis on promoting markets and the development of frontier innovation and
technologies. The focus of industrial policies was transformed from targeting large firms and industries
to prioritizing support for small and medium-size enterprises (SMEs) and technology entrepreneurs.
Exports increased significantly through greater integration into global value chains (GVCs) facilitated
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by expanding overseas direct investments (ODIs). Investment in human capital development contin-
ued, complemented by an expanded social safety net and a more integrated, market-based and demand-
oriented approach to education and training.

Key Drivers of Korea’s Remarkable Growth Performance

Korea sustained 29 years of rapid growth (greater than 6 percent) from 1962 to 1991 as it transitioned
from low to middle income, a relatively rare accomplishment. In comparison, the median duration of rapid
growth in other countries was nine years. Korea’s annual real growth of gross domestic product (GDP)
averaged 7.3 percent in the 1990s, significantly narrowing the difference in income with the OECD coun-
tries and the United States (figures O.1 and O.2). Korea crossed the World Bank’s gross national income
per capita threshold for high-income economies, calculated using the World Bank’s Atlas method, in
1995 and joined the OECD also in 1995.! Korea was reclassified as an upper middle-income country from
1998 to 2000, as its economy contracted by 5.1 percent in 1998 during the AFC, but it quickly rebounded
and again became a high-income economy in 2001 and grew by an average annual rate of 5.0 percent
from 1998 to the global financial crisis (GFC) in 2008. Korea’s growth slowed to an average of 3.1 percent
per year after the GFC, but this was still higher than the OECD average of 1.8 percent.

Korea’s remarkable sustained growth over the past five decades was due to a commitment to strengthen-
ing the key foundations of long-term development of macroeconomic stability, promotion of manufactur-
ing exports, and investments in infrastructure and human capital. This commitment was sustained from the
1960s when it was a low-income economy and across successive government administrations representing
different political parties. The foundations of long-term growth enabled the later stages of the country’s
development when Korea successfully transitioned from middle income to a high-income economy.?

Korea’s growth benefited from contributions from both investments and productivity improvements.
Investments in physical and human capital were the largest contributor to Korea’s development from
the 1960s to the 1990s (figure O.3). Korea sustained high rates of physical capital investment even after

FIGURE O.1 Gross Domestic Product per Capita in the Republic of Korea, the OECD, and EMDEs,
1960-2020
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Source: Calculations based on data from World Development Indicators, World Bank (https://databank.worldbank.org/source/world
-development-indicators).
Note: EMDEs = emerging markets and developing economies; OECD = Organisation for Economic Co-operation and Development.
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FIGURE O.2 Relative Income Dynamics, OECD Countries, 1960-2019
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Note: The horizontal and vertical lines indicate 10 and 50 percent levels of the US gross domestic product per capita. For a list of country
codes, go to https://www.iso.org/obp/ui/#search. OECD = Organisation for Economic Co-operation and Development.

FIGURE O.3 Capital Formation and Its Contribution to Gross Domestic Product Growth
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FIGURE O.4 Gross Capital Formation, 1960-2020
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Source: Calculations based on data from World Development Indicators, World Bank (https://databank.worldbank.org/source/world-
development-indicators).

Note: EMDEs = emerging markets and developing economies; GDP = gross domestic product; OECD = Organisation for Economic
Co-operation and Development.

achieving relatively high per capita income levels, at rates higher than most other countries at similar
income levels. Between 1990 and 1997, when Korea transitioned to a high-income economy, its gross
capital formation averaged 38 percent of GDD, significantly higher than the average of 22 percent among
OECD countries (figure O.4). Korea’s high investment rates were mainly driven by private investment,
which accounted for 83 percent of total investment and above 80 percent in subsequent decades.

However, the contribution of capital to growth declined after the 1990s. This reflected both declining
investment (as a share of GDP), from the very high levels in the 1990s, and diminishing returns to invest-
ment due to the higher stock of investment.® Korea is also experiencing declining marginal returns on
investments because it has accumulated a large stock of capital and therefore additional investments have
less of an impact. Both the public and private stocks of capital per capita in Korea today are comparable
to those in OECD countries (2017).

