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ABSTRACT

This dissertation explores the process of foreign economic policy liberalization in
Korea from 1980-2010. It accounts for variations in the degree of liberalization across
sectors and issue areas through case studies centered on the policies related to trade, FDI,
and finance. Sources of influences on this process such as democratization, the state’s
developmental legacy, societal interests, ideational diffusion, and external stakeholders
are incorporated into an analysis that identifies their impact on policy outcomes. This
project looks at how significant changes in the internal and external parameters of the
Korean economy generated coalitions favoring a more liberalized domestic economic
order and those which sought to defend Korea’s state-centered, mercantilistic
developmental model. It offers a detailed explication of the manner in which Korean
policymakers sought to formulate political outcomes that accommodated a disparate array
of actors with diverging preferences into the policy process, while seeking to serve their
own particular multifaceted interests. It finds that while external and domestic
proponents of reform were successful in pushing Korea into increasingly deeper levels of
liberalization, these efforts were continually conditioned and often attenuated by the
institutional legacies of the developmental era and the social forces that were unleashed
by democratization. This left the Korean economy with a fragmented set of foreign
economic policies that reflected the incomplete and highly contested liberalization reform

initiatives that colored policymaking during this period.
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CHAPTER 1

INTRODUCTION

The Developmental State in a Neoliberal Era

Rising from its status as one of the world’s poorest states in the 1950s, the
Republic of Korea' was able to achieve rapid industrialization and dramatically increase
national income over the course of the next several decades. Given the breakneck pace of
Korea’s economic development and the centrality of the state in this process, the Park
Chung Hee era (1961-1979) has commonly been a focus of scholarship on the political
economy of state-led development. The decades following Park’s assassination were
marked by repeated attempts by the Korean government to grapple with a global
political-economic system that demanded ever greater degrees of economic liberalization
as well as the internal limitations and contradictions of a system that had garnered
remarkable successes. This dissertation improves and extends our understanding of the
form and content of the process of economic liberalization in Korea over the course of
the three decades following Park’s assassination. It focuses on the means by which
policymakers navigated the evolving nature of both international and domestic political-

economic conditions and the constellations of interests emerging from them.

The process of moving towards a more open economy attuned to the general
precepts of neoliberalism has been fraught with challenges as it entailed no less than
dismantlement of the political-economic system that undergirded Korea’s rapid

industrialization. Furthermore, the empowerment of long repressed societal interest

! Korea hereafter.



groups amidst the burgeoning drive for political liberalization—that reached a crescendo
in 1987 with the first free elections in almost thirty years—suffused the process of
economic liberalization with additional layers of intricacy. The unshackling of civil
society organizations from the host of the legal constraints that stymied their full
manifestation during the military dictatorship (1960-1987) played a pronounced role in
the process of economic liberalization. Civil society organizations were often at the
forefront of anti-liberalization movements that sought to push back against the state’s
efforts to open the economy—their influence was particularly pronounced in issues
surrounding agricultural imports and the relaxing of rules governing the entrance of
foreign firms into Korea. In fact, the effects of democratization on the process of
economic liberalization in Korea were often at odds with the common theoretical
expectations of democratization correlating with the emergence of a viable coalition

favorable to liberalization.

At the core of the puzzle framing this study are the uneven permutations of
economic liberalization that emerged from this process. For example, while the secular
trend during this period was towards greater economic liberalization, the case study on
trade finds that Korean policymakers sought to retain barriers on industries that were
targeted as sunrise industries (e.g. auto manufacturing and electronics) or the agricultural
sector while scaling back barriers on goods in which Korea maintained a comparative
advantage (e.g. labor intensives manufactures). Similarly, the finance study demonstrates
that a great deal of liberalization efforts in this area sought to address the needs of
Korea’s large industrial conglomerates, the chaebol, (i.e. permitting their direct access to

foreign capital markets). At the same time, policymakers staunchly resisted accelerating



the liberalization of the financial services sector which Korean policymakers considered
too feeble to survive the elimination of the restrictions on the operations of foreign
financial firms in the domestic market. Furthermore, the persistent gap between official
policy outcomes and on the ground implementations emerges as a common theme among
the host of complaints lodged by external stakeholders and stands as another key source

of understanding the variations in liberalization across all three of the case studies.

Understanding the set of institutions that predated the dedicated launching of
Korea’s liberalization epoch is critical to comprehending the permutations and limitations
that arise along its expedition into unfamiliar territory. Along with several other East
Asian economies, Korea has often been classified under the rubric of developmental
states.? From this perspective, the state-operated as the hub of economic organization
allocating resources (often below market prices) with the goal of accumulating capital
and facilitating the emergence of large private firms capable of competing in the global
marketplace. Amsden identifies the key role of the Korean developmental state as
effectively jump-starting economic growth from a near standstill through a conscientious

fabrication of “price distortions that direct economic activity toward greater investment.”>

In a developmental state system, the leadership utilizes its political authority to
‘distort’ prices as a means to concentrate and direct scarce capital towards private
enterprises tasked with expanding the economy’s production capacity and generating

export revenues. The developmental program formulated by the Korean state was

2 Johnson (1982) is considered a foundational text on the Developmental State; Woo-Cumings ed. 1999 is
another important work. Amsden 1989 and Woo 1991, represent quintessential texts on the political
economy of the developmental state within the Korean context. Korea has long been grouped with Taiwan,
Singapore, and Hong Kong under the rubric ‘Asian Tigers’.

¥ Amsden 1989, 14.



overseen by a robust bureaucracy that monitored firms’ progress towards meeting pre-
established development objectives, which in turn served as a gauge of their worthiness
for future state subsidies. Accordingly, under the guidance of the developmental state,
firms and their activities were regarded as an extension of state policy rather than wholly

autonomous profit-seeking entities competing in a free market.

Economic liberalization can be broadly construed as a process through which
state management of resource allocation and the private sector is transferred to a system
where prices and firms’ viability are established via free market operations with the state
receding to a role centered on maintaining a regulatory framework to facilitate market
operations. When placed within an international economic framework, the logic is
extended to foreign economic entities with the notion being that a state should
minimize—or eliminate—rents available to domestic firms that are derived from policies
designed to bestow competitive advantages upon them. As such, liberalization is often
tightly enmeshed with policies that serve to enhance the ability of external economic
actors to participate in the domestic marketplace based on its competitive merits and free
of constraints forged out of political proclivities. This study is largely concerned with the
mechanisms through which economic liberalization was married to the developmental

state model that had defined the Korean political economy for decades.

Korea’s legacy of state-driven development yielded an institutional and
ideological terrain that was predicated on different assumptions about the very nature of
what constitutes ‘appropriate’ state-private sector relations. As discussed above,
domestically the Korean developmental system favored a top-down management of

resource allocation with capital commonly used as both a carrot and a stick to induce

4



Korea’s ostensibly private firms to carry out centrally planned macro objectives.
Similarly, when compared to the neoliberal approach, the logic of the developmental
system also encompassed a much different approach to the role of foreign firms and
investors in the domestic marketplace. Under the developmental state regime, Korean
policymakers often conscientiously sought to keep foreign firms and investors on the
periphery of domestic the domestic economy, maintaining the domestic economic sphere
as a protective cocoon incubating the chaebol, as they upgraded their production
capabilities and earned foreign currency through export sales. Further, just as the state
was insistent upon maintaining dominance over the private sector, foreign firms were
generally viewed as a means of fomenting potentially pernicious alternative nodes of
power that were outside of the state’s carefully managed financial inducement regime.
To this end, the Korean developmental state relied heavily on loans and licensing as a
means of procuring foreign capital and technology, with the few foreign firms allowed in
only under very specified and highly managed conditions. This long-held preference for
limiting the operations of foreign firms in Korea represents one of the most important

factors inhibiting Korea’s full conversion to the neoliberal political-economic model.

In sum, the fundamental differences between the developmental state and
neoliberal models offer one potential explanation for the truncated nature of Korea’s
liberalization efforts. For example, the institutions that were responsible for coordinating
private sector activity may resist the encroachments upon their power and autonomy that
tend to accompany the movement of economic organization away from centralized state
management toward a more atomistic market structure. Further, the developmental state

was largely underpinned by a mercantilist ideational framework which extolled



maximizing exports while insulating domestic firms from foreign competition and
maintaining a strict oversight of capital flows, seeking to bend their trajectory in
accordance with the state’s development goals. To this end, this project explores the
degree to which the resistance to deeper foreign involvement in the domestic economy
that may be embedded within domestic policy institutions and their impact on policy

outcomes.

The dilemmas interspersed with the task of reconfiguring the economy in a more
market-oriented, or neoliberal, fashion have certainly not been exclusive to Korea. Many
other states over the last several decades have set out along a similar policy path that has,
as with Korea, often involved undergoing significant breaks with the status quo. As such,
the causes and consequences of accelerated economic liberalization by a multitude of
states around the globe have emerged as a central focus of International Political
Economy scholarship. This research has generated a set of explanations that offer
competing frameworks seeking to elucidate the critical variables explaining both the
causes of economic liberalization at the domestic level and the constellations of domestic

coalitions that will arise in response to efforts to implement liberalizing reforms.

These theoretical frameworks often focus on different attributes of the domestic
political-economic milieu such as the relative import state and its institutions* versus the

influence of the overall economy’s attributes in terms of its specific factor endowments

*For example, Weiss (2000; 2005) focuses on the changing role of the state, and developmental states in
particular, and argues that the state’s role in the economy has evolved rather than receded with increased
liberalization. Amsden (1989) and Woo (1991) offer two of the most compelling explications of the Korean
developmental state’s structure and functions. Pirie (2008) argues that the Korean state has undergone total
reconfiguration and can now be categorized as a neoliberal political economy.



and how their various arrangements will yield different societal coalitions.” Similarly,
one subset research centered on regime type has sought to establish causal connections
between the processes of democratization and economic liberalization. ® These
approaches often focus on how the extension of voting rights to the public will effect elite
preferences with regards to liberalization. Another strand of scholarship has tended to
locate the primary source of liberalization amongst foreign actors focusing on either the
coercion or suasion of external stakeholders (e.g. foreign governments, international
institutions, and private economic actors).”  Finally, some research has focused on
liberalization as an ideological movement that is tied to the transmission of neoliberal
economic ideas to various states via technocrats trained in market-centered economics.?
This study is centered largely on seeking to understand the variations in Korea’s
economic liberalization through a critical analysis of these lenses offered by these

competing conceptualizations when mapped onto the Korean case.

When considering these explanations in the Korean context, it is notable that even
as it attained political liberalization, witnessed the emergence of elected officials and
bureaucrats espousing the necessity of economic liberalization, endured a torrent of
criticism directed at its policies from the U.S. and other major economies, and joined

liberal international institutions such as the WTO (1995) and the OECD (1996), efforts to

® For example, Frieden and Rogowski 1996; Frieden, 1991; Milner 1988; Rogowski 1987.

® For example, Milner and Mukherjee 2009; Milner and Kubota 2005; Mansfield, Milner, and Rosendorff
2002.

" For example Haggard and Maxfield (1996) cite pressure from the U.S. as the primary explanation for
Korea moving in the direction of financial liberalization. Kwon 2004; Gills 1996; and Kang 1995 also cite
external pressure, particularly from the U.S., as an important part of explaining liberalization of the Korean
economy.

& For example, Moon and Jun 2011; Chwieroth 2007; Dent 2002; Woo 1991



attain the status of a fully open economy willing to expose its domestic economy to
foreign competition and unencumbered capital flows have been characterized by mixed
results. This study identifies these variations through case studies centered on trade,
finance, and FDI, respectively. It evaluates hypotheses derived from the IPE literature,
including ones focused on the structure of factor endowments, state preferences,
democratization, external influences, and ideational diffusion. Identifying the primary
societal and international sources of influence on Korean policymakers and their
respective policy preferences, along with the preferences of the policymakers themselves,
this project evaluates whether or not they favored or opposed liberalization as predicted
by theory as well as the pressure they brought to bear in a given issue area and the impact
this had on the observed outcomes. Thus, the oscillations and unequal distribution of
policy outcomes vis-a-vis liberalization across sectors and issue areas are analyzed
through an explication of the key stakeholders within different policy domains and their
respective roles in explaining the outcomes observed. Additionally, the structure of this
project provides the opportunity to further our understanding of the ways in which the
independent variables condition one another by capitalizing on the fact that, “[c]ase study

methods provide opportunities for inductively identifying complex interaction effects.”®

At its core this project endeavors to hold the various analytical lenses emerging
from the prominent explanations presented above in seeking answers to five central
questions driving this research: What explains the variation in the degree of economic
liberalization over time and across issue areas? Why has this process varied across

industries and sectors? What role has the state played in the process? What impact has

® George and Bennett 2005, 212.



democratization had on the form and content of the process? What impact have external
and ideational factors had on the nature of reforms? While the process of liberalization is
sometimes conceived as a constant movement towards ever increasing degrees of
openness, the longitudinal and horizontal variations that characterize the Korean case are
evident in the ensuing case studies. They are replete with instances in which certain
liberalization initiatives were largely effective while others were tempered by incomplete
implementation or subject to retrenchment, or certain areas of the economy (e.g.
agriculture and capital flows) where liberalization was deemed potentially
destabilizing—politically, economically, or both—and thus blocked or handled with

extreme caution. The primary goal of this project is to explain such variations.

Liberalization in Korea (1980-2010): A Mixed Legacy

As opposed to most developing economies in the post-WWII era, Korea’s state-
driven, centralized, developmental model yielded remarkable results in terms of
generating wealth and fostering significant steps in the direction of more technologically
sophisticated production. However, following the assassination of Park Chung Hee—and
in the wake of the massive state outlays connected to his Heavy-Chemical
Industrialization (HCI) initiative'® —fissures began to emerge in this vaunted system that
had mixed export promotion with an insular domestic marketplace and the subornation of
the private sector to the state’s dictates. For these reasons, explaining the permutations in

the process of economic liberalization in Korea involves understanding its past successes,

% The HCl initiative was largely conceived as a means of meeting two primary goals, 1) propelling the
Korean economy out of its reliance on low value manufactures towards higher value added capital intensive
goods and 2) developing Korea’s domestic defense industry due to Park’s growing concern (especially
during the Carter administration) about the credibility of the U.S. commitment to defend Korea.



as well as it future aims. The central argument put forth in this project is that in spite of
the pressures placed on the Korean state, from both internal and external sources, the
forces unleashed by democratization in conjunction with the institutional and policy
legacies of the developmental era were instrumental in stemming the degree to which the
neoliberal model could take hold. Thus, though the overall trajectory during the last few
decades has left the Korean economy in a substantially more liberalized state when
compared to 1980, domestic factors play an essential role in explaining the constraints
on the depths to which liberalization could reach in Korea and thus the variations in

policy outcomes that are detailed in the case studies.

From a broad perspective, liberalization in the Korean case can be understood as a
process through which long-held assumptions and proclivities regarding the nature of
economic growth came to be challenged in several fronts. First, the onset of severe
economic crises (i.e. 1980-1 and 1997-1998) left policymakers in search of immediate
remedial measures with the greater liberalization and the rollback of the extensive
institutional and policy instruments that constituted the developmental state rising to the
fore in both instances. Second, in terms of secular trends in the economy, the gradual
materialization of the internal limitations of the state-directed, relatively closed, trade and
financial systems became increasingly pressing and a source of great concern. Korean
policymakers began to worry that industry’s hitherto ceaseless movement up the
production ladder had hit a bottleneck that could not be traversed without significantly
deepening the economy’s immersion within the international economic order. Third,

beyond the industrial limitations developing in the Korean economy, the quickening pace

I Which, given the state of foreign economic policy at that time, creates an extremely low base measure for
comparison.
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of the coalescence among the major economies around instituting a more neoliberal-
oriented global economic order served as a catalyst for mounting pressure from a host of
external actors (e.g. bilateral partners, private economic actors, and international
economic institutions). These foreign stakeholders increasingly came to the view that
Korea’s economy had grown to the point where it could no longer justify its high level of
barriers to foreign access to its domestic market and given its significant dependence on
export revenues, was merely free-riding on the public goods forged by the more
liberalized developed economies. Finally, part and parcel of many of these criticisms of
the outwardly-open/inwardly-closed nature of Korea’s developmental model were
ideological critiques—from both foreign and domestic sources—of Korea’s statist
political economy as an outmoded relic incapable of succoring Korea’s aspirations to join

the ranks of the wealthiest, most advanced, economies in the world.

However, given the aforementioned highly touted successes generated by the
Korean development model—transforming the country from an agrarian economic
backwater to one of Asia’s leading economies in just over a generation—one is not hard
pressed to appreciate that a sizable portion of domestic actors retained a certain fealty for
this particular mode of political-economic organization. Among them, the dedication to
maintaining the status quo was driven by straightforward self-interest either in terms of
preserving economic benefits or political power, or as a result of certain ideological
commitments to components of the developmentalist model, especially the strong
disposition towards minimizing the scope of foreign influence in Korea’s economic
affairs. ~ Most prominent among those seeking to maintain the status quo were: 1) large

portions of the economic bureaucracies that for decades stood at the nexus of the tight
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web interlacing the state and private sector and often viewed liberalization as tantamount
to an abdication of their role in economic management as well as the power that came
with it, 2) civil society interest groups that had long been repressed under the military
dictatorship (1960-1987) emerged as vocal actors in the economic policy process often
working to blunt efforts by presidents and high ranking officials to move policies in a
more neoliberal direction, 3) agricultural and financial interest groups also strongly
opposed liberalization as they were both—for different reasons—qreatly hampered in
their development making them decidedly vulnerable to the heightened competition that

would certainly accompany the relaxation on foreign access to the Korean market.

For their part, the chaebol generally took a much more selective stance towards
liberalization, pushing for reforms they found to their benefit while seeking to quash
those they believed would be harmful in terms of eroding certain subsidies or protections
they had come to rely on. Some notable areas that encapsulate these varying positions
across policy domains would be those of inward FDI, especially rules covering mergers
and acquisitions on the part of foreign firms and investors which can be contrasted with
their evolution in the direction of a more favorable position towards financial
liberalization. The chaebol, often via their trade association the Federation of Korean
Industries (FKI), offered a stiff resistance to the state’s efforts to have their most troubled
subsidiaries sold off to foreign buyers and took to rallying civil society organizations to
their call to keep the presence of foreign economic actors at bay. In the case of financial
liberalization, during the 1980s the chaebol primarily fought to maintain the status quo as
it had long been configured to serve their specific interests through the capping of

interests rates and the provision of subsidized credit. However, as Korea’s financial
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system began to evolve the chaebol reversed course and began to demand the relaxation
of capital restrictions that curtailed their access to foreign capital markets which they saw

as essential for the continued sustenance of their growth-centered model.

Understanding the interplay of this array of forces—some pushing Korean
policymakers to embrace deeper levels of liberalization with others simultaneously
pulling them back towards the statist status quo—is critical for developing thorough
explanations for the mixed results that define Korea’s liberalization initiative over the
previous several decades. A central element in this process can be located in the impacts
democratization had on the process of economic liberalization in Korea, often in ways
contrary to the expectations of theories that have proffered a generally positive
correlation between political and economic liberalization. The movement towards
political liberalization broke into the mainstream of the domestic politics with the
emergence of massive demonstrations in the mid-1980s that increasingly attracted the
generally conservative middle-class and culminated with the first free presidential
elections in over three decades in 1987. Significant transformations of this sort are bound
to carry with them a host of major political and economic implications in any state. In
the Korean case, political liberalization tended to infuse the process of economic
liberalization with additional complications for policymakers seeking to institute reforms

which have important implications for this study.

Most importantly for the questions considered in this project is that the opening of
the domestic political sphere would foster the inclusion of long-marginalized groups
through their participation as voters while simultaneously enhancing the power of civil

society organizations representing particular interests supporting farmers, labor unions, or
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the general curtailment of foreign products/firms in the domestic economy. These groups
were often firmly in the liberalization-skeptic camp and continually demonstrated the
capabilities to attract extensive popular support and generate massive street protests on a
scale that are bound to capture the attention of politicians in any system where they must
regularly face the electorate. For these reasons, democratization emerges in the case
studies as crucial factor for explaining the truncated nature of liberalization in Korea over

the past several decades.

One of the more interesting examples of this phenomenon involves the multiple
instances where agricultural interests group—a relatively minor, and declining, group in
terms of both population and economic output—were quite effective in garnering the
support of urban-based civil society groups in their struggle to ward off the
dismantlement of Korea’s sizable assortment of import barriers protecting domestic
farmers.  Additionally, civil society groups were often very effective at mobilizing
against reforms that relaxed the restrictions on the operations of foreign firms in the
Korean economy which brought pressure on policymakers to move cautiously in the
liberalizing policies governing FDIl—especially those related to foreign equity
restrictions and hostile takeovers. These mass demonstration movements were often quite
effective in reducing policymakers’ decisional latitude when crafting policies and

negotiating policy adjustments in bilateral and multilateral forums.

In addition to empowering the formerly politically dispossessed, democratization
simultaneously worked to strengthen the hand of chaebol as a competitive electoral
system ordained them as important sources campaign and party fundraising while also
curtailing the state’s ability to govern them in the command style that had frequently been
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employed by the dictatorship.*? This new found source of influence was representative of
another key development in the Korean political economy over the course of this study in
that the chaebol took ever bolder steps towards excising the state from its long-held
position at the apex of Korean industry. No longer satisfied with their role as supplicants
clamoring for the state’s financial backing to expand their production portfolios, the
chaebol began to see the cultivation of financial sources outside of the state’s network as

an essential tool for extricating themselves from its strict oversight.

In this regard, the state’s tentative steps towards a more liberalized financial
system in the early 1980s would spawn fissures in the institutional ramparts tasked with
securing its dominance over industry.'® These measures by policymakers, such as the
encouraging the growth of non-bank financial institutions (NBFIs), served to further
embolden the chaebol’s efforts to extricate themselves from the intensive state
involvement in their affairs that had been one of the core features of the developmental
state system. Thus, as this instance demonstrates, liberalization reforms in one period can
assist us in explaining the nature of future outcomes—i.e. the chaebol’s success in the
1990s of having the restrictions on their access to foreign lenders—as the reforms
undertaken in the early 1980s had the effect of breaching the hermetic seal that the state

had long maintained on industry’s unmediated access to capital.

In addition to the important role of firms and civil society interests groups in the

form and content of economic liberalization during this period, the powerful economic

12) ee and Han 2006; Far Eastern Economic Review, 3/1/1990.

3 Lee et al 2005, 19; Lee and Han 2006; Lim 2009; Zhang 2002; Kong 2000; Pirie 2008; Woo-Cumings
1999.
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bureaucracies emerge as another important explanatory factor in understanding the
constraints on Korea’s efforts to move towards a neoliberal political-economic
configuration. These powerful agencies, especially the Ministry of Finance (MOF),
Economic Planning Board (EPB), and Ministry of Industry and Trade (MTI) were
cultivated under Park Chung Hee’s rule and served as the fulcrum of the state’s
aggressive oversight of industrial activities. '* Even as Korea’s reform efforts
commenced in earnest, these agencies continued to be staffed with a large portion of
officials skeptical of liberalization’s merits and frequently sought to block or curtail
policy changes emanating from the presidents. They often saw their own political
fortunes as well as ideological commitments to the statist/mercantilist ethos that

underpinned the developmental state at risk from overly aggressive liberalization.

