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The Korean economy is based on an export lead growth model centered on business groups or conglomerates known as Chaebols.  The Chaebols are themselves modeled on the Japanese system of Kairetzu, but with homegrown modifications.  In this paper, we will describe the stages of historical growth from the end of WWII to the late 1990’s.  These stages are delineated by both political eras which had economic impacts as well as economic specific eras which are dependent on economic changes per se.  

This paper explores two competing theories of Korean growth: government led growth through a form of Industrial Policy where the government is the main cause of growth and a Market led Model where the main source of growth comes from open competition in international markets.  

The government led growth model, also known as Guided or Managed Capitalism relies on a government dominated, but privately owned, business sector.  This sector is dominated by Chaebols, which are family owned or controlled business groups that are supported by relationships with government.  These relationships give government control over the allocation of financial resources which are used to direct firms into specific areas of industry which government has identified as areas of competitive strength.  Through control of the banking system, the government encourages investment in industry through easy and cheap access to capital, as well as control over imports that compete with the Chaebols in the Korean domestic market.  In return for these government favors, the owners of the Chaebols agree to make large investments in, and expand production of goods for the export market.  By means of this strong government steering of access to credit, South Korea has made a place for itself among the major industrialized countries of the world.

In contrast, the Market Led Model of growth emphasizes the open nature of international competition and the market dominated decision making necessary to succeed in this arena.  In contrast to countries like India or Turkey that pursued an inward looking, import substituting growth policy, South Korean government leaders insisted that Korean chaebols look to the outside world for growth.  This outward orientation put Korea in an arena much larger than the national market, and put success sufficiently outside the control of domestic politicians, that the firms had to adopt competitive market strategies to survive and prosper.  While the government granted favors helped at an early stage of development, the Market Model posits that growth is ultimately independent of government help.  Success or failure is determined by response to competitive pressures based on comparative advantage.  In this model Korea’s success is the result of a traditional emphasis on investment in capital and new technology and upgrading of skills as firms climb up a quality curve into higher value-added products.