Korea has accumulated significant human capital since the early decades of its development, resulting
in average years of schooling increasing from 5.4 years in 1970 to 12.1 years in 2015. The net enrollment
rate in primary schools reached close to 100 percent by the 1970s, and subsequently the enrollment rates
in secondary and tertiary schools increased. In addition, the number of health care facilities expanded,
public health programs successfully addressed communicable diseases, and a nationwide network of pub-
lic health centers was established to serve low-income households. As a result, Korea attained the average
level of human capital of OECD countries by the 1990s (Penn World Table) when it was still a middle-
income country. In 2020, Korea was ranked fourth globally in the World Bank’s Human Capital Index.

Large investments in physical and human capital were complemented by rapid growth in total factor
productivity (TEP) (figure O.5). TFP measures the level of outputs that can be produced by a given level
of inputs (productive efficiency) in the economy. Many fast-growing emerging markets and developing
economies have generated growth through capital accumulation. Korea combined high rates of capital
accumulation with relatively large TFP contributions to growth. TFP growth has been a significant factor
in Korea’s rapid convergence to the per capita income levels of advanced economies.

The contribution of TFP to growth declined in the 1990s leading up to the AFC, following the coun-
try’s over-investment in the heavy and chemical industries in the previous decade. The contribution of
TEP picked up in the 2000s in the years immediately following the AFC, becoming nearly equivalent to
the contribution of physical capital (figure O.3). Productivity improved following the significant struc-
tural reforms carried out in response to the AFC, which opened markets, promoted market competition,
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FIGURE O.5 Total Factor Productivity, 1960-2019
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Source: Calculations based on data from Penn World Table 10.0.
Note: EMDEs = emerging markets and developing economies; OECD = Organisation for Economic Co-operation and Development;
PPP = purchasing power parity; TFP = total factor productivity.

and improved financial intermediation through a complete overhaul of the financial sector. The reorien-
tation of government support to SMEs, technology startups, and innovation and technology promoted
the wider adoption of information and communications technology (ICT), which also contributed to
productivity growth.

Since the GFC, the contributions of both capital and TFP to overall growth have declined. Various
measurements indicate that TFP growth in Korea has declined to around zero since the GFC
(figure O.5, panel a). The declining growth since the GFC has been associated with the growth slowdown
of the capital-intensive manufacturing industries, which experienced a slowdown in export growth. Due
to declining global trade, Korea’s export growth fell significantly, from an annual average of 10 percent in
2007-12 to an annual contraction of 0.5 percent in 2013-20, before picking up to an annual average of
15.9 percent in 2021-22 during the COVID-19 pandemic. As Korea’s major manufacturing industries are
heavily export oriented, the decline in exports impacted the performance of those industries. Korea has
not been alone in experiencing declining productivity growth. Productivity growth in most high-income
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economies has declined steadily since the 1980s, plunged during the GFC, and subsequently has not fully
recovered. The convergence of Korea’s TFP level to the global frontier (US level) has halted since the
2000s, as has that of other OECD countries (figure O.5, panel b).

STRUCTURAL TRANSFORMATION OF THE ECONOMY AND EXPORT
GROWTH LED BY MANUFACTURING

Korea’s economy has undergone significant structural transformation over the past decades (figure O.6).
The share of agriculture in the economy declined rapidly and the industry sector expanded, particularly
in the 1970s and 1980s when its share increased from around 27 percent in 1970 to 40 percent in 1990.
However, the service sector has remained the largest share of the economy, increasing from 44 percent
in 1970 to 51 percent in 1990 and 60 percent 2010. The share of employment in industry peaked in the
early 1990s and has declined since then, but the share of value-added in industry has remained relatively
stable, gradually declining from 40 percent in 1990 to 35 percent in 2022. Korea has so far largely delayed
the “deindustrialization” experienced by many economies by maintaining a relatively high share of value
added in industry, but the share of employment in manufacturing has been declining.