Despite the prominent status quo bias within the bureaucracy, an internal voice
for the need to refashion the Korean political economy emerged from a cadre of
neoliberal proponents would emerge in the 1980s—Iargely from within the EPB—and
began to advocate for the marketization of the Korean economy as the best way to ensure
long-term prosperity. These officials were often sought out by the presidents and brought
directly into their inner circle as personal advisors. That said,, the evidence presented in
the case studies generally supports the contention that, as a whole, the bureaucratic
agencies often engaged in rearguard actions against reforms they felt were too radical and
risked setting off destabilizing reverberations throughout the domestic economy. One

notable example of this would involve the MOF’s staunch resistance to the liberalization

4 Under Korea’s state-led development model the continued provision of subsidized credit was often tied
to firms’ ability to meet preset production targets. The economic bureaucracy played a central role in
ensuring that these targets were being met. Kim, Byung-Kook (2011, 200-232) offers an excellent analysis
of the economic bureaucracies’ functions during the Park Chung Hee era.
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of finance especially when it came to the restrictions on capital movements and the

extension of national treatment to foreign financial institutions.

Further, the evidence presented also details numerous instances where reforms
were executed by the agencies charged with their implementation in a manner that
subverted their intent—e.g. expanding the prerogatives of foreign economic actors—
yielding a chasm between stated policies and their genuine impact on doing business in
Korea. These implementation gaps were often concentrated in areas where many in the
bureaucracy found liberalization to be especially pernicious. Examples of this would
include agricultural goods that though ‘liberalized” were often subject to lingering
impediments at the border, or maneuvers undertaken to ensure that Korean firms up for
sale would not be bought by foreigners though officially the bidding was to open to all
potential buyers. Thus, the evidence presented in the case studies makes a solid case that
throughout the period under study, Korean presidents—who were generally disposed to
move economic policy in a more liberal direction—consistently found their reform
initiatives subject to bureaucratic interdictions through the use of both the formal and

informal mechanisms at their disposal.

Beyond the impact of domestic forces on the political-economic climate within
Korea, as the Washington Consensus®® gradually emerged as the standard by which a
state’s reputation as an adherent of the neoliberal international order was measured, the
Korean government increasingly looked out at a world that was no longer as tolerant of

the pervasive barriers to foreign economic actors that had constituted a pillar of the

> The term originally coined by John Williamson to capture a set of market reforms favored by
Washington policymakers in ten major issues areas including the liberalization foreign economic policy.
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developmental state model. More importantly, the implementation of neoliberal foreign
economic policies removing impediments to the flow of goods and capital across national
boundaries were considered of particular importance for the most advanced industrial
economies within the international system, which represented critical markets for Korea’s
exports. Korean policymakers and their counterparts from the U.S., the EC/EU,
international economic institutions, as well as private sector stakeholders were
persistently at loggerheads over Korea’s developing economy status and in turn the

degree of its obligations to support the liberal economic order.

The evidence presented throughout this study makes plain that in many instances,
Korean policymakers—even those generally in favor of deepening Korea’s level of
liberalization—and external stakeholders consistently defined Korea’s economic situation
quite differently. This yielded a predictably wide rift in the degree and pace of economic
liberalization that foreign stakeholders and the Korean government considered optimal.
These disparate conceptualizations emerge as a persistent source of acrimony between
Korean officials and external actors, often resulting in policy outcomes that failed to meet
their expectations or demands of foreign stakeholders. Indeed, even following its
attainment of OECD membership, solidifying its classification as among the world’s
most developed economies, Korean officials continued to contend that its weakest sectors
such as agriculture and financial intermediation should be granted greater latitude vis-a-
vis liberalization so as to preclude an overly burdensome domestic economic dislocation.
Thus, far from serving as a passive conduit of the prevailing economic wisdom of the

time, from the initiation of liberalization efforts in the 1980s under the military
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dictatorship of Chun Doo Hwan'® to the present consolidated civilian-lead democracy,

the state has sought to etch out its own conception of internationalization.

In many instances throughout the case studies top policymakers found themselves
chided from without by foreign governments, international institutions, and private
foreign economic actors for the sluggish pace and circumscribed scope of their reforms
while they were simultaneously attacked from within by domestic firms, bureaucrats, and
civil society organizations for risking Korea’s economic wellbeing and autonomy through
the adoption of reckless reforms. The muddled nature of many of Korea’s reform
initiatives reflect a state that often—especially following democratization—attempted to
placate the competing concerns emanating actors on both sides of this divide, quite often

to the satisfaction of neither.

Organization of the Project

This project derives hypotheses from prominent theories and tests these over three
case studies centered on trade, FDI, and finance, respectively. Chapter 2 entails a
discussion of the major theoretical explanations that have been employed to explain
economic liberalization at the domestic level and develops hypotheses from these
theories to be tested in the case studies. Chapters 3 on trade, 4 on FDI, and 5 on finance,
constitute the empirical body of the study, consisting of three case studies at the heart of
this project. They trace the process of economic liberalization within the three issue

areas from 1980-2010 identifying the most relevant components of these core foreign

'® During his inaugural address Chun indicated his desire to move the Korean political economy in a new
direction, declaring “that economic liberalization was henceforth the aim of the new republic” from Woo
1991, 191.
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economic policy issue areas and evaluating the degree of economic liberalization
observed over the period. Chapter 6 offers conclusions that summarize the project’s key
findings, evaluates the hypotheses tested in the case studies and discusses the
implications for future research on economic liberalization in general and Korea’s

political-economic transformation in particular.
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CHAPTER 2
EXPLANATIONS OF PATTERNS OF LIBERALIZATION

From a broad perspective, economic liberalization can be understood as a process
through which policies governing the flows of goods, services, and capital are relaxed so
as to be, to a larger degree, governed by market-determined factors rather than controlled
by state policies which alter prices or place quantitative restrictions upon certain
commercial categories. The central dependent variable in this study is the degree of
liberalization and the policy decisions as they relate to the degree of liberalization in a
given sector of the economy is liberalized. As the final word on such outcomes resides
exclusively with the state, governmental decisions regarding the degree and form of

liberalization covering a given domain of the economy will serve as its indicator.

In measuring the dependent variable the extent to which liberalizing reforms are
accompanied by observable alterations in the magnitude of economic flows are also
consider so as to account for any potential lag between state policies and empirical
outcomes which potentially represent the existence informal barriers to entry. To be sure,
understanding and identifying the numerous gaps between official policy outcomes in the
direction of liberalization and residual mechanisms for attenuating such efforts is critical
to understanding the process of economic liberalization in Korea in total. Kono contends
that informal barriers to market entry may be particularly attractive to leaders in
democratic states as the onset of political liberalization may facilitate the substitution of
“transparent trade barriers with less transparent ones.”’ Thus, the dependent variable

captures formal measures of openness (e.g. the reduction of tariffs or the removal of

12006, 369.
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restrictions on FDI in certain industries), while simultaneously seeking to identify any
informal barriers that operate as de facto impingements on the ability for foreign firms
and investors to access the Korean economy (e.g. bureaucratic foot-dragging).
Accounting for both formal and informal measures of liberalization proves particularly
important in the Korean case as the mismatch between formal policy adjustments and
working level implementation of such reforms emerges as a key theme across all three

case studies.

As this study focuses primarily on Korea’s foreign economic policy,
operationalization of the dependent variable across the three case studies is mainly
achieved via measurements of policy outcomes extending foreign economic actors
greater access to, and participation in, the Korean economy. However, the fact that in
some instances reform efforts targeting foreign economic policy often contained ancillary
components aimed at the domestic marketplace is also accounted for when pertinent. In
many cases, domestic and foreign economic policy adjustments were conceptualized by
policymakers as two sides of the same coin. For example, when attempting to liberalize
Korea’s financial system, fostering a more competitive environment for domestic banks
was viewed as a necessary antecedent to relaxing the barriers to entry for foreign
financial institutions as policymakers were concerned that Korean banks would be unable

to remain viable in a fully internationalized domestic marketplace.

In no small part, the very triumphs of Korean industry made policymakers the
targets of a growing chorus of external economic stakeholders bemoaning Korea’s blend
of robust exports revenues with the maintenance of numerous barriers to foreign

economic activity within the domestic economy which elevated the urgency of
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undertaking reforms. While the presidents and their advisors tended to be advocates for
remodeling the Korean economy more along neoliberal lines, large swaths of the
bureaucracy continued to resist efforts in these directions often serving to stymie the very
reforms they were charged with administering. For the chaebol, liberalization was often
treated much more as an a la carte menu rather than the comprehensive set of
interlocking reforms envisioned by neoliberal advocates. For instance, the chaebol came
to press hard for liberalizing capital controls in the 1990s so has to grant them direct
access to foreign loans? while offering stiff resistance to FDI reforms that held the
prospect of allowing the takeover of Korean firms by foreign ones. Similarly, for societal
interests groups there was often displayed a hefty skepticism regarding the efficacy of
liberalization. The most noteworthy area of resistance surrounds issues pertaining to the
liberalization of imports that would compete with Korea’s staple crops, as agricultural
interests were repeatedly able to coalesce with anti-liberalization urbanites often in the
form of massive street demonstrations which instilled a great deal of trepidation in

elected official when broaching these sensitive topics.

It is apparent that economic liberalization in Korea is a terrain fraught with
clashing interests (both foreign and domestic) and ideologies (statist vs. neoliberal) which
often placed policymakers in seemingly intractable decisional predicaments where one or
more important stakeholder/s would object, regardless of the outcome—in several cases

the criticism poured in from both sides of the liberalization debate.

2 This position had both economic (the need to expand their pool of available capital) and political (a desire
to extricate the state from its financial decision-making) components.
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The ensuing section situates the process of economic liberalization in Korea
within the IPE literature devoted to developing theories that explain how the global shift
towards a more neoliberal framework affects the configuration of domestic political
economy that is in turn utilized to develop the hypotheses tested in the case studies. This
is followed by an explication of the specific research methodology employed in this study
and concluding comments that detail this project’s contribution to our understanding of

both the Korean political economy and the process of economic liberalization in general.

Existing Explanations and Hypotheses

Several recent strands of scholarship provide the analytical tools and critical insights
that guide my research and are utilized for the generation of the hypotheses tested. The
Open Economic Politics (OEP), democratic politics—economic liberalization nexus, and
two-level game literatures provide important theoretical and analytical frameworks for
explaining outcomes in the Korean case and understanding the forces that lead them to be
selected over alternatives. Hypotheses developed from these literatures will be
considered in comparison to alternative explanations centered on the influence of the
developmental state legacy, the impact of the diffusion neoliberal ideas, and pressure

from external actors.

Open Economy Politics (OEP)

The OEP literature can, in part, be traced to Gourevitch’s landmark article in
which he proposes that “in using domestic structure as a variable in explaining foreign

policy, we must explore the extent to which that structure itself derives from the
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exigencies of the international system.”® He proposes that rather than conceiving of
second level analysis simply as the utilization of domestic politics as an independent
variable to explain a given foreign policy outcome, we can also invert the causal chain so
as to understand certain domestic political outcomes as the outgrowth of mechanisms
located at the systemic level. OEP-centered analysis builds up from the micro
foundations of the interests attributed domestic economic actors given their relative
position in the international economy, which in turn are funneled through existing
political institutions, building up to political outcomes in foreign economic policy.* This
general framework spawned a vast literature that has employed various political-
economic models to explain how the forces of globalization will alter the domestic

political landscape.

With regards to economic liberalization, several of the most significant
contributions to our understanding of the effect of economic liberalization of domestic
interest groups have come from theories seeking to explain patterns of alignment amongst
economic interests within a given state utilizing theories of factor endowment and factor
specificity. When attempting to explain political coalitions of economic actors lobbying
for or against the expansion of trade liberalization, Rogowski employs the Stolper-
Samuelson economic model which predicts that abundant factors stand to benefit the
most from lower barriers to trade while relatively scarce factors will experience a relative

decline in their economic fortunes as trade restrictions are removed.® From here, the

3 Gourevitch 1978, 882.
4 Lake 20009.

® Rogowski 1987.
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logic proceeds in a straightforward fashion as this model predicts, ceteris paribus, the
economic actors associated with the primary factors of land, labor and capital will
support greater trade openness if their factor is relatively abundant and oppose
liberalization if it is relatively scarce. Further, he argues that as holders of abundant
factors see economic outcomes turn in their favor they should experience an
accompanying rise in their political stature indicating a potential for a positive feedback
loop to commence.® This observation is fleshed out more thoroughly by Hathaway, who
develops a model which purports that increased trade liberalization slowly pushes all
factors over time towards economic activity associated with more efficient and
competitive utilization of resources, thus increasing the benefits derived from greater
openness.” In sum, “[a]s industries adjust to more competitive market conditions, their
characteristics change in ways that reduce the likelihood that they will demand protection

in the future.”®

When applied to the Korean case these theoretical conjectures yield
hypothesis that offer testable predictions regarding the relation between of a given
economic actor’s location in Korea’s economic milieu and their stance vis-a-vis

economic liberalization.

H1a: Holders of the Korean economy’s abundant factors will be the most vocal advocates
for liberalization.

Hip: Holders of the Korean economy’s scarce factors will be the most vocal opponents of
liberalization.

® Ibid.
" Hathaway, 1998.
® Ibid., 606.
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The Korean case provides an interesting test of the Stolper-Samuelson theory of
political cleavages resulting from increasing economic liberalization. As Korea has
steadily moved from relatively labor-abundant towards a relatively capital-abundant
economy over the period under study (1980-2010), this model would predict that labor’s
demand for liberalization should diminish and capital’s should increase, or stated
inversely, labors demand for protectionism should increase while capital’s should
decrease. Some evidence of this transformation is indicated by the continual growth of
the rate of physical capital per worker (see Figure 2.1) with a total increase of 569
percent in the period 1980-2007. This secular shift in Korean economy from labor
intensive, lower value-added goods toward more capital-intensive products is further
evidenced by the secular transformation in its export profile as the proportion of exports
in the form heavy manufactures more than doubled between 1980-2010, while that of
light manufactures declined by nearly two-thirds (see Table 2.1). Further, Korea’s dearth
of arable land coupled with a total population expansion of nearly 30 percent from 1980-

2010 (from 30.1 to 49.4 million) ensured that Korea’s economic policymakers would be

Figure 2.1 . .
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Source:Shirortori, Tumurchudur, and Cadot 2010, UNCTAD.
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Table 2.1

Light vs. Heavy Manufacturing (% of total exports)
Manufactured Goods Classified Chiefly by Material Machinery & Transport Equipment
1980 35.72 20.31
1990 | 22.08 39.29
2000 | 17.64 58.21
2010 | 12.96 56.58

Source: Korea International Trade Association accessed via http://kosis.kr/eng/

forced to contend with its land scarcity. To be sure, this land scarcity in conjunction with
Korea’s relatively small-scale, labor-intensive agricultural sector produced a situation
where trade liberalization was certain to exact a significant toll on farmers who were
largely unable to compete with international prices. As the case study of trade makes
plain, the agricultural sector was certainly one of the staunchest opponents of
liberalization and more importantly were consistently able to garner public support for
their cause well in excess of their economic and demographic representation within the

domestic economy.

With the inclusion Hathaway’s model there is an expectation that as liberalizing
economic reforms are implemented by Korean policymakers all factors of the economy
will begin to shift into economic activity that reflects the new economic imperatives
generating a positive feedback loop in favor of further reforms. Thus, as efforts to
liberalize the Korean economy took a firm hold on the highest levels of the government
during the early 1980s and continued throughout the period understudy the theory would
predict that the coalition opposed to liberalization should abate as domestic economic
actors adjust to the contours commensurate with a more liberal regime. The thirty year

temporal scope of the project offers an excellent opportunity to test this proposition as it
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is not only able to evaluate whether or not the domestic opposition to liberalization did
indeed decrease over this period, but also whether there are any observable differentiation

across the major issues areas of foreign economic policy.

H,: As more liberalizing reforms are enacted, the level of political opposition to
liberalization will decrease over time.

Frieden utilizes the factor-specificity model to explain the political coalitions that
can be expected to form in response to efforts to liberalize finance.® Similar to Rogowski,
he points to the cleavages one can expect to see based on the relative effect financial
liberalization will have on the economic fortunes of various economic actors. He predicts
that producers of tradable goods and holders of financial assets in wealthy states will
lobby for increased financial openness while holders of specific assets will seek to stem it.
In relatively poorer economies, holders of specific assets will see their conditions
improve (due to increased access to foreign capital) while holders of financial assets will
suffer from the increased competition of foreign financial inflows. Assuming a world of
relatively free capital mobility, Frieden utilizes the Mundell-Fleming Condition™ to
argue that governments face a trade-off between maintenance of a fixed exchange rate
and monetary policy autonomy. As a result, “[a] trade-off Dbetween national
macroeconomic policy autonomy and exchange rate stability has developed, with
international investors and traders more willing to give autonomy for stability and with

the nontradables and domestically oriented sectors more interested in autonomy than in

®1991.

19 An economic model holding that states seeking to 1) allow capital mobility, 2) maintain fixed exchange
rates, 3) retain monetary policy autonomy; can only achieve two of the three simultaneously.
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fluctuations in the exchange rate.”'* This framework of analysis generates an expectation
that interest group cleavages will emerge along a sectoral rather than labor-capital axis
with both employees and owners lining up for or against liberalization depending on their

ability to thrive in an environment of greater economic openness.

Hsa: Holders of specific factors will oppose economic liberalization while those holding
mobile factors will favor or not oppose liberalization.

Within the Korean context, especially in the case of finance, factors surrounding
this theory and hypothesis play a significant role in the political perturbations of this
period as control and management of the financial system had served as a foundational
component of the developmental state system and financial liberalization entailed the
dismantling of this institutional configuration. During the 1990s Korea’s relatively
closed financial system, and the curtailment of the activities of foreign financial
institutions and restrictions on capital flows more specifically, would serve as a
significant source of acrimony between Korean officials and their foreign counterparts.
Further, at the domestic level it was the chaebol who, seeking to gain access to foreign
capital markets pushed for the loosening of capital restrictions so as to expand its
prospective pool of capital as well as disentangle its financing from the state’s oversight.
To be sure, while Frieden’s theory assumes a world of relatively unencumbered capital
movements, in the Korean case, the maintenance capital controls were considered
essential to avoiding a substantial influx of foreign capital seeking to capitalize on

Korea’s high interest rates inciting the won’s rapid appreciation. From the perspective of

1 Erieden 1991, 450.
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policymakers, stemming the won’s appreciation was essential to maintaining the vitality

of Korea’s export centered economy.

In addition, Frieden’s distinction between the expectations for relatively wealthier
economies and relatively poorer ones is also an important consideration for the Korean
case. As with factor endowment-centered analysis, the Korean economy underwent a
significant alteration in its level of prosperity during this period transforming from a
middle-income economy exporting mostly textiles and other light manufactures to one
the world’s leading economies and amongst its most prolific exporters. Real GDP per
capita swelled from $5,300 in 1980 to $29,400 in 2010 representing a more than fivefold
expansion in wealth. Thus, the consideration of Frieden’s contention that in wealthier
economies, producers of tradable goods will advocate for increased financial
liberalization, allows for an additional, temporally conditioned hypotheses regarding

Korea’s largest exporters, the chaebol.

Hap: As the Korean economy becomes wealthier, the chaebol will increasingly advocate
for greater financial liberalization.

There have also been several important contributions to the literature employing
the OEP mode of analysis in seeking to explain the overall volume and nature of FDI
flows given certain domestic political conditions. Some work has theorized and offered
empirical support for the notion that democratic states are more likely to be recipients of
greater inward FDI flows.*> The primary causal mechanism proposed by Jensen is that as

FDI exhibits an “ex-post/ex-ante bargaining nature” the credibility of government

12 Jensen 2003.
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commitments is at a premium in the minds of potential investors.™® This in conjunction
with the finding that, ceteris paribus, investors will view the commitments made by
democratic governments as more credible to those proffered by authoritarian one, leads to
the prediction that democratic states are more likely to be viewed as a relatively favorable

locus for FDI.%*

H,: Democratization will lead to an increase in inward FDI.

As the works reviewed above indicate, over the past several decades OEP
scholarship has provided constructive tools and insights for improving our understanding
how the larger secular trend towards globalized production and exchange will alter or
reconfigure domestic coalitions in the face of increased levels of economic openness.
However, Oatley contends that for all of its merits, especially its dedication measurement
precision, OEP centered research has purchased this precision by means of a reduction in
complexity.’> He argues that through their explicit focus on domestic level variables,
OEP theorists may be missing causally significant variables associated with interstate
activities as “the political behavior we model is often a function of the interplay between
domestic politics and macro processes.”™ Thus, he encourages scholarship that explores
the interaction between international and domestic influences. This stems from

recognizing that though states ultimately govern a given society and retain the final say

" Ibid., 610.

' Jensen utilizes measures of how investors gage the risk of purchasing the sovereign debt of a given state
as a proxy measure for the confidence potential sources FDI will have in the credibility of commitments
made by the government.

1> Oatley 2011.

18 1bid., 318.
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on policy outcomes they are simultaneously embedded in a subsystem defined by
continuous economic, political, and ideational interactions. *” This project heeds Oatley’s
suggestion through constructing a framework of analysis that seeks not only to account
for systemic factors but understand how they interact with the variables and hypotheses
generated from the OEP literature with the goal of producing a more interactive, multi-
level understanding, of causes and consequences of political outcomes involving

economic liberalization in Korea.

Role of Political Regime Types

The Two-Level Game and Democratization

Oatley’s critique of the OEP framework’s lack of integrating the interplay
between the simultaneous influences of both external and domestic actors on political
outcomes harkens to the two-level game model first proposed by Putnam.’® Rooted in
formal logic, the two-level game theory purports that in seeking to forge international
agreements chiefs of government (CoGs) are forced into a situation where a given
agreement simultaneously satisfies the minimally acceptable conditions for both domestic
and foreign parties. The area where these parameters overlap is defined by Putnam as the
‘win-set’. Some specific features of the two-level game model are particularly relevant to
my study. Most notable is its attempt to account for domestic and systemic constraints as
well as the preferences of the (CoGs) that affect the overall potential for agreement as
well the contours of it upon its constitution. The two-level game approach can be

distinguished from second image reversed approach in that it “recognizes that central

" 1bid.

18 putnam 1988.
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decision makers strive to reconcile domestic and international imperatives
simultaneously.”*® In sum, leaders seek to achieve agreements closest to their preferred
outcome that also satisfy the demands of the domestic political actors charged with
ratification of any agreement, which in a democratic system will in turn be required to

account for the preferences of the electorate.

Further, it acknowledges the potential for political leaders to utilize international
negotiations as a means to achieve desired political outcomes at the domestic level that
would be untenable if attempted solely with the domestic political arena.?’ However, as
OEP analysis focuses on the sources of preferences on the part of domestic economic
interests and the two-level game model centers on the preferences of political leaders
there is potential for synthesis of the two analytical frameworks.?> Such an analytical
synthesis it quite germane to the Korean case as the state has been compelled to grapple
with the competing demands of both internal (primarily firms and the bureaucracy before
democratization in 1987, and including voters and civil society organizations thereafter)
and external sources (i.e. foreign governments, international institutions, and private
foreign economic stakeholders) of influence seeking to establish some equilibrium

outcome that satisfies all parties involved.

This project utilizes the two-level game framework, but in a more fluid way by
looking at the interplay of domestic and international interests as mediated through the

decisions and preferences of political leaders over time, as well as concentrating on the

1 Ibid, 460.
% Ibid.; Moravcsik 1993.
2! Moravcsik 1993.
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conclusion and ratification of specific agreements, including Korea’s accession to the
WTO and OECD, the IMF bailout package, or meeting specific U.S. demands for greater
market opening to U.S. firms. As Korea underwent a democratic transformation during
the period under study, a two-level game approach with an expanded time horizon could
serve to gain insights into how the political liberalization of a state affects the processes
of economic liberalization. The state’s attempts to reconcile the demands pressed upon
them by international forces and the often conflicting demands of demands of societal
interests, while at the same time seeking to further its own particular interests, emerges as
one of the central themes across the three case studies. Thus, the two-level game’s
conception of high-level officials straddling the international—domestic divide in pursuit
of some stable political-economic equilibrium offers a great deal of analytical purchase in
understanding and explaining foreign economic policy outcomes. In fact, the case studies
detail multiple instances where Korea officials, attempting to satiate these multileveled
demands, produced liberalizing reforms that external stakeholders found far too timid and

domestic opponents chastised as overly expansive.

Moon and Lim reinforce the utility of this approach by pointing out that the major
variables used to explain economic liberalization in Korea: the market, the international
system, the state, and networks “are not static, but variable, and their shifting nature

"22 Thus, as Korea has dealt

brings about profound impacts on economic performance.
with the simultaneous changes in the state (democratization), international system
(increased pressure for liberalization), and domestic economic structure (the shift from

labor-intensive to more capital-intensive manufacturing), it has been forced to attempt the

229001, 205.
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creation of a set of policies that are capable of accommodating the specific demands
arising from them, respectively. In particular, the mechanisms through which domestic
interest groups attempt to influence political outcomes and alter the contours of the ‘win-

set’ available to leaders.”®

For example, as the domestic political arena was opened to the general populace
through voting, labor through the ability to unionize, and to other civil society groups
with a stake in economic policy through lobbying, political leaders could seek to expand
their win-set by including them in their coalitions for reform. However, following
democratization Korean leaders consistently found the parameters of their win-set greatly
reduced as the newly sanctioned groups were vested with the ability to organize and
exercise their voice often constituted the most voracious opponents of liberalizing
reforms. Further, the expanded time frame can look for the potential spillover effects
from one agreement to future ones as they have the potential to “reshape domestic
interests” as “international agreements may provide the opportunity to restructure

domestic interests.”?*

The two-level game framework can also be utilized in conjunction with theories
seeking to explain the relationship between the process of democratization and the
likelihood of states embracing deeper levels of economic liberalization. Recent
scholarship has proffered a tentative endorsement of the causal relationship between

democratic political systems and the expansion of trade liberalization while the micro

%% Krauss 1993.
2 Evans 1993, 416. This formulation is potentially complementary to Hathway’s (2008) conjecture

regarding the drift of all factors towards activities better suited to take advantage of a more liberalized
system.
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foundations undergirding it remains under-theorized.”> Milner and Kubota posit that the
relationship between democratization and greater trade openness can be traced to the

’26 and thus

enfranchisement of the citizenry which in turn greatly expands the ‘selectorate
encourages political leaders to recalibrate their policies to capture a segment large enough
to win elections.”” They incorporate the Stolper-Samuelson model which predicts that an
economy’s abundant factor stands to benefit the most from liberalization, and as most
developing economies are relatively labor rich and capital poor, labor should see their
wages rise, and the prices of imports fall.?® Given that wage earners, as opposed to
owners and investors, represent the largest portion of the electorate, we should expect
leaders to tailor policies, such as trade liberalization, to capture their support.  Other
research has focused on the relationship between democratic governance and the
propensity to conclude international agreements often required to remove protectionist

measures.”® The argument is that political leaders will utilize trade agreements to

communicate their intentions to fight rent seeking and improve conditions for voters.

Hs: Democratization will lead politicians to increase their promotion of liberalization
efforts.

Though it has helped to clarify the mechanisms by which trade liberalization is
bolstered by democratic governance, the literature is lacking a clear explication of the

ways political and economic liberalization intersect and interact with one another. This

% Milner and Mukherjee 2009.

% They utilize the term ‘selectorate’ as defined by Bueno de Mesquita et al (1999) which encompasses all
people eligible to vote in a democracy and the portion of the elite whose support is required to maintain
power in an authoritarian system.

%" Milner and Kubota 2005.

% Ibid.

% Mansfield, Milner, and Rosendorff 2002.
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project furthers our understanding of how the new democratic government in Korea
sought to wed the interests of systemic stakeholders pushing for a more liberal economic
regime with the preferences of the domestic polity and the measures taken to mollify
discontented domestic economic actors. The case study method is particularly suited to
achieving these ends as it can investigate thoroughly the specific mechanisms the
government employed to achieve desired reforms, or those used by domestic interests
groups newly empowered by political liberalization to support or block them. The value
added is that the specific causal mechanisms that drove a given outcome that can often be

washed out or are unobservable when looking exclusively at macro level data.

The State

One of the most important facets to account for in the Korean case is the role of
the state itself. As Samuel Kim observes, although globalization and the adoption of
neoliberal economic principles are often viewed as a process through which the state
increasingly recedes from the economic sphere, in Korea globalization was initiated by
the state and carried out in a top-down fashion.* Further, the reluctance of the
economic bureaucracy—Ilong accustomed to wielding a great deal of power in domestic
affairs—to sign off on reforms that held the prospect of usurping its autonomy often
loomed over any liberalization reform initiative. This institutional legacy of the
developmental state (i.e. a robust bureaucracy possessing a high degree of autonomy in
formulating policy and exercising their authority over their domains) has important

implications for understanding the process foreign economic policy liberalization in

% Kim, Samuel 2000. See also Pirie 2005.
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Korea.® For example, the evidence presented in the FDI case details that foreign firms
consistently reported significant barriers to entry in spite of the removal formal
impediments. Chapter 4 identifies mid-level bureaucrats as an important cause of this
discrepancy as their distaste for the reforms and a high degree of autonomy in executing
them often enabled these state agents to stymie their own leadership’s initiatives. The
state-chaebol nexus is another legacy of the developmental state era that imposes
constraints on liberalization reforms as economic liberalization entailed a fundamental
reconfiguration of the state’s traditionally highly influential, if not outright controlling,

relationship with Korea’s unwieldy industrial giants.

To fully understand reform patterns in the 1980-2010 period it is critical to have a
thorough understanding of the political-economic system constructed during the Park
Chung Hee era (1960-1979) as a means for contextualizing the decisions made by the
Korean government within the state-driven developmental legacy and the institutional
scaffolding that was erected to support and maintain it. In its essence, the story of the
period under consideration is one of a particular mode of political-economic organization
(the Korean developmental state) facing changing external and internal conditions that
called into to question the very utility of a system that had been remarkably successful.
The crux of the dilemma facing the Korean state is summarized nicely by Fioretos, such

that “[w]hat may have proved politically efficient at the founding moment of an

#! For a detailed explication of the economic bureaucracy’s centrality during the Park Chung Hee era see
Kim, Byung-Kook 2011, 200-232.

39



organization may not prove efficient at a later stage because the nature of the challenges

an organization is supposed to resolve may have a different character.”%

This dissertation analyzes not only how the state sought to assert its
preferences, but how it accommodated the interests of external actors (e.g. the U.S. and
international institutions) and domestic ones (e.g. the chaebol and, following
democratization, voters and other civil society actors). More specifically, it considers
efforts at economic liberalization from a sectoral perspective and evaluates how these
interests help explain specific policy outcomes and the ability to reduce, maintain, or
expand barriers to international economic flows. In the case of Korea, the state has
undergone major transformations over the past several decades as it transitioned from
dictatorship to democracy. As such, the independent variables connected to societal
interests were only able to exert the kind of direct, concerted political pressure on
economic policy available within a politically liberalized climate following

democratization.

From a broader analytical perspective, this project’s analysis of the state’s
evolving role in economic management in the wake of Korea’s developmental state era
(1960-1979) wades into a debate over what exactly, if any, are the vestiges of this
political-economic institutional arrangement that endure into the present. While there is a
general consensus that the structure and functions of the developmental state have
undergone important alterations since its heyday in the 1960s-70s, stark divisions remain

over whether it has been merely altered—albeit in important ways—or vanquished

%2 Eioretos 2011, 380.

40



entirely. Some scholars see the developmental state as undergoing more of a retooling to
face to new challenges rather than receding into oblivion. For example, Weiss contends
that in many ways the “tenacity and adaptivity of national institutional arrangements are
more impressive than their purported erosion or normalization” with the emergent
neoliberal economic order “sometimes Sstrengthening or creatively recomposing familiar
institutional arrangements.”*® Similarly, Wade** and Chang® both push back against the
widespread consensus within policymaking circles and academia that the AFC
definitively exposed the inherent, if not fatal, flaws of the developmental state model,
dealing a final blow to any lingering belief in the efficacy of the statist mode of political-
economic organization. They offer a counter contention that the crisis actually speaks
more to the flaws of the neoliberal prescription for the elimination of capital controls and
its propensity to foment economic destabilization. By contrast, other scholars do indeed
see a wholesale break with the developmental state era with Jayasuriya pointedly
referring to it as “an artefact of a particular Cold War- and Bretton Woods-based regime

of international governance.”36

In sum, he contends that in a system that features the
general free movement of capital, centralized systems of political-economic organization

such as the developmental state are simply no longer tenable.®” This project weighs into

#2000, 22 [emphasis added]. Weiss (2005) offers a similar contention that the effects of globalization can,
in fact, lead to a bolstering of the state’s institutional capacity as it is forced to contend with the dislocating
effects brought about by the deepening enmeshment with the international economic system.

% 2000, See also Wade and Veneroso 1998.

%1998.

% 2005, 383 [emphasis added].

32001, 102. Pirie’s (2005; 2008) work on Korea also broadly concurs with Jayasuriya’s thesis that the

Korean developmental state has been largely vanquished do to its incommensurability with the current
international economic configuration.
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this debate in so far as it accounts for the state’s proclivities and their effects on political
outcomes with a persistent eye to how these intentions and outcomes are processed
through both the institutional framework and ideology bequeathed by the developmental

state era.

To this end, rather than attributing particular preferences to the state writ large,
the project discerns the preferences of the three principal organs of government charged
with constructing and enforcing foreign economic policy over time, the executive,
legislature (following democratization), and bureaucracy—particularly the Economic
Planning Board (EPB) and Ministry of Finance (MOF) (which were merged into the
Ministry of Finance and Economy (MOFE) in the mid-1990s) as well as the Ministry of
Foreign Affairs and Trade (MOFAT). Throughout the study, the presidents and their top
policy advisers emerge as the staunchest advocates of economic liberalization and are
constantly seeking to overcome the vast repository of bureaucratic skepticism regarding
the relative efficacy of such reforms. For this reasons, presidents often found the spirit of
the reforms they had promulgated had been—to the chagrin of external stakeholders—
debased via their on the ground implementation. In several instances, presidents
engendered significant bureaucratic reorganizations in attempting to sidestep this
persistent source of policy confusion and acrimony between Korea and foreign
governments, as well as private economic actors.®® Furthermore, as the trade study
details, the national legislature emerged as an institutional voice for agricultural interests

and their supporters which had the effect of making it difficult for presidents to enter into

% For example, Kim Young Sam’s merger of the EPB and the MOF into the MOFE was carried out with
the intention of curtailing the power of the MOF to thwart his neoliberal oriented reform agenda.
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international agreements that required some concessions relaxing Korea’s dense set of

agricultural protections.

In evaluating the importance of temporal considerations, historical
institutionalism (HI) provides a valuable framework for understanding the nature of
change over time. HI seeks to understand the role of past institutional configurations in
shaping political outcomes, considering how the benefits of jettisoning existing
institutional setting compare with the costs of maintaining them, particularly in terms of
investments made in existing institutions (or sunk costs).>® Most important in the context
of the Korean case is HI’s conceptualization that “historically contingent national designs
shape the interests of domestic groups and thus the positions governments are likely to

adopt in international settings.”*

This quotation nicely frames the importance of Korea’s developmental legacy in
understanding its movement in the direction of greater liberalization and more
importantly explaining the forces within the state opposing this process and sought to
delimit its bearing on the status quo. In the Korean case, liberalization was not only a
policy evolution or innovation, but rather it represented the piecemeal dismantling of a
political-economic ‘national design’ that had, despite its particular shortcomings,
shepherded Korea from a state abject poverty to near the apex of the international
economic order. Thus, for many within the bureaucracy as well as among a significant
portion of societal actors the attempts by policymakers to refashion Korea’s political-

economic organization along more neoliberal lines represented a threat to a model that

% Fioretos 2011.
“0 Ibid., 384. Emphasis added.
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had been highly successful in yielding economic growth while at the same time
maintaining a high degree of domestic control of Korea’s productive assets. Opponents

within the state often viewed liberalization as a threat to one or both of these ends.

This dissertation tests a hypothesis from the mercantilist tradition in IPE in order
to account for the effects of Korea’s traditional statist orientation and how this
institutional legacy impacts the process of economic liberalization. In this vein, it tests a
hypothesis that focuses on the variation across state institutions (the presidency and
bureaucracy in particular) in terms of their policy preferences vis-a-vis liberalization as
an alternative to society-driven hypothesis derived from the OEP literature. In
conjunction with the theory purporting a causal connection between electoral democracy
and an increasing promotion of liberalization by politicians to expand their electoral
coalition yields an expectation that, following democratization, the presidency, who
stands before the entire electorate, will be an advocate for liberalizing economic reforms.
By contrast, the bureaucracy did not face the electorate and served as the engine of the
state-driven developmental system. Accordingly, in most cases liberalizing reforms
tended to encroach upon a given bureaucratic agency’s sphere of influence. Stipulating
the assumption that, ceteris paribus, bureaucratic agencies are generally antagonistic to
any erosion of their authority’s purview, the contention is that bureaucratic agencies are
most likely to oppose efforts to internationalize the Korean political economy. However,
extending this logic to instances where liberalization may, in fact, bolster bureaucratic
authority in a given issue area, the expectation would be that such reform will not yield

resistance from the agencies impacted by this reform.

Hsa: The Presidency will be the primary advocate of liberalization within the state.
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Hep: Bureaucratic agencies charged with overseeing foreign economic policy will seek to
block or curtail liberalizing reforms that serve to reduce their political power or
decisional autonomy.

Alternative Sources of Policy Change

Neoliberal Ideational Diffusion

Ideational variables may figure in shaping the impact of neoliberal economists on
the formulation of policy and in turn political outcomes. The Chun Do Hwan era (1980-
1987) has been cited as a period of change in terms of seeking to dismantle the
developmental state and move towards a more internationalized political-economic
order.** Some scholars contend that this attempted transformation was, in part, facilitated
by the increasing influence of American trained economic advisors who were staunch

advocates of the neoliberal approach.*?

Jung-en Woo characterizes the influence of these new advisors as a form of
“ideological osmosis” which transmitted neoliberal ideas to the newly established Chun
regime.** Chwieroth offers a theory that seeks to explain the ways neoliberal economists
can affect policy outcomes. He points out that particularly in the realm of capital account
liberalization, leaders and stakeholders are unsure about the impact of reforms. Due to

this uncertainty, a quorum of neoliberal economic advisors can create a self-reinforcing

! Both Clifford (1998) and Pirie (2008) argue that the early years of the Chun regime represented a
significant ideological assault on the relative efficacy of the state-led development model.

2 Dent 2002; Woo 1991.

3 \Woo 1991.
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‘policy team’ that can help to tilt the scales in favor of reform guided by neoliberal

economic principles.**

This project evaluates the evidence to test the contention that an expanding
number of neoliberal economists in advisory roles played a significant role in shaping
liberal reforms in Korea, including their adoption. This hypothesis contrasts with Hg, as
it focuses on the diffusion of neoliberal economic orthodoxy to the Korean economic
bureaucracy, via U.S. academic institutions, and thus tests its ability to challenge or
transform the residual legacy of the mercantilist ideological framework that undergirded

the developmental state.

H7: As key positions within the foreign economic policy bureaucracy are staffed by
neoliberal economists, political leaders will demonstrate and increased willingness to
accept neoliberal economic diagnoses and prescriptions.

External Influences

As an export-centered economy, Korea maintains a multitude of bilateral
economic relationships. These include bilateral relations with the EC/EU and Japan
though it is relations with the U.S. that remains the important bilateral relationship. For
that reason, the case-studies focus particular attention on relations with the U.S. This can
be justified due to the fact that: 1) the U.S. has been, and continues to be a critical market
for Korean exports, 2) the U.S. government has been the most persistent source of
pressure for economic liberalization in Korea, and 3) the U.S. continues to serve as the
guarantor of Korean security. To be sure, although China would surpass the U.S. as a

market for Korean goods, the U.S. that remained at the forefront of efforts by foreign

# Chwieroth 2007.
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governments to compel Korean policymakers to allow greater access to foreign firms and

investors to the Korean market.

The case studies examine how the U.S brought its influence—particularly the
demands for greater economic openness—to bear on the Korean government and the
manner in which the Korean government sought to refract this pressure in ways they
deemed preferable to their interests. David Kang notes that the Korean state has been far
from a passive recipient of U.S. pressure for economic liberalization and has sought to
curtail agreements in ways more amenable to their economic goals.* Identifying the
means through which the U.S. exerts its influence, and the specific mechanisms the
Korean government employs in managing these entreaties represents one of this study’s

contributions to the existing literature.

International economic institutions (primarily the IMF, GATT/WTO, and the
OECD) and their ability to influence Korean liberalization are also analyzed. Generally,
we should expect their influence to operate more indirectly through setting membership
criteria and establishing what constitutes ‘best practices’ in terms of maintaining an
economic environment open to foreign competition and investment, as well as the free
movement of capital. As its stature as major economy has been cemented over the past
several decades, the Korean government has consistently encountered accusations within
multilateral settings of ‘free riding’ on the liberal economic public goods extended by
other economies.*® The state’s negotiations and eventual accession to both the Uruguay

Round agreement and OECD had significant impacts on the domestic political

** Kang 1995.

“6 Dent 2000.
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environment and represent situations where the state was compelled to straddle the
domestic-international divide as it attempted to forge a resolution that placated
stakeholders on both sides of the divide. During the Asian Financial Crisis (AFC), Korea
was exposed to a far more direct form of influence as it was the recipient of a substantial
IMF bailout and forced to accede to major structural reforms as a condition for receiving

the loans.

In considering the impact of interactions with international economic institutions,
the case studies evaluate not only the immediate impact the reforms but also utilize their
historical scope to ascertain whether they produced long-term policy reorientations. One
potential explanation for the role of external actors in Korea’s liberalization can be drawn
from the classical realist/mercantilist perspective that would focus on power
asymmetries—especially in its interactions with the U.S. give its additional role in
Korea’s security—and predict that Korean policymakers would find few other options
than capitulation to demands.*’ The role of the IMF as a lender of last resort in the wake
of the AFC is also another scenario where the relative power between Korea and an
external actor was highly skewed. However, this project also accounts for the effects of
interactions with and within international economic institutions in as much as policy
adjustments to satisfy membership criteria push states towards more liberalized policies.
Additionally, when coupled with two-level game literature, the influence of international

institutions represent the potential to operate as an important intervening variable in as

" For example, see Gilpin 2001, 15-23. He neatly summarizes this perspective contending that “in a highly
integrated global economy, states continue to use their power and to implement policies to channel
economic forces in ways favorable to their own national interests and the interests of their citizenry.”
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much as domestic policymakers utilize negotiations within this context to justify reforms

they support, but find difficult to address within an exclusively domestic context.

Hga: Korean policymakers are coerced into implementing liberalizing reforms through
pressure from systemic actors such as the U.S. and international economic institutions.

Hgp: Korean policymakers’ interactions and negotiations with multilateral international
economic institutions will promote increased economic liberalization.

Hs.:  Korean policymakers will utilize negotiations with international economic
institutions to implement reforms they are unable to achieve within an exclusively
domestic political context.

Research Design

The study utilizes a qualitative approach rooted in a historical analysis of the
continuity and change in Korea’s degree of economic liberalization from 1980-2010. The
dependent variable, the degree of economic liberalization, is measured utilizing data that
reflects the ability of foreign economic actors to access and participate in the Korean
marketplace, including: tariffs, quantitative restrictions on imports, ceilings on the
proportion of foreign ownership, restrictions on mergers and acquisitions, national
treatment of foreign firms, the ability to purchase Korean stocks and bonds. However,
informal means of inhibiting foreign access is also assessed so as to account for a

potential lag between official policy and on the ground implementation.

The project centers on case studies of the three major issue areas encompassing
foreign economic policy, trade, FDI, and finance, within the context of the Korea
political economy (1980-2010). To this end, the accumulated data pertaining to the five
categories of actors central to the study: the state, firms, voters, civil society

organizations, and external actors are evaluated in the context of their respective roles in
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the process of economic liberalization. This analysis explicates both the causes and
effects of economic liberalization within the domestic political economy. In sum, the
case studies seek to identify and evaluate the manner and the degree to which these actors
as conceptualized in the discussion of alternative explanations and the hypotheses derived

from them.

In modeling this process the state plays a central role as the primary target of
appeals—emanating from both foreign and domestic sources—as well as a principal actor
itself, with its own set of priorities and preferences. Further, the state is responsible for
the final policy outcomes that constitute the dependent variable measures, as well as the
oversight of the bureaucratic agencies responsible for their implementation. Further, as
the dependent variable evaluates the degree of liberalization across economic sectors and
issue areas this project analyzes potential spillover effects whereby liberalization in one
issue area may put pressures on policymakers to engender reforms in other areas. Further,
as the study incorporates a temporal component into the analysis, it evaluates how
liberalization in one period may affect decisions regarding liberalization at some future

time.

As detailed above, the existing literature is utilized to derive various stakeholders
in the Korean economy’s expected preferences vis-a-vis liberalization that are embedded
within the hypotheses tested. A process of detailed data collection from the secondary
literature, contemporaneous newspaper and magazine reports, reports and records of the
proceedings of international institutions such as the GATT and WTO, publications from
trade associations such as the chaebol’s FKI, publications from economic think tanks

such as the government supported Korean Development Institute (KDI), economic
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statistics from organizations including the World Bank, OECD, Bank of Korea (BOK),
and interviews®® are utilized to ascertain if these expected preferences are congruent with
the empirical findings. The cases detail the means through which policy stakeholders
seek redress from the government, whether or not they were successful, and why. The
results of this process are then utilized to evaluate the veracity of a purported causal
connection through testing the hypotheses. In sum, the independent variables:
democratization, sectoral cleavages, preferences of political leaders, the influence of
neoliberal economic advisors, and external influence from the U.S. and international
institutions will be evaluated based on the causal mechanisms identified in the IPE
literature and evaluated based on their ability to explain the variation in outcomes over

time and across sectors of the economy.