FIGURE O.6 Changes in Industrial Economic and Employment Structure, 1970-2018
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Until the 1990s, the contribution of between-sector productivity growth (structural transformation
of the economy) to overall labor productivity growth was greater than the contribution of within-sector
productivity growth (figure O.7), reflecting the impact from the reallocation of excess labor from the
agriculture sector to the manufacturing and service sectors, which have higher levels of productivity. The
labor productivity of manufacturing began to increase sharply in the 1990s, subsequently increasing to
73 percent of the OECD average level of productivity in 2000 and then to above the OECD average in
2018 (figure O.8).

By the 1990s when Korea transitioned from middle income to a high-income economy, between-sector
productivity growth (structural transformation) began to play a smaller and declining role compared to

FIGURE O.7 Within- and Between-Sector Labor Productivity Growth, 1980-2017
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Note: EMDEs = emerging markets and developing economies; OECD = Organisation for Economic Co-operation and Development.

FIGURE O.8 Sectoral Labor Productivity, Republic of Korea, 1970-2018
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FIGURE O.9 TFP Growth Decomposition Based on Enterprise Data, 1991-2018
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Note: TFP = total factor productivity.

within-sector productivity growth. Within-sector productivity growth was generated primarily by the
manufacturing sector, which has been the primary source of labor productivity growth in Korea since the
1990s. The manufacturing sector accounted for 1.7 percentage points of aggregate productivity growth
in Korea during 1980-2010. In contrast, excluding China, manufacturing has contributed 0.2 percentage
points to aggregate growth in emerging markets and developing economies since the 1980s.

Analysis of enterprise data® in Korea shows that TFP growth rates in manufacturing were relatively
high in the 1990s until the AFC and have declined since then (figure O.9). Most of the TFP growth in
the manufacturing industry has been due to productivity growth within existing firms (within effect) as
opposed to reallocation of resources to more productive firms (between effect) and entry and exit of firms
(J. Lee 2020). The between effect has accounted for only about 5 percent of total productivity growth.
Korea also has large and increasing dispersion in productivity, further indicating that there is consider-
able potential to improve allocative efficiency (Kim, Oh, and Shin 2017; Y. Lee 2020).° In part, the widen-
ing productivity dispersion may reflect the expansion of large business groups following the deregulation
policies after the AFC.

The net entry effect has accounted for only about 10 percent of total TFP growth, although entry and
exit rates have been relatively high in Korea, especially in fast-growing industries. However, young firms
(younger than three years) are important sources of productivity growth. Their impact is captured as a
within effect, accounting for about one-third of the contribution to productivity from the within effect
in the 1990s and a slightly smaller share in the 2000s. The productivity growth of young firms declined
significantly after the GFC and was a major contributor to the substantial slowdown in overall productiv-
ity growth (Y. Lee 2020).

Korea’s manufacturing productivity growth has been closely associated with export growth. Exports
have been the primary focus of industrial policies since the 1960s when Korea’s growth strategy was
reoriented from import substitution to export promotion. Korea’s trade volume started to increase rap-
idly in the 1990s by taking advantage of the accelerated globalization of trade and expansion of the GVCs.
Global trade and investments benefited from the establishment of the World Trade Organization in 1995,
the spread of ICT, and China’s global integration (figure O.10). By 2020, Korea’s exports and imports
approached nearly 80 percent of GDP. Along with the expanding volume of trade, Korea’s share of high-
technology exports has increased since the mid-1990s. Korea’s ranking on Harvard University’s Economic
Complexity Index increased from 21st in 1995 to fourth in 2020, reflecting the increasing number and
complexity of its export products. Korea’s top manufacturing exports now consist of high-technology
products, such as semiconductors, electronics, automobiles, ships, and refined petroleum products.
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FIGURE O.10 Trade Openness, 1970-2018
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Source: World Development Indicators, World Bank (https://databank.worldbank.org/source/world-development-indicators).
Note: Trade values include both goods and services. GDP = gross domestic product.