In amassing data for the independent variables, the study draws upon the
secondary literature, contemporaneous news reports, statistical data, policymakers’
statements, election data, think tank reports, the publications and statements of trade
associations and public opinion data. In gauging the impact of democratization and
democratic politics, the study evaluates the degree to which incorporating voters through
competitive elections affected the policy preferences of political leaders. In addition, the
study accounts for the impact of lobbying by domestic civil society organizations in
efforts to either extend or curtail economic liberalization. Thus, it looks at not only how

voter preferences interact with policy outcomes through elections, but also the degree to

*® Michael Breen, President, and John Burton, Vice President of Insight Communications Consultants (ICC)
in Seoul were interviewed for research purposes. 1CC works with foreign businesses looking to enter or
improve their position the Korean market. Though nor cited directly, they provided important background
information that was valuable in helping to fill out my thinking in some areas.
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which voter sentiments, as expressed through various civil society organizations, play a

role in policy outcomes.

In identifying the preferences of firms and examining their ability to affect
political outcomes, my research takes into account both the scale of their operations and
the nature of the firms’ economic activities. In the Korean case, the most significant
divide is between the large conglomerates, the chaebol, as well as small and medium
enterprises (SMEs). The chaebol interests are often collectively represented by the
prominent and influential FKI while SMEs were long neglected by state planners focused
on nurturing the chaebol so as to assist their transition into increasingly higher value-
added industrial activities. That said, SMEs account for a far greater share of middle-
class employment and thus saw some limited improvement in their fortunes after
democratization, especially following the election of Kim Young Sam. For the purposes
of the variables central to this study the chaebol can be considered to represent relatively
more capital intensive and mobile factors of production when compared to their SME
counterparts. It is important to note, that beyond their capital abundance, many of the
chaebol are engaged in economic activities across the manufacturing and service sectors,
while SME’s activities are generally concentrated on one particular economic activity.
Beyond the SME-chaebol cleavage, the project also considers policy outcomes as they
pertain to the specific sectors such as that between light manufactures (e.g. textiles and

footwear) and heavy manufactures (e.g. automobiles and machinery).

To test for the causal significance of ideational diffusion through the increased
influence of neoliberal economists within policy apparatuses, the study identifies

instances where key positions in the economic policy making apparatuses were staffed
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with neoliberal economists and looks for evidence of the impact they had on policy
outcomes in favor of greater liberalization. Further, it identifies instances where there
was confusion about the potential impact of reforms and evaluates whether their

influence played a significant role in the outcomes.

In assessing the impact of external influences on Korea’s policy decisions, the
study identifies instances where the U.S. and international institutions sought to influence
Korean policymakers in the direction of greater market openness. In these instances, it
evaluates where the end results of the engagement resulted in policy outcomes that
deviated from policymakers’ original preferred outcomes so as to identify the specific

effects of the external stakeholders on policy outcomes.

Each of the three case studies are structured by dividing the analysis into three
major chronological periods, 1980-1992 (Chun Doo Hwan and Roh Tae Woo0), 1993-
2003 (Kim Young Sam and Kim Dae Jung), 2003-2010 (Roh Moo Hyun and the
beginning of Lee Myung Bak’s term). These three periods not only roughly correspond
to the terms of the presidencies as listed that run over the course of this study but also
represent important political and economic demarcations. The 1980-1992 period
encompasses the last years of the military dictatorship under Chun Doo Hwan (1980-
1987) and also the emergence of democratization under former general Roh Tae Woo
who, though the winner of free elections, as a close associate of the dictatorship can be
seen more as a transitional figure.*® This period largely marks the initiation of the of
Korea’s first earnest, if halting, efforts at liberalization reform while it exists in close

temporal proximity to the developmental state era. Thus, as with the presidency of Roh

4 Kihl 2005.
53



Tae Woo, in terms of economic liberalization and the developmental state, this entire
period represents a sort of bridge between the two eras. The next era is marked by Kim
Young Sam’s administration’s segyehwa initiative and Kim Dae Jung’s effort to pick up
the pieces after the collapse of the Korean economy following the AFC. Both of these
presidents took to the ethos of liberalization with a near missionary zeal and though under
quite different circumstances attempted to completely overhaul the Korean political
economy so as to dispense with it developmentalist past. The final period covers the
post-AFC era and offer the opportunity to evaluate the degree to which the drastic
reforms instituted in the crisis’s immediate aftermath did indeed forge a fundamentally
new, neoliberal oriented, national consensus or whether such reforms became subject to
backsliding towards the statist status quo as the worst of the crisis abated. Beyond the
important political and economic delineations these periods represent, this method of
organization has the advantage of allowing the analysis to capture the importance of
temporal factors in understanding how certain policy decisions were contextualized by

the decisions that had preceded them.

In terms of utilizing the case study method to establish causality and test the
relative validity of hypotheses in the Korean case, this project incorporates two primary
methods, process tracing, and controlled comparison.  Put simply, “process tracing
evidence tests whether the observed processes among variables in a case match those
predicted or implied by the theory.” *® Through incorporating process tracing, the study
identifies the ways in which the independent variables interact with the political process

to yield a particular outcome or set of outcomes. As Tarrow notes, case-study research

% George and Bennett 2005, 217.
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and process tracing seek to “connect the phases of the policy process and enable the
investigator to identify the reasons for the emergence of a particular decision through the
dynamic of events.” Similarly, particularly in regards to the state, process tracing can
be very effective in establishing how past decisions condition of delimit choices faced by
leaders in the present.>® From this framework, through temporal sequencing it is possible
for the DV at one point-in-time to serve as an 1V a future point as it may condition the

policy outcome.>®

Achen and Snidal offer a nice summation of the case study method’s relative
merits and drawbacks in that “[w]ell-designed case-study tests may not be decisive, but
they can be highly enlightening and strongly persuasive.”® Thus, it is important to
recognize that case studies of liberalization in trade, FDI, and finance, within a single unit,
is not an exercise suitable for total confirmation or refutation of a particular theory, but
rather can serve to elucidate “how the scope conditions of competing theories should be
expanded or narrowed."> In addition, as Korea has risen to become a major economic
actor in East Asia and is currently the world’s sixth largest exporter, a problem driven set
of case studies on Korea’s foreign economic policy also provides value in utilizing the
major theories of economic liberalization from the IPE literature to improve our

understanding of the Korean economy.

*! Tarrow 1995, 472.

52 Ihid.

>3 Buthe 2002.

> Achen and Snidal 1989, 167.

% George and Bennett 2005, 115.
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George and Bennett identify the ‘before-after’ method as a one through which a
single case can be divided into distinct periods of before and after.>® In the Korean case
the two most significant events—both historically and theoretically—are democratization
and the Asian Financial Crisis (AFC). These two events marked major historical turning
points and are integrally intertwined with the theories considered in this study. In the
‘before-after’ method, it is critical the variables under consideration be observed both,
“well before and well after” the central event.®’ Thus, observing the structure and
function of the Korean political economy for seven years prior to democratization and for
the twenty-three years that followed offers the opportunity to gain a detailed
understanding of the specific alterations that are accompanied by the establishment of a

competitive electoral political system in both the near and the long-term.

Similarly, the AFC brought the Korean economy to the brink of a total collapse
forcing the government to partake in a massive IMF bailout and accede to demands for
market reforms in order to receive the funds. This period of IMF receivership is often
considered to have delivered the final blow to the remaining vestiges of the state lead

Korean development model.*®

Again, by observing the overall state, sectoral, and issue
area breakdown of economic liberalization in Korean before and after the AFC, this study
can provide insights into the state’s commitment to liberalization through their efforts to

either maintain or rollback the alterations to the status quo engendered in the midst of the

crisis. The study also identifies coalitions of firms and voters at the domestic level and

% |bid.
5 Ibid., 166.

%8 For example, Pirie 2008.
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whether they favor the reforms instituted during the AFC or seek to reverse them. Thus,
while Korea was compelled to implement a series of sweeping liberalizing reforms as a
condition of receiving loans, a careful analysis of state’s actions in the decade following
the crisis offers an opportunity to observe how societal actors responded to them and their
ability to have them reversed. As with democratization, there is a large period of
observation both before and after the crisis so as to allow observations not only the
effects of the financial crisis in its immediate aftermath but also the durability of the

changes that were implemented while under IMF’s direct oversight.

In outlining the value of case studies for the development and refinement of

theory, it is worth quoting Achen and Snidal at length:

[case studies] are essential to the development and testing of social science
theory...In international relations, only case studies provide the intensive
empirical analysis that can find previously unnoticed causal factors and
historical patterns...Because they are simultaneously sensitive to data and
theory, case studies are more useful for these purposes than any other
methodological tool.*®

It is for these reasons that this study contributes to our specific knowledge of the Korea
case as well as provides an opportunity further refinement and explication of some of the
most important IPE theories by demonstrating the specific mechanisms by which they
operate in the case studies. A great deal of the IPE literature utilizes macro level
variables and incorporates statistical modeling to glean the causal relations between
independent variables and economic liberalization. Research in this vein has contributed
greatly to our understanding of the interplay between the expansion of economic

internationalization and domestic political-economic actors and how this interaction, in

%9 1989, 167-168.
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turn, affects policy outcomes. By providing a detailed and nuanced analysis of the policy
process in Korea, this project provides a greater degree of specificity to our
understanding of the ways in which the independent variables interact with the policy

process.

Conclusion

This project offers several contributions to the IPE literature devoted to
explaining the causes and nature of economic liberalization. First and foremost, it serves
to improve our knowledge of the Korean political economy and the forces shaping its
behavior. Korea ranks as the world’s 15" largest economy and is its 6™ largest exporter
and therefore understanding the forces driving its interaction with the global economic
system is of critical importance, in and of itself. Korea’s adaptation to increasingly
neoliberal international economic order presents an interesting and informative case to
study as it compelled state and societal actors to face stark tradeoffs bound up with
choices regarding the maintaining the status quo or embracing a fundamentally different
framework of political-economic organization. The puzzle that frames this study
involves seeking to understand and explain the uneven distribution of outcomes that litter
the empirical observations of Korea’s liberalization initiatives. The detailed analysis of
the trade, FDI, and finance issues areas offers us important windows to understanding the

political, economic, and societal forces driving economic liberalization in Korea.

More broadly, this project also contributes to the literature by demonstrating the
ways in which IPE theory helps to refine our understanding of these important empirical
phenomena as it employs the existing body of scholarship to flesh out the specific actors

and their preferences and utilizes theory to understand how they are causally relevant to
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policy outcomes within the Korean case. The ensuing cases studies detail the process of
economic development in Korea looking at the specific areas of trade, finance, and FDI
to test the veracity of existing theories in explaining outcomes within the context of the
Korean political economy. The goal throughout the studies is not simply to offer either
confirmation or refutation of a particular theory within the context of each case, but to
utilize the detailed knowledge gathered over the course of the research to offer new
insights into particular scope conditions and interaction effects that may be missed when
dealing with aggregate data. Further, by analyzing the variation across sectors of the
Korean economy, it can develop a more precise measure of liberalization as specific
efforts to protect targeted industries can be masked by aggregate measures. As the case
studies consider the relative causal import of both domestic and external sources of
influence it improves our understanding of the ways in which systemic and domestic
actors interact with the state simultaneously and the force they bring to bear on policy
outcomes. In sum, the following case studies seek to improve our knowledge of the
Korean political economy and the various actors and interests driving its political choices
within the context of attempts at liberalization in the domains of trade, FDI, and finance

in Korea.
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CHAPTER 3

THE POLITICAL CONSEQUENCES OF ECONOMIC GROWTH:
CONTINUITY AND CHANGE IN KOREA’S TRADE POLICY 1980-2010

Introduction

The rapid expansion of international trade in the post-war era facilitated by
institutions such as the GATT/WTO and by a general commitment on the part of the
major economies to pare down barriers to market access led to fundamental alterations of
the domestic political economy of almost every state. This chapter offers a case study of
Korea’s trade policy from 1980-2010, which utilizes prominent theories of political
economy and liberalization to evaluate the impact, if any, of critical junctures
(democratization, international institution participation, and economic crisis) as well the
impact of shifting constellations of interest on policy outcomes. Further, it investigates
political outcomes in trade policy in an encompassing manner that considers not only
formal liberalizing measures (e.g. the removal of quotas and lowering or binding tariffs),
but also the utilization of more informal barriers. In the Korean case, capturing both of
these effects is critical as even though its general policy orientation has moved in the
direction of greater openness it has been the persistent target of accusations by trade
partners of willfully subverting the intent of such reforms (i.e. leveling the competitive

playing field for imported products) through less conspicuous forms of import barriers.

Over the course of the three decades after 1980, a central theme emerges in which
greater degrees of formal liberalization—through the removal of quantitative barriers and
the reduction of tariffs—has maintained an uneasy coexistence with informal barriers to

trade (particularly in consumer goods) and a persistent refusal to open agricultural
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markets despite heavy bilateral and multilateral pressure. Soogil Young summarizes this
tension by framing liberalization as the ‘upper current’ of Korea’s trade policy while
protectionism represents the ‘undercurrent’.’ This formulation by Young neatly captures
an abiding theme in Korea’s trade politics over the past several decades as a succession
of presidents and their high level economic advisors consistently voiced the need for the
economy to become more receptive to imports, while lower level bureaucrats and civil
society organizations strove to minimize the penetration of foreign products into the
domestic market so as to ensure the viability of domestic firms unable to withstand the
competition brought on by a fully liberalized marketplace. In fact, the very success of the
Korean development model has led many state and societal actors to take a generally
circumspect view of liberalization’s benefits.? As this study evidences, the targeted
beneficiaries of protection from foreign competition have varied over time and across

industries.

This case study evaluates these permutations in light of the most prominent
independent variables (democratization, external influences, sector/industrial cleavages,
ideational influences, and the state) and evaluates their interaction with state policy. It
finds that in spite of an increasing willingness among high level state actors—especially
presidents and their personal advisors—to embrace trade liberalization as an efficacious
policy goal, these impulses were consistently diluted by the effects brought about by new
developments such as democratization and the persistence of mercantilist attitudes

residing within the economic bureaucracies. Thus, democratization empowered long

1 Young, Soogil 1987.
2 Jwa and Kim 1999.
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suppressed civil society actors who in conjunction with those directly engaged in
agricultural production were capable of mobilizing large numbers of supporters against
efforts to roll back protectionist measures that stymied the entry of foreign goods,
especially agricultural ones. Similarly, the powerful economic bureaucratic agencies
tasked with implementing reforms continued to be staffed with a significant number of
officials skeptical of a liberalized trade regime’s relative merits and, most importantly,
retained the capacity to stymie reforms they saw as misguided. These variables tied to
democratization, institutional legacies of the state, and the economic interests of the
underdeveloped agricultural that were closely intertwined with trade protection offer the
most succinct explanation for why even though presidents, neoliberal bureaucrats, and
external stakeholders pushed for greater liberalization, Korea’s propensity to transform
these domestic pro-liberalization sentiments and external entreaties into outcomes

remains characterized by the mixed results presented in this study’s analysis.

The sectoral profile of the degree of liberalization has varied over time and across
sectors/industries of the economy. As discussed above, one constant source of trade
conflict with Korea—both in domestic politics and foreign relations—has been
agriculture. Korea’s scarce agricultural resources have posed a persistent dilemma for
policymakers dating back to the foundation of the modern developmental economy under
Pak Chung Hee in 1961.2 Over the course of this study, it is apparent that Korea’s
longstanding agricultural protectionism does not exist in isolation and has consistently
spilled over into other components of Korea’s trade politics. Korea’s uncompetitive

agricultural sector has functioned as an enduring source of acrimony as policymakers

% Pinkston 2007.
62



have been compelled to grapple with the competing—and generally incompatible—
interests of promoting global free trade to support their export-reliant economy on the
one hand and appeasing a domestic political coalition of farmers and their urban
supporters capable of mustering support that far exceeds their economic clout. To be
sure, this amalgam of hefty export revenues with high levels of import protections
emerges as a focal point of the bevy of complaints lodged by external stakeholders

regarding Korea’s ‘unfair’ trade practices.

In contrast to Korea’s relatively unchanging agricultural quandary, its industrial
economic profile was dramatically altered over this period (Figure 3.1). Though Korean
industry remained clustered in low value-added, labor-intensive manufacturing, in the
early 1980s, its movement into more capital-intensive sectors (including autos and
technological hardware) considerably altered the domestic economic landscape. This shift
provides an opportunity to observe how this transformation interacted with trade policy
outcomes in light of theories pointing to a causal connection between domestic factors of
production and trade policy outcomes. These expectations would hold that industries tied
to lighter more labor-intensive forms of manufacturing should increasingly call for

government protection as their share of export revenues deteriorate over time.
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Figure 3.1 Composition of Exports 1980-2010 (% of total)
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By contrast, the composition of Korea’s imports remained relatively stable during
this period of rapid economic growth despite its expanding industrial capacity and the
establishment of a wealthy consumer base. With the exception of fuel products—for
which Korea almost exclusively relies on imports making them sensitive to fluctuations
in international prices—the proportional distribution of imports across major product
classifications have remained relatively consistent (see Figure 3.2). Figure 3.2 also
elucidates Korea’s persistent reliance on the importation of technologically advanced
machinery—often from Japan—required for increasing the sophistication of its
manufacturing exports which, when combined with the relatively low value added of
Korean exports to Japan, has yielded a structural trade deficit. To be sure, Gills cited the
persistent trade deficit with Japan as a crucial component for understanding the overall

pace and nature of Korea’s process of trade liberalization.*

* Gills 1996.
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Figure 3.2

Composition of Imports 1980-2010 (% of total)
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These secular shifts and continuities in Korea’s trade profile offer a window to
understanding and explaining the variations in liberalization over the period under study.
In attaining measures for the dependent variable within the trade issue area, the degree of
liberalization is measured by evaluating tariffs and quantitative restrictions levied on
imports across various sectors and industries. Further, beyond looking at changes in
these more direct measures of trade liberalization, this case study also accounts for the
existence, and relative impact, of non-tariff barriers (NTBs).” As NTBs are often by their
very nature designed to be opaque, the study of trade also accounts for the grievances and
accusations lodged by Korea’s trade partners in both bilateral and multilateral settings.

Similarly, the experiences of firms and individuals who are engaged in direct interface

> In terms of measurement, the typology offered by Deardorff and Stern (1997) provides a good framework
for identifying the major categories that fall under the rubric NTB. They enumerate five categories of
NTBs which consist of: 1) quantitative restrictions, 2) non-tariff charges that affect the price of imports, 3)
state involvement with trade, 4) customs and administrative barriers, 5) technical and regulatory barriers.
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with the micro-processes involved in bringing products to the Korea market are analyzed

as they enhance our understanding of the specific means by which imports are impeded.

From a broad perspective, over the course of this study there is significant
movement in the direction of increasing formal liberalization—e.g. the lowering of tariffs
and removal of quantitative restrictions—in lower-end labor intensive manufactures as
well as higher value added goods such as machinery. That said, as the ensuing analysis
makes clear, Korean policymakers staunchly maintained that the vast array of agricultural
protections—especially for those covering rice—were an economic and political
necessity, making liberalization on agricultural exports far more circumscribed. Finally,
there are multiple instances where external stakeholders charged that a significant gap
existed between the officially stated liberalization policies and their actual
implementation (especially in industries such as automobiles) which requires
consideration of the formal trade policies to be tempered by the data indicating such

policies changes may leave an incomplete picture.

The remainder of the chapter is organized into three sections. The case study is
broken up temporally into three sub-periods 1980-1992, 1993-2002, and 2003-2010.
These delineations roughly correspond with the presidencies and represent distinct
periods in terms of the domestic political economy. The first period encompasses the
dictatorship of Chun Doo Hwan (1980-87) and the democratic uprising that brought
about the first free presidential election in over three decades with Chun’s old ally Roh

Tae Woo prevailing.® The election of 1987 certainly represented a major alteration in the

® Largely due to the reformist vote being split between long time democracy advocates Kim Dae Jung and
Kim Young Sam.
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Korean political landscape which would dramatically affect trade policy in the next
decade. However, due to his close association with the military dictatorships of Park and
Chun as well as his status as a former army general, Roh can be seen as more of a
transitional figure, a bridge between the old authoritarian guard and the new democratic-
minded leaders.” As such, democratization in Korean could be described as relatively
‘conservative’, in that it did not lead to immediate large-scale alterations in policy.®
During this period, the state through the actions of the executive and bureaucratic

agencies was the primary driver of political outcomes.’

The decade (1993-2000) that runs concurrent with the presidencies of Kim Young
Sam and Kim Dae Jung, respectively—two longtime democratic activists who had both
suffered persecution under the military regime—actively embraced the accelerated
liberalization of the Korean economy. The period commencing with the presidency of
Roh Moo Hyun (2003) is particularly dramatic in terms of trade policy as—after having
eschewed the emerging global FTA trend—it marks the beginning Korea’s full-throttled

foray into bilateral free trade agreements (FTAS).

" Kihl 2005.
® Haggard and Kang 1999.
® Pirie 2008.
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Containing Crisis, Facing the Consequences of Success, and the End of
Authoritarian Rule (1980-1992)

Emerging from close to four decades of Japanese colonial rule and the ashes of a
bloody and destructive war, the Republic of Korea in 1953 was in tatters and one of the
poorest countries in the world. Due to its current status as one of the wealthiest and most
advanced Asian economies, South Korea is considered one of the great economic success
stories of the post-war era. At the center of Korea’s economic rise was its dedicated
promotion of exports as a means to grow the economy in spite of its small domestic
market and the relative dearth of natural resources. During the military dictatorship of
Park Chung Hee (1961-1979), state and societal resources were mobilized to support
large private conglomerates (chaebol) in their pursuit of rapid economic growth through
the sale of exports. This massive project underwritten by the state sought to meet the
twin goals of propelling Korea out of economic poverty and developing the domestic
capacity to defend against aggression from the north. This led Park to concoct his own
unique developmental model blending “statism, corporatism, mercantilism, and U.S.

liberalism.”*°

However, with the abrupt collapse of the Park regime following his assassination
in 1979 by his intelligence chief, Korea found itself mired in simultaneous political and
economic crises. Following a brief democratic opening, General Chun Doo Hwan, a
close Park associate, seized power in a military coup attempting to stem the democratic
tide and maintain the military’s grip on power. Upon solidifying his control over the

levers of power, Chun found himself faced with a severe debt crisis brought about by the

®Moon and Jun 2011, pg. 115.

68



combination of rising oil prices and burgeoning governmental debt obligations resulting
from the massive outlays tied to Park’s HCI initiative. As such, these government
investments had resulted in a high degree of overcapacity for Korean industry and
inflation approaching an annual rate of 30 percent in 1980.'* After averaging 10.27
percent annual GDP growth from 1971-1979, in 1980 the economy contracted by 1.9
percent and the current accounts deficit stood at $5.07 billion representing 13 percent of

GDP.%2

Embracing Neoliberal Principles: Chun Doo Hwan and the Role of Ideas

Faced with an economic crisis in conjunction with a crisis of his political
legitimacy, Chun believed that putting the Korean economy back on track could serve a
means to validate his authoritarian regime.™® In pursuit of this objective, Chun sought out
prominent, American trained, neoliberal economists within the Korean bureaucracy and
the Korean Development Institute (KDI).** Central to this process were the neoliberal
proponents, Kim Jae Ik and Kim Ki Hwan, whose ideas about how to stem Korea’s
economic malaise were actively courted by Chun in the wake of the coup. In fact, Kim
Jae Ik took to tutoring the economic neophyte Chun in economics 3-4 times a week and

convincing him of the efficacy of his market-centered policy proposals.”® As a result,

! Statistics Korea accessed via http://kosis.kr/eng/

2Bank of Korea accessed via http://ecos.bok.or.kr/

3 Kim, Eun Mee 1997; Moon 1999.

 Moon 1999; The KDI is a government backed think tank that served as an outpost of neoliberal
economists critical of the state’s heavy involvement in the economy and the market distortions that it

produced.

15 Clifford 1998.
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“[t]he neoliberal dissenting view became the mainstream ideology under Chun Doo
Hwan” and became a touchstone for his outlook on economic policy throughout his
reign.*® Clifford contends that the first several years of the Chun administration
represents one of the most sustained internal assaults on the standard operating
procedures of the Korean developmental state.’” For Pirie, this crisis and the Chun
government’s response to it represented the “beginning of the end of the Korean

developmental state proj ect.”!®

Though the evidence detailed in this study, to some degree, affirms Pirie’s
contention that the political-economic debates in the ensuing decades—including those
regarding trade—in Korea would hinge on liberalization, it also points to a definite
reticence on the part of policymakers to rollback protections across all sectors of the
economy. Capital intensive manufactures such as autos and electronics were especially
sensitive to economic planners as sunrise industries they felt were critical to Korea’s
continued economic evolution and required a dedicated protection regime in order to gain
their footing. Similarly, Korea’s chronically moribund agricultural sector was both
wholly incapable of competing with international prices and politically volatile making
any meaningful tariff and quota reduction an untenable option—especially following
democratization. Tariff data as well as the steady stream of complaints by Korea’s trade
partners regarding the truncated liberalization efforts in these particular sectors provide

solid evidence that despite the embrace of trade liberalization by the upper echelons of

16 Moon 1999, 6.
17 Clifford 1998.

'8 pirie 2008.
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the Korean political elite in theory, specific industrial goals and concerns about the
public’s antagonism towards the presence of foreign goods continued to color trade

policy in practice.

This attempt at a large-scale overhaul of the standard operating procedures of
Korea Inc.'® was met with stiff resistance by a host of domestic stakeholders such as
firms which had grown accustomed to maintaining a policy-induced competitive
advantage with foreign goods via high tariffs and quotas, bureaucrats who saw
liberalization as an anathema which threatened both their and the entire economy’s
autonomy, and Chun’s military associates who saw their fortunes inextricably intertwined
with the status quo. ° Despite the breadth of the state’s power over industry, firms did
not accede to these reforms passively, but rather sought to channel their protests to the
executive via military officials. According to Chun’s economic advisor Kim Ki Hwan,
“business people began to know the colonels and they got specific requests from
companies. They acted as spokesmen for industries.”?! Thus, even in the absence of
formal channels to seek redress for their grievances, the chaebol relied on informal

mechanisms to voice their dissatisfaction with Chun’s liberal turn.

As noted by Haggard, the manner in which a government chooses to respond to

an economic shock “depends on the political strategies of politicians, domestic

9 A commonly used term, referring to the tight state-chaebol relationship creating the impression of Korea
as one large firm

2 Clifford 1998

2! Quoted in Clifford 1998, pg. 184.
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institutional arrangements, and available economic ideas.”® When faced with the 1980
crisis, Chun’s political imperatives to stabilize the economy and resume growth coalesced
with the availability of neoliberal policy adjustment proposals already percolating within
certain segments of the bureaucracy, but encountered a stiff headwind billowing from the
existing institutional arrangements governing state—chaebol relations which materialized
in the form of resistance from mercantilist oriented bureaucrats and firms that had come
to rely on unstinting state support. For their part, the chaebol presented a principally
united front with their policy views articulated under the aegis of their prominent trade
association, the Federation of Korean Industries (FKI). This in part can be explained by
the fact that the chaebol—especially the largest ones—were sprawling conglomerates

with operations in a vast array of economic activity.?

While Chun’s neoliberal advisors were in the short-term chiefly concerned with
financial matters which included bringing the ballooning rate of inflation to heel, they
also promoted trade liberalization as a means of lowering prices as well as rationalizing
the chaebol and decoupling them from their reliance on the state.* In this regard, there
were significant moves made to liberalize Korea’s import regime. In 1980, 70.1 percent
of import categories qualified for automatic approval with the proportion expanding to

85.4 percent in 1984.%® Similarly, during the same period (1980-4) the simple average

%2 Haggard 1991, 270.

% For example, though Samsung is well-known as an consumer electronics giant, it is also Korea’s largest
life insurance firm. Similarly, Hyundai’s construction arm is almost as significant to its total operations as
is its noted automobile business.

#*Young, Soogil 1986.

2 bid.
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tariff rate had fallen from 24.8 percent to 21.9 percent.”® As these figures indicate, the
initial efforts at import liberalization in the early 1980s put greater emphasis expanding
the level of what Korean policymakers called the ‘import liberalization ratio’ rather than
a significant reduction in tariffs.?” These initiatives were carried out based upon
piecemeal, pre-announced targets so as to provide domestic firms with the adequate time

to prepare for the pressure of increased external competition.

The policy direction undertaken by Chun in the first several years after seizing
power lends credence to the importance of neoliberal ideas and the existence of officials
within the policy making apparatus who are convinced of their efficacy. In this case, the
effects are particularly pronounced as the long-time general Chun came to office with
almost no background in the finer points of economic policy and thus served as a virtual
tabula rasa for American-trained economists Kim Jae lk and Kim Ki Hwan. For them,
this offered a unique opportunity to transmit their theoretical perspective on the merits of
a market-based system of economic organization and persuade Chun of the negative
consequences born out of the state’s outsized role in the economy along with its

micromanagement of firm behavior.

Nonetheless, the availability of neoliberal economists can be considered more of a
necessary than sufficient condition to ensure reform. The twin economic and political
crises that Chun encountered amidst his efforts to consolidate power following the coup
created a strong incentive for him to seek out unconventional means to get the economy

back on the right path. Thus, the fissures in Park Chung Hee’s mostly statist model of

% Ipid.

" Young (1986) defines the ‘import liberalization ratio’ as the division of commodity classes subject to
automatic approval by the total number of commodity classes.
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development were exposed by the debt crisis and economic downturn of 1980, making it
easier for Chun to accept the need to espouse fresh organizing principles for Korea’s
political economy. Solving the economic problems became synonymous with alleviating
the high level of public resentment over Chun’s naked power grab as he believed steering
the economy back towards the rapid economic growth it had enjoyed in the 60s-70s could

serve as an alternative—non-democratic—mechanism for legitimating his rule.

For Chun and his economic advisors, trade liberalization was viewed as a means
of lowering prices and enhancing the economic vitality of domestic firms through
increased competition. However, the theoretical benefits of a liberal trade regime would
come into conflict with the political and economic realities that such reforms would entail.
For example, while lowering tariffs would indeed bring down the prices of imported
goods—and potentially domestic ones as well through competition effects—the far lower
efficiency of Korean firms in more capital intensive manufacturing could threatened their
ability to survive, leading to a rising amount of displaced workers. Concerns of this sort
as well as the public’s general distaste for a deep integration of foreign goods into the
domestic marketplace required that the desire for the absolute economic gains promised
by a more open trade regime be tempered with the political consequences that such

reforms carried.

The State’s Continuing Role in Industrial Promotion

The Chun government’s formal liberalization efforts were accompanied by
industrial policies that extended support to targeted sectors of the economy and sought to

reduce the potential for the growth import levels to cause major disruptions to domestic
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firms—which had been nurtured in a highly protected environment that proffered a nearly
unadulterated domestic marketplace in numerous product categories. To this end, a large
portion of the import liberalizing reforms was concentrated in the light industries where
Korea maintained a strong comparative advantage at the time with high levels of
protectionism being retained in noncompetitive industries. These targets for protection
included capital-intensive manufactures, such as machinery, with which the Korean
government hoped to nurture a comparative advantage along with the structurally
uncompetitive and politically sensitive agricultural industry.?® Citing the need for a
balance between the market-centered approach and industrial policy, the Ministry of
Trade and Industry (MTI) argued that the “government can employ industrial policies,
not only for sunrise industries where the competitiveness cannot be achieved through the
independent efforts of the private sectors, but also for structurally inefficient declining
industries.” Table 2.1 bears out this distinction within the manufacturing sector, with
the most aggressive liberalization measures occurring in the light industries, in line with
Korea’s comparative advantage at the time. In some ways, these policies came to reflect
a continuance of state industrial management (of a less direct nature) as the import
regime maintained “a dual structure” that extended duty-free entry to components of
export production, while retaining relatively large barriers for finished goods destined for

domestic consumption.*

8 Y00, Jung-ho 1991.
 Ministry of Trade and Industry (MT1) 1985, cited in Lew, Seok-Jin 1999.

% Young 1987, 16. Young notes that one such mechanism for achieving this outcome was the ‘tariff
drawback system’ where producers would be refunded the tariffs they paid for inputs upon export.
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Table 3.1

1
% of Imports Facing no Quantitative Restrictions

Product Category — —
Textiles 70 100
Apparel 42 91

Footwear 100 100
Wood Products 82 100
General Machinery 54 70
Electrical machinery 29 56
Transport Equipment 31 46

Source: Office of Custom Administration Trade Tapes, cited in Young 1986.

Beyond the maintenance of import restrictions in specific areas targeted by the
government, the liberalization program exhibits other features that held the potential for
minimizing the effects on the domestic economy. The most straightforward of these
measures was the imposition of high tariffs on product categories where quantitative
restrictions had been lifted. However, the government continued to retain additional
policy tools in order to tamp down on the potential for adverse shocks that could
accompany an expansion in imports which included: import surveillance systems, the
import source diversification program*, leaving tariffs unbound, and reserving the right
to implement contingency quotas.*> For example, of the 323 items whose quantitative
restrictions were removed in 1984, 22 percent remained under one or more of these
alternative protective mechanisms. To be sure, programs such as the import surveillance

system often functioned as de facto protectionist measures as foreign firms were reticent

*! This program was largely directed at Japan and involved quantitative restrictions or outright bans on a
number of Japanese imports. As Japan was the largest source of Korean imports during the 1980s, it
represented a major tool of protection wielded by the state. It was justified by Korea as a necessary
response to its structural trade deficit with Japan which resulted in persistent balance of payment issues.

%2 Young, Soogil 1986; 1987.
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to invest their resources to enter a market in which barriers could be rapidly reestablished,

particularly if they were indeed successful in capturing a share of the domestic market.*

In some ways, though he ruled as a repressive autocrat, the Chun government’s
tepid and qualified embrace of import liberalization reflected industry concerns as well as
those of mercantilist bureaucrats regarding a dramatic increase of imports into the Korean
market. By reducing import barriers in a slow piecemeal fashion, retaining several
instruments to combat any rapid influx within a particular import category and
concentrating them in Korea’s most competitive industries which were clustered in the
lower value added, labor intensive, manufactures such as textiles, clothing, toys, and
sneakers, Chun’s government displayed its desire not to foment discontent among the
businesses or workers who stood to lose if their firms lost market share as a result of the
increased availability of competing imports at lower prices. Even though the persistent
and often violent suppression of organized labor constituted an essential component of
Korea’s development model so as to maintain the price competitiveness of Korean
exports via wage suppression, Chun recognized that a rising unemployment rate could
serve as a catalyst to drive the generally conservative middle-class into the ranks of the
pro-democracy advocates.** Thus, for Chun, who lacked Park Chung Hee’s stature, his
selective adoption of import liberalization reflected political imperatives as much as

gconomic ones.

While Chun’s policy, in part, reflected his belief in the overall utility of neoliberal

economic principles and their corresponding policy prescriptions, the institutional legacy

% Young, Soogil 1987.
* Mo, Jongryn 1999; Kim, Byung-Kook 2003; Woo-Cummings 1999.
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of Park Chung Hee’s developmental state left a residual support for state-directed
industrial policy. It is clear that during this period, the state was unwilling to relinquish
its pivotal organizational role in the Korean economy entirely. To this end, tariffs and
quantitative restrictions were still utilized for defensive—protecting the most vulnerable
industries such as agriculture from foreign competition—as well as offensive—the
utilization of protective measures to foster comparative advantages in targeted industries
such as automobiles and electronics. In terms of the hypotheses related to factor
endowments, in the Korean case, during this period of relative labor abundance and
capital scarcity economy decisions governing trade policies were often construed through
a context of transforming Korea’s factor endowments away from the labor abundance
that ungirded Korea’s low value-added export industries and toward a more capital-
intensive economic milieu. Meeting this objective was predicated upon the development
of an indigenous reservoir of capital which would allow for the export of more
sophisticated manufactures. The continued utilization of import restrictions to protect
and promote industries targeted to foster this transformation demonstrates the resiliency
of dirigisme to meet objectives considered critical to expanding the Korean economy’s
overall capacity even in the wake of Chun’s official embrace of neoliberal tenets and the
rising influence of their advocates within the bureaucracy. Further, while Chun
recognized the political importance of recommencing the double-digit growth rates the
public had come to expect, he also understood that reforms rendering too much
dislocation in the prevailing modes of operation in the domestic economy threatened to

engender a backlash from important societal actors.

78



The Perils of Success: U.S. Pressure for Market Access

In the mid-1980s, with the economy stabilized and the return of double-digit
growth rates, the Korean government was confronted with a quandary born out of its own
accomplishments that would bring the weight of the U.S. economic might and political
influence in Korea to bear on its trade politics. During this period, the import restrictions
that remained intact following the first round of liberalization measures were targeted by
U.S. officials to a degree that the tense encounters between U.S. and Korean
policymakers would come “to play a dominant role in pushing forward Korea’s trade
policy reforms.”*® The U.S. efforts to dismantle the barriers its firms continued to face in
Korea reflected a growing belief that Korea was no longer entitled to special ‘developing
country’ status, nor could its invocation of GATT Article XVII:B, permitting
quantitative restrictions to ward off severe balance of payments shortfalls, be justified
any longer.®® The proximate cause of these sustained efforts on the part of U.S. officials
was the ballooning trade surplus Korea began to run with the U.S. in 1982 (see Figure
3.3). Kang also points to the importance of the thawing and eventual cessation of the
Cold War on U.S.—Korea relations, as U.S. policymakers increasingly began to view the
relationship in more commercial rather than security terms.*” In addition to the strained
relations with the U.S. as the 80s came to a close, Korea’s trade policies and politics were
to be profoundly affected by its transition to electoral democracy, and to a lesser extent,

its involvement in the Uruguay Round trade negotiations, with both playing a major role

% Young, Soogil 1989, emphasis added.
% 1bid.
¥ Kang, C.S. 2000; see also Kwon, O. Yul 2003.
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in the movement of agricultural issues to the center of Korean trade politics, a

phenomenon that persists to the present day.

Figure 3.3

U.S. Trade and Current Account Balances 1980-1990 (millions USD)
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The evidence detailed in this section demonstrates that for all of the pressure
placed on Korea by the U.S., it often proved incapable of pushing Korean policymakers
to deepen liberalization to a degree they felt would threaten key domestic industries. The
analysis points to two particular components of Korea’s formula for managing the
external pressure that would reappear over the next several decades. One is to take
decisive action when faced with a direct threat only later to backslide on these policy
changes once the immediate danger has ebbed. The other is the utilization of informal
mechanisms of import discrimination to limit the competitiveness of imports within the
domestic marketplace. The deteriorating trade relations with the U.S. also triggered
resentment among the Korean public and embolden societal actors who embraced a
nationalist framework and viewed the government’s capitulation to U.S. demands as an

unacceptable degree of foreign influence in Korean affairs. Thus, to a certain extent, the
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U.S. pressure actually made it more difficult for Korean policymakers to make the policy
alterations it sought as the emergence of democratic politics in Korea would give

advocates of Korea’s traditional mercantilist ethos the ability to make their voices heard.

In terms of the hypotheses under evaluation the straightforward prediction that—
given their dense economic relationship and the vast power asymmetry—the role of U.S.
pressure as a source of policy change is somewhat confirmed in this case. However,
more importantly, despite the gaping power differentials between the two economies,
Korean policymakers were quite resourceful in managing these pressures so as to suit
their own preferences by often appearing to heed the U.S.’s concerns while employing
methods to blunt the edge of reforms they found distasteful (i.e. at odds with their

industrial prerogatives)

When confronting the U.S.’s aggressive posture towards their trade policies in the
mid-80s and onwards, the Korean government found itself stuck in the unenviable
position of having to grapple with seemingly irreconcilable demands from its largest
trading partner for greater market access and from domestic firms and large segments
within the populace for the curtailment of imports in order to defend the viability of
national industry. Given that from 1983-1989 over one-third of Korean exports were
destined for the U.S. market, resolving the looming showdown represented an economic
imperative. The U.S.’s view of the situation is aptly summarized by the assessments of
then assistant secretary of State for East Asian affairs, Paul Wolfowitz, that Korea refuses
to play by the “rules of the game” for international trade and that “[a]s a major

beneficiary of the international free trade system, South Korea has a responsibility to
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defend that system.”®

Beyond general grievances regarding Korea’s trade protectionism,
U.S. policymakers increasingly focused their attention on agricultural goods as well as

automobiles.

The most potent lever in the U.S.’s policy toolkit emerged with the passage of the
1988 trade bill which included the Super 301 provision. This provision significantly
expanded the U.S. government’s ability to implement retaliatory measures against trade
partners found to be harming U.S. businesses through unfair practices and thus served as
a primary source of leverage to extract concessions from states that it chose to target. In
1989, the U.S. wielded the Super 301 threat against Korea, which in turn offered up a set
of concessions to avoid being placed on a list of unfair traders and thus warding off
potential retaliatory penalties.®® However, by the following year Korea had reversed
course back towards protectionism after the immediate threat of Super 301 had been
lifted.”> Continual oscillations of these sorts frustrated U.S. trade officials with USTR
Carla Hills arguing that U.S.—Korea trade relations would be far more amiable if the

Korean government would simply implement the policy changes they had agreed to.**

Two instances aptly encapsulate the U.S.’s frustration towards Korea’s official
endorsements of import liberalization and government actions taken to undermine their
intended effects. The first is the case of Ford’s Mercury Sable which, despite facing total

levies that doubled its U.S. price tag, still came in at a price five percent less than

3 The Associated Press, 1/31/1984.
% Far Eastern Economic Review, 6/8/1989.
0 Far Eastern Economic Review, 7/19/1990.

1 1bid.
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Hyundai’s model in the same class. After Ford affiliate, Kia invested millions of dollars
in rolling out and distributing the Sable and with high consumer demand leading to a two
month waiting list, Kia abruptly rolled back their sales efforts. Officials at Kia claimed
that this was done in response to government officials’ condemnation of ‘conspicuous
consumption’ which inferred that the promotion of foreign luxury goods was potentially
harmful to the domestic auto industry.** In addition, Korean news outlets quoted
unnamed government officials who indicated that the purchase of foreign autos would

result in tax audits.*®

The second instance involves a U.S. commerce official who, upon conveying his
agitation regarding reports that U.S. made refrigerators were removed from the sales floor
of a major department store chain, was told that this was only done due to a temporary
remodeling. To his chagrin, he visited the store in person and found out from workers
that no such remodeling had occurred and that the refrigerators were taken off display
several months ago. The Ministry of Trade and Industry (MT]I) claimed that they had no
hand in this and that the store was just bowing to the anti-foreign sentiment of consumers.
But U.S. trade officials believed that the causal chain worked in the opposite direction
with the stores executives bowing to government pressure to take foreign products off
display. ** These incidences, while anecdotal, reflect the view of the U.S.—as well as
others—that the Korean government was engaging in willful underhandedness with

regards to its import policies by utilizing a wide array of measures, such as those detailed

“ Ibid.
* Ibid.

“ bid.
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above, to limit the sale of imported products in an attempt to contravene the effects of the
formal liberalizing measures it has undertaken. Further, these actions reflect Kang’s
contention that despite the massive disparities between the relative economic power of
Korea and the U.S., the Korean government was far from a passive conduit for U.S. trade

demands.®

The evidence lends a great deal of credence to the notion that the U.S. played a
significant role in pressing Korea to reform its trade regime. The impact of the 1988
Trade Bill and its Super 301 component also demonstrates how domestic political
developments in the U.S. translated into an internal political dilemma within the Korean
political economy as policymakers were pressed into action by the prospects of damaging
retaliatory measures that the U.S. legislation authorized. Likewise, there is a tinge of
irony to the fact that the very success of the economic rebound guided by the Chun
regime exacerbated the problem, as Korea’s swelling trade surplus with the U.S. provided
a major source of consternation among U.S. policymakers.*® 1t is unsurprising that the
U.S. was able to bring a substantial degree of influence successfully to bear on Korea’s
trade politics, given their heavy reliance on the U.S. market for their exports. However,
the fact the Korean government refused to capitulate passively to U.S. demands

demonstrates that even in the acutest cases of foreign trade pressure, domestic political-

** Kang 1995.

*® In his 1988 presidential bid, Rep. Richard Gephardt made Korea’s unfair protection of its auto market an
issue in his campaign, and ran an advertisement in which he stated, American auto workers “work their
hearts out every day trying to turn out a good product at a decent price. Then the Korean government slaps
on nine separate taxes and tariffs. And when that government's done, a $10,000 Chrysler K-car costs
$48,000 in Korea.” Quoted in the Los Angeles Times, 3/2/1988.
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economic imperatives can serve as rationale to resist demands and run the risk further

retaliation.

Democratization and the Rise of Mass Trade Politics

On the domestic front, with the successful transition to democracy following
massive citizen uprising in 1987, Korean trade politics would enter a new stage in which
formerly excluded groups, including organized labor, farmers, and SMEs, now sought to
have their preferences heard by policymakers. Due to their massive expansion in the
seventies under the HCI program, the chaebol were afforded access to policymakers
throughout the 1980s, but a majority of these interactions involved the provision of bribes
in return for political favors.” As Moon and Lim note, Chun’s reforms ended up being
effective at stabilization, but did little to reform the chaebol and thus the top heavy
structure of Korean industry.”® As a result of the transition to democracy, the chaebol
saw their position vis-a-vis the government strengthened partly due to their development
of a more coherent lobbying effort, often carried out by the FKI.* Similarly, the new
need for politicians to raise campaign funds provided an additional avenue for influence

under democracy.>

The external pressure from the U.S. combined with the rapidly shifting political

dynamics within Korea coalesced to place the newly elected government in the position

" Kang 2001. Kang argues that the relationship between the chaebol and Chun came to reflect a ‘mutual-
hostage’ situation. However, the state’s power remained ever present as he recounts the case where the
Kukje business group refused to offer a significant contribution to one of Chun’s “charities” and found the
government summarily cut its credit line which sent it into bankruptcy.

“ Moon and Lim 2001.