Along with the acceleration of the expansion of international trade, Korea’s ODI started to take off
in the mid-1990s. Prior to 1990, the stock of ODI was close to zero (figure O.11, panel a). The number
of foreign affiliates of Korea’s firms began to increase in the mid-1990s, mainly driven by investments in
China for manufacturing facilities (figure O.11, panel b). In 1994, approximately three-quarters of Korea’s
new foreign affiliates were established in China, of which more than 80 percent were in manufacturing.
In the 2000s, China still accounted for most of Korea’s new ODI, but the destination of Korea’s ODI has
diversified significantly since the GFC.

In contrast to ODI, foreign direct investment (FDI) into Korea has been relatively low. In the ear-
lier decades of Korea’s modern development, the government discouraged FDI, preferring licensing and
imported equipment to absorb foreign technologies. Companies used debt rather than equity financing,
to retain corporate control. Korea started to liberalize FDI in the 1980s when it converted a positive list
of industries in which FDI was allowed to a negative list of industries that restricted or prohibited FDI.
The negative list is generally considered a more transparent and predictable approach to FDI restrictions.
EDI reforms accelerated after the AFC, including the removal of restrictions on cross-border mergers
and acquisitions and land ownership. Spurred also by the depreciation of the won, FDI sharply increased,
especially in the financial sector. However, subsequently FDI has declined and has remained relatively
modest. Korea’s stock of FDI was only 12.4 percent of GDP in 2018, the second lowest among OECD
member countries.

The expansion of ODI since the mid-1990s promoted Korea’s integration into GVCs. Korea’s GVC
integration resulted in a V-shaped trend in the foreign content of its exports, with a declining share up to
1995 and a rapid increase since then (figure O.12). Korea’s manufacturing sector has been globalizing sig-
nificantly through forward and backward participation in GVCs. Prior to the 1990s, Korea’s participation
was mostly limited to forward integration into GVCs, by supplying inputs to the supply chains organized
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FIGURE O.11 Foreign Direct Investments of Republic of Korea, China, and Other Countries,
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Sources: For panel a, UNCTAD Data Center; panel b, Korea Export-Import Bank.
Note: FDI = foreign direct investment; MFC = manufacturing.

FIGURE O.12 Structural Changes in Korean Merchandise Exports, 1980-2010
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Sources: For panel a, calculations using the input-output tables from the Bank of Korea (for available years); for panel b, Observatory of
Economic Complexity V3.0 (https://legacy.oec.world/en/rankings/country/eci/).

by foreign firms. As a share of total income, Korea’s value-added contribution from supplying foreign
industries increased from 24.5 percent in 1995 to 39.6 percent in 2011. Since the 1990s, firms in Korea
have expanded their backward linkages in GVCs, sourcing foreign inputs for their own exports of final
products. As a result, the share of foreign value-added contributions in Korea’s final outputs increased
from 25.4 percent in 1995 to 42.3 percent in 2011. Both forward and backward linkages in GVCs have
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helped firms in Korea to enhance their productivity, focus on their comparative advantages, and access
foreign knowledge and expertise.

Korea’s integration into GVCs has been led by the country’s large firms, in particular family-owned and
controlled business conglomerates called “chaebols” Samsung, Hyundai, SK, LG, and Lotte are among
the largest chaebols. Many of the chaebols have been focused on manufacturing exports, benefiting from
the government’s industrial policy support. In the 1970s, the government initiated a major program to
develop the heavy and chemical industries, which accelerated the growth of the chaebols. The heavy and
chemical industries drive was a “moonshot” attempt to upgrade the country’s industrialization trajectory.
The chaebols that were selected to invest in the heavy and chemical industries experienced tremendous
growth by gaining preferential access to subsidized credit and lower tax rates. The drive helped to expand
the investments and outputs of targeted industries, such as the iron and steel, petrochemicals, machin-
ery, and shipbuilding industries, but it has also been criticized for inefficient and excessive investments,
significant debt accumulation, and engendering the market dominance of the chaebols.