“ Gills 1996; Kim, Eun Mee 1997; see also Kwon, O. Yul 2003.

% | ee and Han 2006; Far Eastern Economic Review, 3/1/1990.
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of assuaging both U.S. demands for further economic opening and a coalescing vocal
opposition to any deeper foreign penetration into the Korean economy. This
confrontation would mostly center on Korea’s frail agricultural sector that, despite
decades of government efforts to modernize and improve its competitiveness, continued
to rely on import restrictions to remain operational.”* For example, the Constitution of
Chun’s Fifth Republic asserted that “the nation would establish the necessary plans to
develop rural villages so that farmers and fishermen would have a foundation of self-

»52 However, as it became

reliance and societal sectors would develop in balance.
apparent that the agricultural sector was nowhere near a position to compete with global
prices, the government retained its policy cocktail of subsidies, high tariffs, and
quantitative restrictions (or in some cases outright import bans) to ensure the political
acquiescence of farmers.>® The outsized political influence of farmers has remained a
persistent theme in Korea’s trade politics into the present as well as a cause of diplomatic
ire that often spilled over into trade issues involving other economic sectors. Nonetheless,

the declining economic importance (see Figure 3.4 and Table 3.2) of agriculture has

seemingly translated into improved political fortunes for farmers.

The emergence of democracy in Korea served as a source of empowerment for
the most elite economic actors, the chaebol, as well as the most dispossessed, including
organized labor and farmers. While the chaebol utilized their outsized influenced in the

Korean economy to curry favor with elected official through more inconspicuous means

*! pinkston 2007.
°2 The Constitution of the Fifth Republic, quoted in Pinkston 2007 pg. 81.

%3 pinkston 2007.
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Figure 3.4

Agriculture and Manufacturing's Contribution to GDP 1975-2010 (% value added)
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Table 3.2

P Agricultural Employment
Year

% of total workforce

1980 34
1985 24.9
1990 17.9
1995 124
2000 10.6
2005 7.9
2010 6.7

Source: The World Bank

such as lobbying and campaign financing, workers and farmers sought to tap into the

passions of the minjung>* movement to influence policy through massive rallies and street

% The term can be roughly translated as ‘the mass of the people’ or more simply ‘the people’. A major
touchstone for those affiliated with the minjung movement is the Gwangju Democratization Movement
(also known as the Gwangju Massacre) that occurred in May 1980, when activists took to the streets in the
southwestern city of Gwangju to protest Chun Doo Hwan’s usurpation of power. Military units were
detached to put down the uprising which led to violent confrontations resulting in an official death toll of
close to 200—with activists placing the number at more than 1,000. Further, it was widely accepted by the
Korean public that the U.S. tacitly endorsed the crackdown by releasing Korean military units that were
under their command and subsequently detached to Gwangju. The U.S. later provided evidence that the
units were not under the command of U.S. officers. Nonetheless, this combined with the U.S.’s tacit
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protests. These rallies were generally infused with a left-wing nationalism that called for
the empowerment of those repressed by almost 30 years of dictatorship and the resistance

to global pressure to open the economy to foreign products.

Trade Pressures from International Institutions and other Bilateral Partners

Beyond its most pressing trade dispute with the U.S., Korea was confronted with
mounting pressure from other important bilateral partners, such as the EC, as well as
within multilateral forums such as the GATT. Similar to the U.S.’s grievances,
displeasure in Brussels was stoked by the $1.5 billion trade deficit it ran with Korea in
1986. Their view of the situation in Korea is encapsulated by policymakers’ concerns
that Korean was becoming a ‘second Japan’ in that they benefitted immensely from the
equal treatment afforded by the GATT system while a host of EC products were blocked
in Korea through a combination of “non-tariff barriers [and] discriminatory national

»%  They were also deeply troubled by what they saw as

norms and standards.
discriminatory concessions—particularly regulations governing intellectual property
rights—granted to the U.S., which they believed abrogated the MFN principle, the very
cornerstone of the GATT system.>® In terms of Korean exports to the EC, one official

bemoaned their “price-undercutting practices” and the “tendency to sell large quantities

of products at very low prices—and to concentrate such sales on one or two EC

support for Chun throughout his rule created a large swell of resentment among large portion of the Korean
population, particularly those on the left.

%5 Far Eastern Economic Review, 12/3/1987.

% 1bid.

88



markets.” >’

The EC subsequently ‘graduated’ Korea out of the General System of
Preferences (GSP)*® in December of 1987. A 1989 GATT Secretariat report notes that
this move was directly tied to the EC’s displeasure at Korea’s unwillingness to extend the
standards established in its intellectual property agreement with the U.S. to EC firms.*®

This exhibits the potential for Korea’s efforts to mollify U.S. demands and ward off

costly retaliatory measures to seep into other important bilateral economic relationships.

In addition to complaints levied by the U.S. and EC, Korea’s trade policies were
increasingly brought into question in multilateral forums such as the GATT and Uruguay
Round negotiations. On this front, one of the more meaningful developments occurred at
a December 1987 meeting of the GATT Balance of Payments Committee which found
that the recent surge of Korea’s balance of payments well into the black delegitimized the
quantitative restrictions it justified under Article XVIII:B as necessary to ward off a
serious balance of payments shortfall.®® Echoing the concerns of the EC, member
representatives in the same meeting expressed concerns about Korea’s reversion to
bilateral trade dispute solutions which were a contravention of the nondiscriminatory
spirit of the GATT system.®® In the spring of 1988, the U.S., Australia, and New
Zealand all brought an Article XXI11:2 case against Korea demanding that a review panel

be convened to address its 1984 implementation of a total import ban on beef which they

7 bid.

%8 A program whereby developed economies extended preferential tariff rates to developing economies in
certain product categories.

S GATT, 6/14/1989.
8 GATT, 12/10/1987.

%1 1bid.
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argued clearly violated Article XI's prohibition of quantitative restrictions.®* In January
1989, the U.S. followed the EC in ‘graduating’ Korea from the GSP which reflected an
overall trend in Korea’s bilateral and multilateral trade relations where their status as a
developing economy deserving special privileges and exemptions were called into

question.

The large scale expansion of Korean exports in the latter half of the 1980s—export
income increased 215 percent from 1985-1990%—in conjunction with their movement
into higher value-added manufactures (e.g. automobiles), spawned a concerted effort by
the developed economies to seek a reclassification of Korea, removing its developing
economy label—a move that Korean official vehemently contested.®* Protesting language
inserted into the draft Uruguay Round agreement, the Korean delegation stated that,
“Korea, as a developing country, finds the concept of recategorization or graduation as

» 8 The statement’s

implied in Annex VIII of the text, politically unacceptable.
qualification of Korea as a “developing country” underlines the emerging friction
between Korea and its foremost trade partners. The collection of wealthy industrialized
states that constituted the primary destination for Korea’s exports gravitated towards the
view that its transition into higher value manufactures placed their exports in direct

competition with their own industrial products. To this end, they felt Korean officials’

continued attempts to seek recourse through the favorable treatment afforded to

2 GATT, 3/11/1988 (U.S.); GATT 4/22/1988 (Australia); GATT, 6/3/1988 (New Zealand)
8 Korea International Trade Association.
8 GATT, 12/3/1990.

% 1bid.
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developing economies were no longer warranted. Within this context, Korea found itself
branded with the free rider moniker in that it benefited considerably from the relatively
open market access that the multilateral trade regime provided its firms, but was falling
short of its obligations grant reciprocal access to its increasingly lucrative domestic

market.

Thus, the U.S. was certainly not the only state voicing deep reservations about the
general tenor of Korea’s trade policy. Further, there was an emerging consensus that the
Korean economy had attained a level of development that disqualified it from the
preferential treatment afforded to LDCs. It also noteworthy that Korea’s proactive
attempts to address U.S. demands, created dissension not only within the domestic sphere,
but also among other major economies who felt that these bilateral agreements should be
implemented universally, extending them to all GATT members in accordance with the
MFN principle. Nonetheless, the evidence also reflects that as in its confrontations with
the U.S. over its trade policies, Korea was unwilling to yield without a struggle as it
fought to curtail efforts to remove its developing economy label and refused to remove its
import ban on beef despite strong opposition from the U.S., Australia, and New Zealand,
deciding instead to go to arbitration within the GATT system to defend what appeared to
be a clear violation of the GATT agreement. This again demonstrates that the political
volatility of agricultural import liberalization at the domestic level was enough to risk the
displeasure of important trade partners and the sanction of the central organization of the
multilateral trade regime which Korea depended on heavily. Further, beyond agricultural

issues, these confrontations were colored by the very transformation that was at the center

% Dent 2000.
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of Korea’s long-term economic strategy—i.e. developing a more technologically
advanced domestic industrial base—as this development fostered a transformation in the
eyes of other advanced industrial states as Korea was beginning to encroach into product

categories they competed in.

Domestic Resistance to Global Liberalization Pressure

External pressure in conjunction with political liberalization which led to a
relaxation of restrictions on civil society activity—that had been sharply curtailed its
ability to place demands on the state—coalesced to produce large scale political unrest in
Korean domestic politics. To be sure, a large portion of the social upheavals in Korea
during the late 1980s centered on the emergence of the long repressed organized labor
movement. More specifically, labor groups began demanding wage increases that lagged
far behind productivity gains, as stifling wage increases had long served as one of the
state’s key economic tools to improve the competitiveness of Korean exports.67 Though
declining after reaching a high water mark of 3,749 strikes involving more than 1.2
million workers in 1987 (see Table 3.3), widespread labor disputes continued to roil the
Korean economy throughout the next two years. As Roh Tae Woo began to comprehend
that labor’s empowerment could foster an erosion of Korea’s competitive advantage and
truncate the high GDP growth rates essential for maintaining popular political support in
Korea, he tempered his initial conviction that fully dismantling the government’s severe

restrictions on labor was a necessary component of democratization.®® Complicating

%7 Kang, C.S. 2000.

% Mo, Jongryn 1999.
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matters even further was the fact that during the height of the labor uprisings in 1987-88,
fully 85 percent of the public viewed their demands as legitimate.®® Mo contends that an
additional difficulty for the government when confronting the labor problem was the lack
of a readily available coherent set of reforms as opposed to the neoliberal reform package

that was proposed to Chun when facing the 1980 economic crisis.”

Table 3.3
T

Labor Disputes 1987-1992
Year
Disputes Workers Involved | Worker-days Lost

1987 3,749 1,262,285 6,946,935
1988 1,873 293,455 5,400,837
1989 1,616 409,134 6,351,443
1990 322 133,916 4,487,151
1991 234 175,089 3,271,334
1992 235 105,034 1,527,612

Source: Ministry of Labor, cited in Mo, Jongryn 1999

The efforts of the labor movement were often entwined with a broad coalition of
leftist dissidents known as the minjung movement that when it came to trade policies,
viewed the government as overly beholden to foreign influence and failing to protect the
interests of the people. The tempestuous confluence of U.S. pressure, Korea’s heavy
reliance on the U.S. market—which made avoiding trade sanctions an economic
imperative, and the newly empowered Korean civil society came to a head during the late
80s and early 90s. When the Korean government moved to settle the aforementioned
beef import ban dispute with the U.S. by allowing for a very limited importation of U.S.

beef, thousands of Korean cattle and dairy farmers carrying signs that read “U.S. Beef

% Kim, Byung-Kook 2003.
Mo, Jongryn 1999.
93



Will Ruin Us” surrounded the Ministry of Agriculture and Fisheries hurling stones,
smashing windows, and overturning cars.”" The government attempted to placate the
farmers with promises of subsidies and other measures aimed at alleviating the financial
distress resulting from lifting the ban on imported beef. For their part, members of the
economic bureaucracy justified the measure by pointing out that Korea could ill afford

the risk of retaliatory trade measures from the U.S.”

Making it more difficult for the government to navigate the new terrain of civil
society involvement in trade politics, was that even a natural ally, consumer groups,
treaded carefully in the delicate landscape of agricultural imports. Despite facing rice
prices five times the world average, Kim Jai Ok of the Citizen’s Alliance for Consumer
Protection in Korea offered only tepid support saying, “As a consumer [ would favor rice
imports” but that the desire for lower prices must be balanced with considerations of “the

" The domestic political volatility of agricultural import policies led

national interest.
Korean policymakers to warn trade partners pressing hard for reforms and threatening
retaliation that overly aggressive import liberalization could set off a social upheaval
capable of bringing down the government.”* These public displays of popular support for
agricultural interests were abutted by genuine electoral clout in Korea’s fledgling

democracy. Even with the momentous decline in Korea’s farming population triggered

by industrialization, the 25 percent rural component of the 1988 population elected half

™ The Associated Press, 1/8/1988.
21bid.
8 Far Eastern Economic Review, 7/21/1988.

™ Ear Eastern Economic Review, 6/23/1988.

94



the National Assembly members.” In addition, as a large portion of urban dwellers are
first generation transplants from the countryside—often having family members still
employed in agriculture—a residual sympathy for farmers persists even among those who

stand to pay the highest price for government agricultural protection.’

Another series of massive protests against loosening the restrictions on
agricultural imports erupted across the country in late 1990. A coalition comprised of
students, dissidents, farmers, and workers fought police, lobbing firebombs and bricks,
wielding metal pipes, and calling for the government to reject the Uruguay Round trade
negotiations en masse. The protestors contended that above and beyond the insistence of
Uruguay Round negotiators for agricultural import liberalization, these demands
represented one piece of a broader U.S. strategy to refashion the global economic order to

serve its interests at the expense of smaller countries like Korea.’’

These protests rode a wave of increased anti-American sentiment and received
mainstream political support from then, Assembly opposition leader Kim Dae Jung, who
declared that the Roh government must “sternly cope with America’s unrealistic pressure
to open [Korea’s] markets, especially farm products.”’® These efforts were joined by
several consumer groups who pledged to launch a boycott of U.S. products and

businesses in the Korean marketplace if the U.S. government did not cease with its

S Far Eastern Economic Review, 7/21/1988.
® Lee and Lee 2009.
" The Associated Press, 11/25/1990.

8 The Associated Press, 11/23/1990.
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demands for greater import liberalization.”® The government again had difficulty
mounting a defense of trade policies it described as necessary to remove other states’
distrust of Korea’s economic policies. Deputy Prime Minister Lee Seung-yun conceded
that the government had failed to communicate adequately to the public the necessity of

reforms for the health of the Korean economy and to “remove misunderstanding”.®

The voracious opposition to import liberalization by agricultural interests, clearly
cognizant of the severe economic retrenchment they would endure as a result of increased
imports is unsurprising. However, the wave of public xenophobia that rallied and drove
large segments of the populace to rally to the farmers’ pleas reached a level of

nationalistic fever that was rare even for Korea.®

What was more surprising is that
during these periods of civil unrest—centered on the rejection of the Uruguay Round as a
pernicious Trojan Horse ushering in a future of foreign domination of the Korean
economy®*—the large chaebol conglomerates, who had by far the most at stake in its
successful conclusion, remained largely on the sidelines allowing the protest movements
to frame the debate.®® Further, the government appeared apprehensive about getting on

the wrong side of the protest movements as Roh Tae Woo remained largely under the

radar, and “not one government minister [declared] that a successful outcome of the

 Ibid.

% Ibid.

8 Far Eastern Economic Review, 11/22/1990.

8 A persistent theme in Korea’s interaction with the outside world is the fear of foreign domination. This
thinking is rooted in the several thousand years of recorded Korean history that is replete with invasions by
stronger neighbors, including the Mongols, China, and Japan. The colonization and annexation by the
Japanese empire in the first half of the twentieth century served as the most recent validation of the view
that Korea remains under a persistent threat of foreign domination.

8 Far Eastern Economic Review, 11/22/1990.
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Uruguay Round would be good for South Korea.”® Thus, despite the Korean economy’s
heavy reliance on access to foreign markets and the net benefits the conclusion of the
Uruguay Round would offer its major industries, there appeared to be little public,
industrial, or political will to openly defend the necessity of dismantling domestic
protection in order to promote the competitiveness of Korea’s industries and avert
damaging retaliation from trade partners complaining about the lack of reciprocity in the

curtailment of protective measures.

The mass protests that erupted in the face of the Uruguay round negotiations
reflect several key aspects of post-democratization Korean politics. First, given the
menacing nature the public tended to attribute to foreign products, trade politics in
Korea—especially issues surrounding agriculture—are highly salient among the populace
and as the often violent nature of the resistance to the reforms indicates, there is a high
degree of passion involved. Second, whether it is an accurate assessment or not, the
resistance to trade liberalization by citizen groups laid the majority of the blame for
external pressure solely on the U.S. as even the multilateral Uruguay Round came to
represent—from the protestors perspective—another form of maleficent U.S. interference
in Korea’s internal affairs. Third, the rise of mass movements against import
liberalization clearly affected the calculus of political leaders as there was almost no
attempt by major political figures to defend the clear importance of acceding to the
Uruguay Round agreement for the export-dependent Korean economy. Finally,
consumer advocates who represented those who stood to benefit the most from the

reduction of the high food prices in Korea through increased availability of imported

8 bid.
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products either only tepidly embraced liberalization, or in some cases even used their
influence to advocate for maintaining restrictions and failing that, boycotting foreign
goods that did make it into the market.*® Thus, it is evident that moving forward, the
Korean government would find itself grappling with the seemingly irreconcilable
demands of trade partners for greater market access and a highly vocal and mobilized

portion of the citizenry that strongly objected to any such reforms.

These findings support a conclusion that counters the standard predictions made
by the hypotheses related to democratization. The standard expectation is that political
liberalization will engender trade liberalization as the expanded participation will push
policies towards lowering the barriers to imports and therefore lowering prices and
allowing consumers to save money. However, in the Korean case, democratization and
the accompanying extension of political participation to previously marginalized groups
appeared to make expanding trade liberalization more difficult. Further, while the
chaebol were certainly not a marginalized group under the dictatorship, democratization
also strengthened their hand relative to the state as politicians needed funds to fuel their
campaign efforts and party activity. Under the old system, the state had created several
mechanisms to ensure its supremacy over industry. However, democratization set in
motion the erosion of these controls. Thus, democratization in Korea tended to display

an inverse relationship with the political viability of deepening trade liberalization.

% See Vogel 1999. Utilizing evidence from the Japanese case, he argues that simply deriving interests
from standard economic theory and assuming their equivalence with policy preferences can often lead to
faulty or incomplete analysis. Mansfield and Muntz (2009) also caution against the simple substitution of
‘rational’ economic self-interest for preferences.
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Democracy and the Reconfiguring of the Economy (1993-2003)

The election of former dissident and long-time democracy advocate Kim Young
Sam in the 1992 presidential election marked a watershed moment in Korean politics as
he became the first non-military ruler to assume power since 1961 when Park Chung
Hee’s coup deposed Syngman Rhee. Further, the peaceful transfer of power from Roh
Tae Woo was a major step towards the consolidation of the democratic system
established in 1987. Kim Young Sam assumed office with an ambitious multi-pronged
reform agenda, which he placed under the rubric segyehwa, to reconfigure the underlying
principles of the Korean political economy. The segyehwa agenda was meant to
represent a new organizing principle that emphasized the deepening of democracy—both

1.8 Kim Dae

economic and political—that was to replace the old ‘developmentalist’ mode
Jung followed Kim Young Sam into the Blue House in 1998 in the midst of a full-blown
debt crisis that threatened to erase a large portion of Korea’s historic economic gains
garnered over the previous three decades. However, despite being a longtime rival of
Kim Young Sam, he held a similar overall outlook in as much that he believed that
removing the lingering vestiges of the developmentalist model was essential not only for
overcoming the crisis, but for shoring up the long-term health and stability of the Korean
economy in general and the chaebol in particular. Similarly, both would encounter

resistance from a wide array of stakeholders who stood to lose as a result of reforms they

advocated.

This time period also coincides with a significant secular transformation in the

overall composition of Korea’s bilateral export profile (see Figure 3.5). The

8 Moon 1999.
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establishment of formal diplomatic relations with the PRC on August 24, of 1992 began
to pay large dividends as it would surpass the U.S to become the largest purchaser of
Korean goods in 2004. Nonetheless, Korea’s structural trade deficit with Japan remained
intact and grew precipitously from 1998 onwards (see Figure 3.6). The combination of an
expanding of the proportion of machines and transport equipment and the precipitous
enlargement of the trade deficit with Japan indicates that the nature of the Korean export
regime was still largely defined by the utilization of imported advanced technology to
produce increasingly higher value-added goods, embodied by the increase of machinery

and transport equipment from 42.5 percent of exports in 1992 to 63 percent by 2004.%’

Figure 3.5
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Figure 3.6

Trade Balance with U.S., Japan, and China 1980-2010 (thousands of USD)
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Kim Young Sam was elected on a platform of representing the interests of the
middle class against the “chaebol’s monopolistic and abusive business practices” with the
goal of creating a more equitable distribution of Korea’s enormous gains in aggregate
wealth during the previous three decades.®® His segyehwa initiative offered a dual track
agenda of developing a competitive domestic marketplace in conjunction with bringing
Korea’s foreign economic policies in line with the standards of the WTO and OECD.*
His government expressed the view that the continued success of the Korean economy
was incumbent upon working proactively with trade partners to strengthen the
multilateral trade system, stressing that Korea should proactively stake out a more
assertive diplomatic posture commensurate with its expanding economic girth.* In an
address to the Korean Council on Foreign Relations, Foreign Minister Han Sung Joo

underlined the government’s belief in the immutable nature of liberalizing foreign

8 ) ee, Y.H. 1997, 381.
8 Ipid.

% Gills and Gills 2000; Saxer 2013.
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economic policy, stating that it is “an inevitable process that every nation-state must

undergo to ensure sustained economic stability and prosperity.”91

Kim Young Sam’s segyehwa initiative was in large part centered on achieving a
deconcentration of the Korean economy which meant reforming the top heavy chaebol
that had emerged from the previous decade largely unaltered.’® Ironically, to a large
degree these efforts to transform Korea into a liberal democratic market system retained
elements of the traditional developmental state model in that they were carried out in a
centralized, top-down fashion.”® Lee Hong-Koo, the former Prime Minister and architect
of the segyehwa initiative, described it as “something like a panacea. Globalization has
often been used as the powerful tool of persuasion in dealing with bureaucratic or
political opposition to government policies. Those who opposed globalization were
branded as parochial, collective egoists. Indeed, it has served as the foundation of social
consensus.”®  For Kim Young Sam’s government, the foundation of the WTO had
etched out a new external reality that was incompatible with Korea’s traditional
developmentalism.”® However, they were also cognizant of the fact that it was politically
untenable to dismantle Korea’s protectionist barriers under the current conditions, thus

the belief that alterations to external policy must be preceded by internal reforms.*® In

the domestic political arena Kim Young Sam was forced to contend with forces from

! |bid., 36.

% bid.

% Kim, Samuel 2000.

% Quoted in Moon 1999, 11, note 3.
% Kihl 2005.

% Moon 1999.

102



industry, labor, and civil society that all offered resistance to the macro scale alterations
he was proposing. His segyehwa policy’s had the effect of bringing trade policy to the
forefront of Korea’s new democratic politics. ¥ As with the previous decade, the newly
empowered Korean civil society would train a large degree of its efforts on compelling
political leaders to resist external-both multilateral and bilateral—pressure to liberalize

agriculture and other key industries such as automobile production.