The large firms’ integration into GVCs has widened the productivity gap between the large and
small firms in Korea. The ratio of the average labor productivity of large to small firms increased from
174 percent in 1980 to 265 percent in 2000 and further to 291 percent in 2019. This productivity gap
between large firms and SMEs in Korea is one of the largest among OECD countries (OECD 2020). The
productivity gap is greater in the manufacturing sector than in the service sector. The manufacturing
sector is dominated by large exporting enterprises, which has contributed to the larger productivity gap.
In contrast, the service sector has a large share of small, self-employed businesses.

Korea faces a structural challenge of having a large share of employment in small firms with lower
levels of productivity. Micro, small, and medium-size enterprises (MSMEs) accounted for 85 to 88 per-
cent of total employment in 2000—18, compared to the average of around 70 percent in OECD countries
in 2015. The employment share of MSMEs (enterprises with fewer than 299 employees) is similar to the
OECD average, but Korea’s employment share of small firms (10-49 employees) is the highest among
OECD countries in the manufacturing sector and selected traditional service sectors, such as the whole-
sale and retail and accommodation and food service sectors. The large share of workers in small firms
with lower productivity growth prospects has contributed to a widening wage gap, with significant impli-
cations for income inequality.

Compared to the manufacturing sector, Korea has been less successful in leveraging the service sector
for growth and development. Korea’s labor productivity in the service sector remains at only around
60 percent of the OECD average and 30 to 40 percent of the US levels (figure O.8). Along with manufac-
turing exports, Korea’s services trade has also significantly expanded since the 1990s. However, Korea’s
services exports have not experienced the more rapid growth seen in other high-income economies as
they transitioned to a service-based economy. This reflects Korea’s overall strategy to focus mainly on
building its comparative advantage in manufacturing and take advantage of foreign providers for services.
It also reflects the overall lower productivity of Korea’s service sector and hence the relative lack of inter-
national competitiveness of its services exports.

A key challenge for Korea is to reduce the concentration of employment in low-productivity and low-
wage service sectors, including wholesale and retail trade, transportation and storage, and accommoda-
tion and food service activities, which account for a higher share in services than in most other OECD
countries. Going forward, Korea can take greater advantage of opportunities to promote services-led
growth, including through new digital technologies and “servicification” of manufacturing.

GLOBAL INNOVATOR AND TECHNOLOGY LEADER

Korea converged to the global manufacturing productivity frontier by continuously upgrading its indus-
trial technologies. As a result, it has become a highly competitive, capital- and research and development
(R&D)—intensive high-technology manufacturing exporter. The value-added share of capital-intensive
industries increased from 50 percent of total industry outputs in 1991 to 68 percent in 2011 and remained
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above 60 percent throughout the 2010s. The share of the high-technology sector in real manufacturing
value added rose from 22 percent in 1990 to 44 percent in 2018, and the share of low- and medium-
technology sectors fell from 37 and 48 percent to 11 and 44 percent, respectively (figure O.13).

Korea’s successful development into a high-technology manufacturing exporter has been the result
of decades of prioritized investments in science and technology (S&T). The country’s R&D has been
focused on deepening the technological capability of manufacturing industries to support a continu-
ous series of industrial technology upgrading, from light industries in the 1960s, to heavy and chemical
industries in the 1970s and 1980s, and to high-technology industries in the 1990s and beyond. Korea
initially took advantage of catch-up growth by absorbing and adopting existing foreign technologies and
knowledge but then subsequently focused on building domestic capabilities to produce new innovations
at the global technology frontier and transition into a high-income and knowledge-based economy.

As aresult, Korea succeeded in becoming a global technology and ICT manufacturing leader, with the
second highest spending on R&D as a percentage of GDP in the world, world-class digital infrastructure,
and among the highest levels of digital adoption (figure O.14). The Bloomberg Innovation Index 2020
ranked Korea second globally, behind Germany. IMD’s World Competitiveness Ranking has consistently
ranked Korea among the top 20 countries over the past decade, and third on innovation capacity and 13th
on S&T infrastructure competitiveness. Korea was ranked 10th in the 2020 Global Innovation Index and
achieved the top rank on human capital and research.