Kim Young Sam’s segyehwa agenda was crafted to contend with the residual
institutional and societal resistance to fully embracing the marketization of the Korean
economy. In this vain, he attempted to emphasize the notions of modernizing the Korea
political economy to attune its foreign economic policies—including trade—with the
standards of the world’s most developed economies. His efforts to have Korea attain
OECD membership were largely pitched as a highly symbolic accomplishment signaling
that Korea had joined the ranks of the elite economies. Thus, in this case, there was a
conscientious decision to move away from the claims that Korea was still entitled to the
privileges of a developing economy and towards embracing its emergent status as an
advanced industrialized state.  However, the concept of achieving reforms internally
before addressing issues related to foreign economic policy, including trade, is indicative
of his administration’s belief that addressing domestic concerns about the distribution of
wealth and the concentration of economic power in the chaebol would serve in
assembling a coalition in favor of reforming Korea’s trade regime. Nevertheless, with

the final vote on Korea’s ratification of the Uruguay Round treaty looming in the near

7 Saxer 2013.
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future, Kim Young Sam’s hope to handle economic matters in and inside out manner

ultimately proved untenable.

The Contentious Politics of Rice in Korea

The political struggle over trade policy during the early days of the Kim Young
Sam government was largely colored by potentially the most explosive trade issue in
Korea, the importation of foreign rice. For decades, Korea had retained an outright ban
on imported rice. This was a policy that agricultural exporters no longer found
acceptable, and one which they insisted be addressed in the final Uruguay Round
agreement. During his campaign, Kim Young Sam had promised rural voters that he
would not budge on the removal of the rice export ban, later walking back the promise to
say only that he would ‘do his best’ to make sure they remained intact. He had also
reached out to the outgoing Roh Tae Woo—whose party Kim Young Sam had joined
prior to the 1992 election—administration with the hopes that they would lift the
restriction so as to shoulder the blame and the absorbed assured public outcry.®® As with
the mass protests in 1989, agricultural interests were joined by domestic consumer groups
such as the Association of Housewives Thinking of Hometown, who set upon organizing
a campaign to ensure that homemakers purchased Korean-grown foods exclusively. On
March 1, 1993 10,000 women rallied in Seoul to the reference of an anti-colonial uprising
started by a young girl in 1919, demonstrating their association of imported rice with

foreign domination.®

% Korea Times, 3/10/1993.
% 1bid.
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Gauging the widespread public animus towards the acceptance any of foreign rice,
the government proffered a concession at the Uruguay Round negotiations to liberalize
other Korean agricultural staples that were currently barred from import, including hot
peppers, sesame, onions, and sweet potatoes. But the Agricultural Minister stated flatly
that “[Korea] cannot permit the ‘tariffication’ of rice or minimum market access.”'®
Despite the fact that Korean rice prices were five times larger than world averages and
the government was spending over $6 billion a year—a number it eagerly wished to scale
back—to subsidize rice farmers, the political influence of agriculture forced the

government to defend the status quo.*™

The juxtaposition of Kim Young Sam’s calls for
the establishment of a liberal economic order in Korea on the one hand, with the
exigencies of domestic politics on the other was reflected in an address to the national
assembly on November 29, 1993. In the speech, he characterized Korea’s political
institutions as outdated and underequipped to deal with the rapidly globalizing world
economy while at the same time insisting that the ban on imported rice would not be
lifted. The growing influence of the agricultural sector in electoral politics was also
evident as reports of the government assenting to even a very limited quantity of

imported rice caused numerous opposition lawmakers to boycott the speech in protest.**

However, in a stark reversal from repeated pledges to retain the import ban, in
December the government agreed to import two percent of its total annual rice
consumption, to be expanded to four percent by 2004 when Korea’s quantitative

restrictions on rice would be reviewed by the WTO. Kim Young Sam delivered a

1% Far Eastern Economic Review, 11/18/1993.
101 | pig.
192 Far Eastern Economic Review, 12/9/1993(A).
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televised address explaining the rationale for dropping the ban on imported rice. In his
statement, he explained that Korea could not afford to be on the periphery of the
international trade regime and that the country had far more to gain from the Uruguay
Round agreement than it stood to lose.’® Clearly this explanation or the promises of
government financial support for adversely affected farmers did little to satisfy the anti-
liberalization coalition as once again massive protests erupted, this time attempting to
storm the U.S. embassy in Seoul.’®™ As an indication of his grave concern about the
political fallout resulting from the rice ban concession, Kim Young Sam sacked 14 of
his 24 cabinet ministers. Most observers believed this action was meant to serve as “a
ritual sacrifice...aimed at placating farmers, students and an opposition angry with Kim

for breaking a campaign promise not to open the country's rice market.”'%

The intense political struggle required to achieve even the most modest
agricultural concessions needed to secure Korea’s accession to the Uruguay Round
agreement demonstrates that the issues of agricultural imports remained a deeply
sensitive topic and with the potential to mobilize political and civil society actors in
numbers well in excess of the actual farmers who stood to lose from them. By contrast,
in terms of formal trade liberalization policies the Kim Young Sam government was able
to move Korea in a direction of greater openness in most other import categories (see
Table 3.4). Nonetheless, the fact that the tariff rates on food and beverages actually
increased in the wake of the Uruguay Round agreement demonstrates that agricultural

imports remained a vexing issue for Korea’s political leadership.

193 Far Eastern Economic Review, 12/23/1993(A).
104 Far Eastern Economic Review, 12/16/1993.

105 Ear Eastern Economic Review, 12/30/1993.
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Table 3.4
]

Weighted Mean Applied Tariffs
Product Category
1992 1996
Food products 14.63 17.8
Beverages 36.39 51.63
Tobacco 40 40
Textiles 10.18 7.61
Wearing apparel except 12.91 3
footwear
Leather products 9.36 5.72
Footwear except rubber or 11 3
plastic
Non-Electrical Machinery 10.64 7.83
Electric Machinery 10.56 7.92
Transport equipment 4.82 3.97

Source: Nicita and Olarreaga 2006

The collection of actors surrounding the issue imported rice offers valuable
insights into the Korean state’s struggle to adapt to an external environment far less
forgiving of their transgressions of the rules and norms governing international trade,
particularly as the system was transforming from the GATT to the more expansive WTO
system. Again, farmers and their supporters demonstrated their capacity to rally large
numbers to their calls and create a significant degree of disruption. Further, the large
public outcry against the acceptance of any imported rice even though rice prices in
Korea stood far above world prices offers some indication that the symbolic significance
of consuming domestically cultivated rice exclusively held an importance that
outweighed the prospect of lower prices for the staple of the Korean diet. The salience of
this issue is further evidenced by Kim Young Sam’s campaign pledge—albeit a wavering

one—that if elected he would ensure that the ban on foreign rice would not be a casualty
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of the Uruguay Round treaty. Thus, the political leadership continued to take a firm
public stand against any rice concessions in the Uruguay Round negotiations and were
unwilling to publically defend of the overall agreement such as the substantial benefits to
Korea’s giant exporters—the engines of the entire economy—stood to reap as a result of
the treaty’s implementation. The Uruguay Round-rice case offers convincing evidence of
the relationship between political liberalization and economic liberalization in Korea as
outbreaks of popular discontent in the form of mass rallies in conjunction with the threat
of genuine electoral sanction. In this instance, domestic political factors prevented the
government from supporting rice liberalization in the run up to the agreement, but in the
end, external considerations won the day as the leadership readily understood that Korea
could not be left out of the Uruguay Round agreement and that the allowance of a limited

amount of rice imports was a price that must be paid.

Formal Liberalization and the Use of Non-Tariff Barriers

In addition to joining the WTO as a founding member in January 1995, Kim
Young Sam also sought membership in the OECD as a means of solidifying Korea’s
ascent to the status of a developed economy and bolstering its international prestige.'® It
formally extended the invitation to join in June of 1994, but encouraged Korea to speed
up its efforts to liberalize trade before formally joining in 1996. OECD officials

expressed particular concern that although “tariffs and import licensing restrictions have

been reduced significantly...some specific tariffs—for example, on fisheries products and

106 5axer 2013
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textiles—remain high” and “that non-tariff barriers, which keep domestic prices above

import prices, have become the most important impediment to trade.”%’

These concerns about Korea’s use of non-tariff impediments to imports were a
continuing cause of concern among its trade partners. Not least among these was the
U.S.,, as NTBs were a major source of irritation for U.S. trade officials and
correspondingly the chief targets of their demands backed by retaliatory threats. The
increasing importance of non-tariff mechanisms for protecting domestic industry is
evidenced by a nearly seventeen-month dispute between the U.S. and Korea that began
with the seizure of a shipment of U.S. sausages in February 1994, with Korean Custom
officials claiming they violated Korea’s shelf life regulations. The U.S. vigorously
fought this as an unfair barrier which potentially extended to a wide array of packaged
meats and sought redress within the WTO consultation apparatus with Korea eventually
agreeing to alter the regulations to meet U.S. demands.'® Likewise, during the mid-
1990s the Clinton Administration revived the threat of Super 301 retaliation to go after
non-tariff barriers in the Korean auto market that lodged stiff taxes on the larger cars U.S.
firms were most competitive in. While receiving several concessions from the Korean
government, USTR Mickey Kantor argued that “more needs to be accomplished to fully

open the Korean auto market.”*®

In addition to its direct conflicts with the U.S., Korea also came under increasing

pressure in the WTO, with members including Australia, the EU, Switzerland, and

197 Far Eastern Economic Review, 6/16/1994 [emphasis added].
'%The Associated Press, 6/20/1995.
19 The Associated Press, 9/28/1995.
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ASEAN all expressing concerns about Korea’s import policies. These concerns included
the lack of tariff binding, the continued availability of ‘adjustment tariffs’, and the use of
various domestic taxes that raise the price of imported products.*® The frustration of the
developed economies is best summarized by the EU’s WTO delegation, who argued that
Korea must “assume a level of obligations commensurate with the status of one of the
world's leading industrial nations” and that “Korea, which had benefited so much from
international trade for its economic vitality, bore a special responsibility for the future of

the multilateral system.”**

The concern over Korea’s utilization of use of non-tariff measures to curtail the
competitiveness of imports points to the lingering gap between the pro-market rhetoric of
Kim Young Sam’s segyehwa agenda and the reality that many exporters faced when
trying to make headway in the Korean market. The EU’s statement during Korea’s 1996
WTO policy review also aptly captures a persistent theme among Korea’s trade partners
that its resistance to opening its market lent credence to the notion that Korea was a free
rider, who received the benefits of a liberal international trade regime but was unwilling
to pay the costs. The evidence presented above also demonstrates that detailed case
studies can help to identify the true nature of a state’s trade liberalization versus the
utilization of only macro tariff data. As the OECD and other trade partners noted, the
major issues with exporting to Korea lay—in most cases—not with high tariff rates but
with more inconspicuous measures that sought to impede imports or raise their domestic

prices.

1O WTO 1996.

1L \WTO 1996 Trade Policy Review of Korea, statement by EU delegation,.
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Kim Dae Jung and the Asian Financial Crisis

Kim Dae Jung came to power against the backdrop of the Asian Financial Crisis
(AFC) which had spread to Korea in late 1997 and threatened to bankrupt numerous
overleveraged chaebol, thrusting the Korean economy into a downward spiral
culminating in the extension of the largest IMF bailout in history. In terms of trade
policy, his agenda entailed a complete reorientation of the state’s relations with business
as the AFC had convinced him that the government must no longer utilize protective
policies to support non-competitive firms.**?> While his agenda involved altering the
state’s relation to business on several fronts, the reduction of import barriers was seen as
one important instrument for improving the competitiveness of Korean firms and
weeding out those that were incapable of offering products on par with imports in terms

of price and quality.

In spite delivering significant blows to Korea’s prestige as an economic
juggernaut, Kim Dae Jung saw the state’s dense entanglement with the IMF as a means to
accomplish domestic reforms that would be politically untenable during ‘normal times’.
With this in mind, he sought to parlay his unique historical position into extracting
concessions from all sectors of the economy, as well as both capital and labor. '
Lending credence to the new president’s view that protectionism was partly to blame for

Korea’s economic woes, a report issued by the consulting firm McKinsey and Co. drew a

112 Kihl 2005; Koo and Jho 2013.
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direct line between the economic crisis and trade protectionism. The report concluded,
“[i]n manufacturing, Korea has massively invested in the best available technology, but
because of protectionism and poor corporate governance in banks and companies, it was
not forced to adopt best managerial practices.”™™* They conclude that this resulted in the
poor utilization of productive resources which invariably led to the accumulation of

unsustainable debt burdens.

Kim Dae Jung’s foray into two of Korea’s most sensitive policy areas provides
evidence that his conviction to confront the most politically difficult issues, even at the
risk of eroding his public, standing was genuine. In 1998, he lowered tariffs on beef to
20 percent and increased quotas with a plan to eliminate all tariffs on beef by 2000.** In
the same year, he agreed to remove all import bans on Japanese imports subjected to the
‘import diversification program’ initiated in 1978 as a means to curtail Korea’s persistent
trade deficit with Japan. This particular form of import restriction had served as a major
source of protection for both the electronics and auto industries.*® Kim Dae Jung sought
to augment these earnest efforts to roll back several of the most contentious components
of the structural protectionism embedded in the fabric of the Korean political economy
through an institutional recalibration that brought about significant alterations in the

bureaucratic governance of trade policy.

In 1998, the Ministry of Foreign Affairs and Trade (MOFAT) and more

particularly the Office of the Minister of Trade (OMT) attached to the ministry was

114 Quoted in Far Eastern Economic Review 4/30/1998.

115 Koo and Jho 2013.

118 Ear Eastern Economic Review, 7/1/1999.
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granted the exclusive prerogative to conduct trade negotiations.'*’ This was a clear
attempt to impede the involvement of ministries responsible for noncompetitive
industries—especially the Ministry for Food, Agriculture, Forestry and Fisheries
(MAFF)—in trade talks. To be sure, vesting this authority within MOFAT and the OMT
was to have a large impact on Korea’s foray into bilateral FTAs, which would emerge as
the central component of its trade politics over the coming decade. This venture
commenced in November 1998 with a decision by the Foreign Economic Policy Planning
Committee to actively pursue FTA partners with the recommendation that Chile should

be the first candidate for an agreement.**®

Chile was believed to be a good selection for a first FTA as its economic makeup
and size appeared to meet the twin goals of shoring up foreign markets while at the same
time minimizing the potential for significant disruptions to the domestic economy.
Korea’s swift embrace of FTAs was driven by several factors emerging in its external
environment as well as the domestic one. From a systemic perspective, the failure of the
1999 WTO meeting in Seattle to launch a new round of talks as well as concerns about
increasing competition in its chief export markets engendered the view among
policymakers that FTAs provided a viable alternative to Korea’s traditional reliance on

the multilateral trade system.*

At the domestic level, Kim Dae Jung viewed FTAs as a means to ‘locking-in’

reforms he had been able to achieve in the wake of the AFC and that they held the

" Koo and Jho 2013,
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additional allure of enabling Korean negotiators to carve out concessions—i.e. exempting
of postponing tariff eliminations—in the most politically sensitive sectors of the economy,
particularly agriculture.*”® These goals were further facilitated by the new bureaucratic
constellation overseeing trade policy, as the OMT was able to tilt the agenda heavily in
favor of this approach and bring about “a new bureaucratic balance of power in favour of
FTA initiatives.”"?" However, despite the expectations that the Chile FTA would serve as
a fairly simple initiative and a launching point for more difficult FTAs with larger
economies, the process would, in fact, take years to complete, spilling over into the
presidency of Roh Moo Hyun, and encountering stiff domestic resistance from both civil

society and members of the National Assembly.

The conclusion of this period (1993-2003) bears a striking resemblance to its
beginning, as it began with Kim Young Sam on the campaign trail promising voters that
he will retain Korea’s ban on imported rice at all costs. Almost exactly a decade later,
progressive candidate Roh Moo Hyun is addressing a rally of up to 70,000 farmers and
their supporters who are calling for the government to block any further increase in rice

imports.'??

This rally largely targeted the upcoming WTO negotiations—calls to reject the
ratification of the Chile FTA were also included in their demands—as the ten year grace
period for rice quotas Korea was granted in the 1994 Uruguay Round agreement was
coming to a close. A coalition of rice exporters, including the U.S., China, and ASEAN

members were once again calling for quantitative restrictions to be scrapped outright in

favor of tariffs. In his speech Roh pronounced, “I will not sit idle and see the domestic

120 | bid.
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agricultural sector victimized by cheaper foreign farm produce” and that “Korea should
ensure that the full opening of its rice market be delayed during the WTO talks.”*?®
However, he did offer his support for the ratification of the Chile FTA while noting that
significant government compensation should be distributed to adversely affected farmers.

The resolution of the WTO rice negotiations and the ratifications of FTAs would move to

the center of Korean trade politics in the years to come.

During the Kim Dae Jung presidency, there was a genuine effort on the part of his
administration to harness the AFC to make numerous lasting changes to the Korean
political economy, of which, trade liberalization was one. He recognized that the
direness of the crisis offered him a measure of political capital that would be unavailable
under normal conditions and thus sought to use the powerful position of the IMF as
leverage to further diminish resistance to his reform efforts. The reorganization of the
bureaucratic governance of trade policy was also a significant policy outcome that was
specifically intended to reduce the influence of more statist ministries by stemming their
ability to shape future negotiations directly. This reorganization as well as the decision to
seek out bilateral FTA partners were both, in part, premised on the notion of ‘locking-in’
reforms as the tempestuous nature of Korean trade politics amplified the likelihood that

Kim Dae Jung’s reforms would be targeted for a reversion to the status quo.

Nonetheless, it is noteworthy that concerns about domestic resistance were still
factored into key decisions, as the choice of Chile for Korea’s first FTA was largely
predicated on the belief that it would not produce a high degree of dislocation within the

domestic economy, therefore minimizing public consternation. However, the new round
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of massive street demonstrations that broke out in the last several months of Kim’s
presidency delivered an unambiguous verdict that the potential for trade related issues to
activate large numbers of disaffected citizens and upend the political environment

endured.

Here, the confluence of domestic and international variables is plain. A strong
president, Kim Dae Jung, and the IMF, holding a large sway over Korean economic
policy given the extraordinary magnitude of its outlays, both embraced the need for
Korea to embark on drastic reforms in order to restore its economic stature, which
included reducing the levies placed on imports. However, the amplification effect of
these two weighty forces in favor of neoliberal reforms found their efforts attenuated by
the active civil society organizations unleashed by democratization. These groups
retained the capability to mobilize huge numbers in the streets to ensure that their
opposition was registered by elites, compelling policymakers to move towards
liberalization with great caution. Thus, though pro-liberalization actors were able to take
steps in the direction of liberalization, they found their degree of political
maneuverability limited by domestic groups utilizing the rights extended to them by
political liberalization. Even in this extreme instance of where a strong president and an
external pro-liberalization force (the IMF) sought to boldly reconfigure the domestic
economy, the ability of societal actors to either block or slow the pace of reforms lends
strong credence to the relative explanatory efficacy of societally located variables. In
particular, this period lends further credence to the proposition that democratization often

served to hamper rather than embolden liberalization efforts on the part of policymakers.
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FTAs, Farmers, Legislators, and the Chaebol (2003-2010)

Roh Moo Hyun came into office with a plan to ramp up Korea’s recently
christened FTA initiative. As opposed to Kim Dae Jung, who embraced FTAs due to
their ability to lock in reforms and table issues that could trigger domestic volatility, Roh
regarded FTAs as a means to aggressively expand market access for Korean firms and
mitigate the growing competition from other emerging economies.*?* Despite the new
administration’s emphatic support of FTAs, the political struggle and concessions
required to achieve the ratification of the Chile FTA foreshadowed the difficulty the FTA
movement would encounter as the government moved in pursuit of increasingly complex
and deep agreements with the major economies of the world. The struggle over FTA
ratification would also bring the National Assembly to the forefront of trade politics and
would give rise to increasingly assertive and direct business involvement in the public
discourse. Nonetheless, as with Kim Young Sam’s segyehwa initiative, the embrace of
FTAs was carried out in a largely top-down fashion with the OMT at the center asserting

its wide-ranging authority in order to set the terms of the debate.?

After almost four years of negotiation, Korea and Chile finally signed an
agreement in February 2003. In attempt to tamp down domestic opposition, the Korean
government had insisted that two major Chilean agricultural products, pears and apples,
be left out of the agreement (as well as a seasonal prohibition on grapes) with Korea, in
turn, agreeing to forgo the removal of Chilean duties on its washing machines and

refrigerators. Further, the Korean government established a $1.2 billion relief fund to

124 park and Koo 2007.
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help farmers who stood to suffer as a result of the agreement. However, these proactive
moves by Korean negotiators to ward off protestations and popular mobilization by

agricultural interests and their allies proved largely ineffective.

Agricultural groups initially sought out support from the government through
their traditional ally, the Ministry of Agriculture. However, following the agreement’s
signing in 2003, they revised their tactics and began threatening electoral retribution
against lawmakers who supported ratification. Various agricultural organizations made
public threats that legislators representing rural districts and voting in favor of ratifying
the Chile FTA would be targeted in the next election.’®® This strategy appeared to pay
significant dividends as the number of assembly members openly opposed to ratification
grew throughout 2003 from 60 in January, to 117 in April, to 140 June and peaked at 147

of 299 members by July.**’

This group of legislators came to be known as the ‘Farmers’
Party’ and represented a multiparty coalition that broke down largely along the
rural—urban divide rather than by party affiliation, or ideology. Indeed, many members
of Roh Moo Hyun’s party broke ranks with the president who strongly supported the
Chile FTA.*® Lee and Lee contend that the motives of this farmers’ coalition in the
national assembly was largely a product of concerns over electoral retribution from farm

voters and their sympathizers rather than a reflection of genuine interest coalescence.'*

While these vigorous efforts by agricultural interests were successful in defeating three

1% |ee and Lee 2009.
27 | bid.
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separate attempts to secure ratification, the agreement was finally ratified by the

legislature in February of 2004.

During the course of the legislative battle, the chaebol inserted themselves into
the debate, overcoming a general reticence to play a large role in public political
confrontations which held the potential to stoke animosity.  In the wake of a failed
ratification attempt on February 2004, the Federation of Korean Industry (FKI)—the
primary chaebol trade association—issued a statement claiming that the national
assembly was failing to recognize the new imperatives of global trade competition and
that their failure to act would only harm the long term interests of Korea.'*® The
legislature’s inability to ratify the agreement resulted in trade diversion that began to eat
into the market share of Korean firms in Chile, with the automobile and electronics firms
being hit especially hard. Experiencing the direct financial effects of being left on the
sidelines of the growing international FTA trend played a critical role in fomenting
industry’s strong activism in favor of the FTA.*** The FKI would later publish its
opinion that FTAs with the U.S. and EU would provide the greatest benefits to Korean
industry, especially in the automobile sector.*®* Conversely, Mi Park argues that the
FKI’s and Samsung’s opposition to an FTA with Japan precipitated a collapse of talks
between the two countries as the government focused on the U.S. and EU FTA’s which

they favored.'*®

B30 EK| press release, 2/11/2004.
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The ‘farmer’s coalition’ that had stunted but failed to prevent the ratification of
the Chile FTA would reemerge as agricultural interests and their supporters mobilized yet
again to resist the government’s efforts to negotiate a settlement with the WTO on the
rice issue. The government reached a deal with the WTO in December of 2004 after a
series of bilateral negotiations with the U.S., China, and Thailand and was able to obtain
another ten year grace period for retaining its quantitative restrictions on rice imports. In
doing so, Korea agreed to increase imports from 4 percent to 7.96 percent by 2014 and
allow 30 percent of total imports into the consumer market by 2009.** Even though this
represented a victory for Korean rice farmers—when compared to the alternative of
switching to a tariff based system—and carried a hefty price for consumers—electoral
threats directed at the legislators again succeeded in blocking the National Assembly’s
approval of the bill for almost a year. These efforts to influence legislators were again

accompanied by massive street protests that often turned violent.