Korea is at the forefront or among the top three countries in the world in terms of tertiary school
enrollment, expenditure on R&D (as a percentage of GDP), and number of researchers per capita. The
number of researchers increased from about 3,000 per million population in 1996 to 9,800 per million
in 2018, significantly higher than the 6,900 OECD average. In 2019, Korea was ranked fifth globally in
the number of Patent Cooperation Treaty applications and first relative to the size of its GDP. Samsung
and LG, two of the largest firms in Korea, had the third and 10th largest numbers of Patent Cooperation
Treaty applications among global companies, respectively.

The adoption of digital technologies in Korea has been associated with higher levels of TFP (Chung
and Aum, 2021). In 2020, the ICT sector accounted for 11.7 percent of GDP, the highest share among
OECD countries (figure O.15). The foundation for Korea’s remarkable digital development over the
past four decades was established in the 1980s when the country was still a middle-income economy.
Government research institutes (GRIs) played an instrumental role in developing key digital technologies
for the telecommunication and semiconductor industries. Korea initiated investments in digital govern-
ment in the 1980s, when it was still a lower-middle-income country. The various government information

FIGURE O.13 Value-Added Share, by Level of Technology, Republic of Korea, 1980-2018
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Source: Calculations based on data from OECD STAN Industrial Analysis Database.
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FIGURE O.14 Digital Adoption Index, OECD Countries, 2021
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Source: Calculations based on data from World Bank 2017, updated for 2021.
Note: OECD = Organisation for Economic Co-operation and Development.

FIGURE O.15 Value Added of the ICT Sector, 2020
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Source: STAN structural indicators (iISTAN), 2022 edition, Organisation for Economic Co-operation and Development (https://stats.oecd.
org/Index.aspx?DataSetCode=STANI4_2020#).
Note: ICT = information and communications technology; IT = information technology.

technology systems have now been integrated into a common e-government platform to improve public
service delivery and transparency. Anticipating the critical role of ICT, from 1995 to 2015 the government
embarked on a major program to build a broadband infrastructure network. Today, Korea’s ICT infra-
structure is ranked second in the 2017 ICT Development Index of the International Telecommunication
Union, and Korea ranked first among 29 OECD countries in the 2019 OECD Digital Government Index
and third in the 2022 United Nations E-Government Survey.
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INCLUSIVE AND SUSTAINABLE GROWTH

Korea successfully combined sustained rapid economic growth with significant poverty reduction. The
poverty rate declined from 21.5 percent of urban households in 1975 to 7.4 percent in 1996 (World
Bank 2004). Major land reforms in the 1940s and 1950s helped equalize the distribution of land, which
provided the basis for more inclusive growth. At the time, land was the major asset in the economy,
given that 71 percent of the population was in the agriculture sector (Kim 2006) and much of the coun-
try’s industrial assets had been destroyed during the Korean War (1950-53). Rapid export-led growth
since the land reforms significantly reduced poverty and mobilized broad support for Korea’s growth
policies. Economic growth created manufacturing jobs. Large and systematic investments in basic edu-
cation were a critical driver of poverty reduction and inclusive growth by facilitating socioeconomic
mobility and widening access to the jobs created by the rapid industrialization of the economy. As a
result, economic growth in the earlier decades of Korea’s modern development was relatively inclusive,
despite the relatively low reliance on redistributive welfare policies.

During Korea’s rapid growth, the estimated Gini coefficient deteriorated modestly or improved
marginally (World Bank 2004). However, the estimated Gini coefficient has deteriorated in the 2000s
(figure O.16). The deteriorating Gini coefficient could have been driven by the widening wage dis-
parity between small and large firms and regional disparity and the concentration of growth and
resources in Seoul, the capital city. Korea’s expanded policy support for SMEs since the AFC could
be understood as a policy response to address the disparity between small and large firms. The grow-
ing number of double-income households could have also contributed to the worsening of house-
hold income inequality, due to the earnings disparity between single-income and double-income
households.

Income inequality improved in the 2010s, reversing the deteriorating trend in the previous decade.
The estimated decline of the Gini coefficient is greater for estimates based on market income than
for disposable income, reflecting the expansion of the government’s income redistribution policy
since the AFC. Today, Korea’s income inequality is higher than 