The initiation of FTA negotiations with the U.S. in June 2006 and the subsequent
signing of the agreement a year later would prove to be yet another political battleground
that pitted agricultural interests against an emerging consensus among industries,
favoring the deal. While agricultural groups continued a dual strategy of targeting
vulnerable legislators and organizing demonstrations to rally sympathetic factions of the
population to their cause, the chaebol, and even SMEs expressed support for the
agreement. The FKI contended that the U.S. was the most desirable FTA target for

Korea because it offered the potential to expand the exports of a diverse range of

134 | ee and Lee 2009.
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industries including automobiles, textiles, clothing and electronics.™*

An FKI survey
found that 85 percent of SMEs supported FTAs with major economies, not only due to
the hope of increasing exports, but also because the reciprocated lower domestic tariffs
would reduce the cost of the imports utilized in production and thus enhance their
competitiveness.™*® This embrace of FTAs by SMEs can also be partly explained by their
transformation from activities focused on direct exporting to one oriented towards
supplying larger firms with the components for their exports. In 2005, over 50 percent of
SMEs were geared towards supplying larger firms with the inputs of their final products
while less than 35 percent were engaged in direct exporting.**” Accordingly, the deeper
entanglement of SME’s production activities with those of the chaebol moved their
preferences in the direction of advocating for trade liberalization as their sales
increasingly became a function of the chaebol’s export receipts. These data also point to
the fact that the need for Korean firms to import a large portion of their production inputs

prevailed making the FTAs attractive by holding out the potential to lower the prices they

paid for them.

In line with industry’s strong advocacy of concluding FTAs with the world’s
largest economies the Roh administration launched formal FTA negotiation with the EU
in May 2007, though the agreement would not be signed until over three years later. As
the FTA with the U.S. provided a template for the EU negotiations, it is unsurprising that
the respective coalitions favoring and opposing the agreement were largely congruent.

However, over the course of the negotiations EU officials and businesses increasingly

35 FKI press release, 1/16/2006.
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expressed concern over the ability of the Korean government to effectively implement the
policies they had agreed to. In interviews conducted by Judith Cherry from 2006-2007,
executives with firms doing business in Korea expressed their frustrations with the
“‘mismatch’ between the public pronouncements of the Korean government regarding
trade and investment policy and the implementation of those policies by working-level
officials, who often managed to slow down, dilute or even block the changes promised at
higher levels of government.”** Thus, despite a clear embrace of trade liberalization by
successive presidents as a necessary instrument for improving the competitiveness of
Korean industry, concerns about Korea’s ability, or willingness, to live up to the
agreements they have made continued to linger. In the same interviews, Cherry points to
a general consensus among interviewees that “for many Koreans, globalization was a
‘one-way street’” where the aim was for Korea to export and invest more overseas while

continuing to restrict imports and the entry of foreign firms.”

This period was largely defined by Korea’s concerted push into the realm of
bilateral FTAs which exhibits a growing readiness of the state to further reduce Korea’s
import barriers in exchange for locking in preferential market access to the world’s
largest economies. However, the case of the Chile FTA along with the intense struggle to
achieve legislative authorization for the WTO rice agreement demonstrates that for
Korean policymakers the agricultural dilemma continued to make negotiating the kind of
reciprocal concessions that are necessary for trade agreements quite difficult. Several

important new developments also accompanied the long-standing confrontation over

138 Cherry 2012, pg. 256.
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agricultural liberalization. These include: 1) a change in tactics by agricultural interests
groups which began to combine their traditional reliance on massive street protests with
electoral strategies that sought to strengthen support in the legislature through threats of
voter mobilization as well as, 2) an increasing willingness of the chaebol to insert
themselves directly into the policy process, especially when they began to feel that the
failure of politicians to act was beginning to have a significant impact on their bottom
line. However, it is important to note that as in the case of the Uruguay Round agreement,
though agricultural and other anti-liberalization civil society groups were successful in
causing major disruptions in the policy process and affecting the political calculus of
policymakers, in the end the government was able to achieve its goals and obtain the

necessary legislative support.

Furthermore, the lingering doubt over Korea’s ability to foster a truly open market
and extend fair treatment to imports points to the residual effects of its developmentalist
legacy. The fact that such misgivings remain even after 30 years of maintaining an
official policy goal of pursuing the marketization of the domestic political economy lends
credence to the notion that institutional legacies are hard to jettison in their totality. The
continued employment of non-tariff barriers to protect domestic firms seems consistent
with government policies that are constructed to improve Korea’s record of trade
liberalization through the adoption of lower tariffs and reduced quantitative barriers, but
nevertheless wish to reduce the domestic political and economic risks associated with

allowing for unabated competition from foreign products.
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Conclusion

The issue of trade in Korea is highly salient and fraught with intricacies which
often confounded the policymakers seeking to formulate adjustments to meet new
political-economic realities emerging at both the domestic and international levels.
Looking at the period in its totality, Korean policymakers repeatedly found themselves
contending with an array of stakeholders—domestic and systemic—whose perspective on
the relative merits of trade liberalization as well as the form it should take in Korea
differed drastically. Further, there was often a lack of unanimity regarding the tenor trade
liberalizing reforms should take amongst state actors and institutions themselves. Given
the persistent fluctuations between these push and pull forces in their disparate iterations,
it comes as little surprise that the policy outcomes tended to be characterized by the
vacillations and equivocations on the part of those charged with their formulation and

implementation.

As a land-scarce country, the prediction that the most ardent foes of liberalization
would herald from the agricultural sector was borne out repeatedly over the course of the
study.  Agricultural interests were consistently able to mobilize mass street
demonstrations to protest any attempt to pare down the extensive network of tariffs and
quotas that inured Korean farmers from the specter of competing with international prices.
In addition, as seen in the efforts to block the ratification of the FTA with Chile,
agricultural interests began to deploy a far more direct method of exerting political
pressure by threatening electoral sanction for any legislator supporting ratification.
Similarly, the expectation that as Korean transitioned into more capital-intensive modes

of production the chaebol—who dominated the Korea’s capital intensive export
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manufacturing—would advocate for increased liberalization was borne out in this case.
The chaebol, though their primary trade association, the FKI weighed in heavily in favor
of the state’s FTA agenda. A direct manifestation of these predictions can be found in
the societal conflagration that surrounded the proposed FTA with Chile, with the holders
of Korea’s scarce factor, land, were pitted against the holders of its increasingly abundant

capital, the chaebol.

Democratization did not interact with the factor endowment hypothesis in the
ways theory would predict. Given that average consumers—and voters—were
disadvantaged by agricultural protection in the form of higher prices, the expectation is
that with the onset of competitive elections politicians seeking office would aim their
proposals to entice the common voter. However, the 1992 campaign is particularly
telling as every major presidential candidate—including the eventual victor Kim Young
Sam—campaigned on a firm promise to keep the Korean rice market closed. Thus,
despite the certain significant price decreases, especially in Korea’s staple food, rice,
which would accompany further removal of levies and quantitative restrictions, the
behavior exhibited by Korean politicians indicates that they saw support for rolling back
such protective measure as a political detriment. The popular support for limiting foreign
products was not limited to agricultural goods and often received support from factions
within the state also unhappy with the even limited steps taken towards a more liberal
trade regime. In sum, democratization certainly played a significant role in changing the
nature of the politics of trade in Korea. However, it by and large served to allow

agricultural interests and opponents of the expansion of foreign products in the
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marketplace to mobilize its reservoir of supporters amongst urbanites to challenge the

state's trade liberalization agenda openly.

Domestic opponents stood starkly juxtaposed to pressures emanating from the
international system that were bemoaning Korea’s glacial pace in adopting policies
commensurate with the global norms for developed economies. To be sure, Korea’s
overall level of economic development and hence the depth of its global obligations to
bolster the liberal international trade regime embodied in the GATT and later the WTO
were a persistent source of discord between Korea and its major trading partners among
the advanced industrial economies. While certainly not alone, the U.S. was at the
forefront of these efforts to push Korean policymakers to rollback protectionist measures
and the evolution of the nature of these complaints offers a window into Korea’s strategy
for adjudicating these challenges. Korean official certainly looked gravely upon threats
from their U.S. counterparts—particularly with the emergence of the Super 301 powers
giving them teeth—and thus were generally wont to take whatever steps were needed in
the short-term to lift the specter of retaliatory measures. However, these initial steps in
the direction of appeasement were often attenuated by either never fully implementing

the agreed upon reforms or creating NTBs to blunt the intended effect of the reforms.

The issue of liberalizing rice imports proved an area so politically volatile that the
state work tirelessly to have it left of the dossier of its obligations for entering the WTO.
The outcome in this instance is emblematic of muddled outcomes that often grew out of
the state’s efforts to appease protectionist elements at the domestic level and those
international actors demanding the Korea open its markets. In this case, some limited

amount of imported rice was permitted to enter with the policy up for review in a decade.

126



Taken as a whole, the case of trade liberalization in Korea demonstrates that even in
presence of extreme disparities in economic power and among relationships crucial to
Korea’s economic well-being policymakers were still willing and able to engender some
level of mitigation in the final outcome so as to retain a degree of the state’s control over
the flow of goods into the economy as well as placate a population generally resistant to

the free entry of foreign products which they saw as a threat to domestic firms.
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CHAPTER 4

THE LIBERALIZATION OF FDI IN KOREA:
DISMANTLING OR REARRANGING THE SINEWS OF KOREA INC.?

Introduction

The utilization of state authority to shape foreign capital so that it harmonized
with the contours of policy objectives serves as a focal point of the successive—often
truncated— attempts of the political leadership to liberalize Korea’s FDI regime. In
broad sense, the primary points of contention surrounding FDI as an issue area overlaps
with those of trade in that, as with trade, the neoliberal approach advocates a winnowing
of state intervention and the maximization of capital’s ability to seek out investment
locations —and markets for goods and services in the case of trade—generally
unencumbered by national boundaries. However, as the Korean case demonstrates, in
comparison to trade, the liberalization of FDI carries with it the potential to open up a
unique set of secondary issues often resulting from the much more direct interface
between foreign firms and investors, domestic firms, domestic workers, and the state.
This chapter offers a theoretically driven evaluation of how the interactions among these
external and internal political-economic forces affected both the degree and the content of

FDI liberalization in Korea from 1980-2010.

The evaluation of the dependent variable in this chapter incorporates several
measures that gauge the ease at which foreign investors are able to purchase stakes in
Korean firms or establish businesses in Korea. It accounts for rules governing
restrictions on the percentage of foreign ownership, barriers to entry by foreign firms,
limitations on the scope of business activities foreign firms are allowed to engage in and
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as with trade, informal barriers to entry which may include regulatory complexity and
bureaucratic resistance. Evidence gathered from the viewpoints of foreign stakeholders
directly involved in this process serves as a means of ascertaining the specific ways
official liberalizing policies may, in reality, offer little change to the way a given policy

area is adjudicated in practice.

As with trade, over the course of this study we witness a succession of presidents
embracing and promoting the merits, or at a minimum, the absolute necessity of
reconfiguring Korea’s FDI regime away from its generally restrictive roots towards a
more neoliberal framework. However, these efforts continually came into conflict with
an array of societal actors, including the chaebol and unions, who saw their capacity to
engage directly in political activity greatly enhanced by the liberalization of the public
sphere that accompanied democratization. These processes unfolded in such a manner
that made FDI liberalization more, rather than less, politically problematic for high level
officials committed to overturning the statist status quo which had conscientiously kept
foreign stakeholders at an arm’s length so as to maximize domestic decisional autonomy.
In addition to the effect of democratization on policy outcomes, the residual bureaucratic
resistance among a significant portion of the economic bureaucracy also played a
significant role in limiting the depths to which liberalization initiatives could reach. For
these societal actors and liberalization skeptics within state agencies, the increasing
presence of foreign firms and the takeover of Korean firms by foreign buyers represented
an unacceptable concession mortgaging Korea’s economic autonomy. These variables

provide the greatest important explanatory breadth when seeking to account for the

129



muddled and oscillating policy outcomes in Korea’s FDI liberalization that characterize

the subsequent analysis.

Additionally, as recognizing the institutional setting that attempted liberalization
reforms were confronting provides a critical context for understanding how the process of
liberalization, it is import to provide a brief overview of the logic driving FDI policy
during the developmental state era. Upon seizing power in 1961 and launching a
centrally organized economic development program, Park Chung Hee was determined to
maximize the state’s autonomy over the domestic economic affairs by forging close ties
between the state and private industry.® At this time, there was virtually zero foreign
capital present in Korea.? The Foreign Capital Inducement Act (FCIA) of 1960
represented the state’s maiden effort to incorporate foreign investment into its
development strategy. It launched a highly selective program that sought to utilize FDI
as a means to foster technology transfers and reduce balance of payments pressures while
simultaneously forbidding investments into sectors the state targeted for growth and thus

sought to protect from foreign competition and control.?

Park, along with the vaunted Korean economic bureaucracy, viewed FDI not only
as an economic threat to Korea’s infant industries but also as a political threat to the
state’s autonomy in that “foreign economic and political influence it tends to engender”

carried the potential to foment the coalescence of alternative nodes of power within the

! This dense set of institutional linkages binding the public and private sector at the heart of Korea’s
development program came to be known by the moniker Korea Inc.

2 Mardon 1990.

® Kim and Hwang 2000.
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domestic economic sphere and diminish the state’s control.* To this end, the state
embarked on a path that heavily favored the procurement of foreign loans and technology
licenses over foreign investment. Even in cases where FDI was deemed essential to
meeting a specific development objective, state officials sought to steer investors into
joint ventures with Korean firms so as to curtail their autonomy and ensure the transfer of
technology to domestic firms. In sum, the Korean state “adopted a policy of decoupling

foreign capital and foreign technology from foreign direct investment.”®

The chapter is divided into three major sections that correspond with the
presidencies of Chun Doo Hwan and Roh Tae Woo (1980-1992), Kim Young Sam and
Kim Dae Jung (1993-2002), and Roh Moo Hyun and (the first two years) Lee Myung
Bak. As illustrated in Figure 4.1, FDI had a minimal presence in the Korean economy

prior to the onset financial crisis which precipitated a series of reforms that significantly

Figure 4.1
Korea's Net Inward FDI as a % of GDP (1980-2010)
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opened the market to inward FDI with the hopes of mitigating the immediate balance of

* Mardon 1990, 119.

® Ibid., 119 [emphasis added]
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payments crisis and facilitating a more far-reaching restructuring of the domestic
economy in the long-term. However, as this study elucidates, attempts by successive
presidents and top policymakers of a neoliberal suasion to further ease restrictions on FDI
ran into stiff resistance from an array of societal actors, including the chaebol, organized
labor—which was greatly empowered by democratization, as well as members of the of
the bureaucracy who retained a mercantilist/nationalist worldview that considered high
levels of foreign ownership contrary to the national interest. These efforts on the part of
domestic interests groups and recalcitrant bureaucrats to stymie foreign investment had
the predictable effect of yielding a steady stream of protestations from foreign
investors—even after the concerted efforts by successive presidential administrations to
radically alter the domestic FDI environment. The general tenor of their sentiments is
aptly captured, by Jim Bemowski, a manager with McKinsey & Co in Seoul, who
claimed that although, “[g]lobalisation is the buzzword...[the government has] got one

foot on the gas pedal and one foot on the brake... causing things to move slowly.”

To be sure, over this period FDI policy moved in an overall direction of
liberalization in ways that may the Korean economy far more accessible to foreign
economic actors as evidenced by the fact that the total value of inward FDI stock in 2010
stood at over twenty-five times that of the 1990.” However, though major political
figures continually insisted that Korea’s economic fortunes were inextricably tied to

attracting a greater volume of FDI, at present “Korea’s level of integration with the world

® Asian Business, November 1994.

" OECD.
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economy is still very low.”® The urgency felt by some Korean policymakers to bolster
FDI inflows is, to a large degree, driven by another major secular trend in the Korean
economy over the past several decades. This entails the movement out of light, labor-
intensive manufacturing towards more capital intensive high-end manufacturing and
increasingly in the direction of knowledge-intensive production. As Hahm and Plein note,
this transformation made the continuation of the state’s traditional reliance on technology
licensing increasingly untenable as the vast resources firms expended on R&D made
them reluctant to sell licenses, especially as they began to view Korean firms as potential

competitors.®

Herein lays an essential theme of this study, as Korean firms moved closer to the
technological frontier, incorporating more direct foreign involvement in the domestic
economy emerged as the only viable means to expand its production capacity. However,
taking concrete steps in this direction stoked the hostility of numerous societal actors (e.g.
the chaebol, organized labor, and voters) who retained a general distrust of foreign
economic actors and their intentions. From this perspective, democratization in Korean
provided a voice to societal actors who tended to favor local control of industry due to,
among other reasons, Korea’s traumatic initial encounter with ‘foreign investment’ that
led to a virtual takeover of the Korean economy by Japanese firms and the eventual
annexation of the entire state.’® The importance of altering such perceptions was driven

home as political elites learned that while “legal frameworks, promotional systems and

8 Jones 2009, 21.
91997.
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structures can be changed or enhanced with relative ease, the more problematic issue is

> To be sure, the state

that of changing...Koreans' views of inward investment.
struggled to alter the perceptions of many of its own bureaucrats—especially at the mid
to lower tiers— which one journalist characterized as the “grim-faced officials who check
the voluminous paperwork needed to conduct any type of business activity in Korea” and
constitute “an entirely different breed from the Western-educated top ranking officials

who sign the market-opening accords and preach the virtues of globalism.”*?

This tension between the push by presidents and high ranking official to bolster
investment and the desire by many societal actors to maximize the Korean control over
the domestic economy spilled over into another major axis upon which FDI liberalization
in Korea turned, the evolving and increasingly acrimonious relation between the state and
the chaebol.®* In this vein, the state increasingly came to see FDI as more than simply a
means to bolster Korea’s technological capacity. Rather, for Kim Dae Jung in particular,
expanding foreign ownership in the domestic economy served as a key component of his
efforts to restructure industry and overturn the standard operating procedures of Korea
Inc. that he believed was responsible for the chaebol’s malfeasance that brought the
Korean economy to the brink of total collapse.** Thus, many top policymakers saw FDI

not only as a means of expanding Korea’s technological capacity but also as a force for

1 Cherry 2006, 26.

12 Business Korea, December 1993(A).

3 park, Young Soo (2000), a specialist with the Ministry of Foreign Affairs and Trade (MOFAT), contends
that relations between the state and the chaebol began deteriorating in the late 1980s and have become ever

more contentious in the ensuing decades.

14 Pirie 2008, 141; Thurbon and Weiss 2006, 7-10.
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improving the management and business practices of the chaebol from without through
enhanced competition in the marketplace and from within through the influence foreign
investors would bring to bear on management.™ However, given their dominant position
in the Korean economy, the chaebol were well equipped to offer stiff resistance to state
pressure for reform and tended to see politicians as economic neophytes with very little
understanding of how business works in practice.’® Depending on the scenario, the
chaebol utilized several counterattacks to efforts by the state to reform them, which
included deploying the language of neoliberalism and laissez-faire economics when it
suited their interests,'” continuing to utilize “informal connections with the state based on
old school ties, regional associations and kinship groups in obtaining particularistic

5518

advantages for specific projects,”” and stirring up nationalist sentiments by invoking the

specter of foreign economic domination.*®

To offer a brief summation of this study’s findings in terms of the main
independent variables evaluated in my research, external factors did play a significant
role in the initial push towards greater openness to inward FDI with U.S. pressure playing

a pronounced role during the 1980s? and Kim Young Sam’s push to attain OECD

*® Pirie 2008, 141; Thurbon and Weiss 2006, 9.

' Kirk 1999, 221.

Y Ibid., 221

'8 Bishop 1997, 136.

Y9 Kirk 1999, 210. For example, when GM was bidding to purchase Daewoo passenger car operations in
December 1999, Hyundai President Lee Kye Ahn and the FKI publically stated that permitting the sale

would put Hyundai out of business and destroy the Korean auto industry.
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membership also producing a significant impact on increasing liberalization efforts.” As
FDI policies became more relaxed and given the more direct economic interface involved
with FDI, when compared to trade, foreign investment groups and firms tended to serve
as a greater external source of pressure for liberalizing reforms than governments or
international institutions. Finally, while the IMF certainly played a notable role as an
external source of influence, given the conditionalities attached to its bailout package,
Kim Dae Jung’s administration’s eager embrace of a large swath of the IMF’s diagnosis
of, and prescription for, the ailing Korean economy in some ways curbs its import

independent causal significance.

However, while it is important to acknowledge the role international stakeholders
played in the Korea’s FDI policies from democratization in 1987 up to the present, it has
been the contestation both between the state and societal actors and amongst state actors
themselves that has played the most significant role in explaining the relative degree of
liberalization of FDI policies as well as their successful implementation.?? 1 contend that
one crucial factor in explaining the continued and often voracious resistance to FDI
liberalization stems from the simple fact that during the first three decades of Korea’s
economic rise (1960-1990), the state and industry had been largely successful in utilizing
FDI on their own terms. They were able to incorporate it selectively when and where it
was needed to enhance their technological capacity while at the same time retaining the

dominion of Korean controlled firms over the domestic market. To this end, many actors

21 Eichengreen et al 2012, 237; Cherry 2006, 15; Kim Kyoo H. 1999, 391; Bishop 1997, 123.

%2 This discrepancy between official policy initiatives and ground-level implementation was also a major
theme that emerged in the case study of trade. However, as mentioned in the introduction, the
disagreements involving FDI were often more direct as the nature of FDI often involves the foreign
investors having operations on the ground providing them firsthand experience with existing policy
problems.
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within civil society and the economic bureaucracy construed to this period as the baseline
optimal policy framework by which others were measured. Thus, while the
pronouncements of presidents and top policymakers could lead one to the conclusion that
the state has unequivocally accepted the virtues of FDI, this study shows that the
lingering desire to keep Korea Inc., Korean remains a strong undercurrent in the state’s

modus operandi.

Industrial Policy by Other Means, 1980-1992

This period was marked by a quite tepid embrace of FDI liberalization driven by a
general consensus among policymakers that increased levels of foreign ownership in the
domestic economy carried with it a host of negative externalities and was something to be
avoided to the greatest extent possible. This outlook was historically informed by a
recollection of Japanese investment capital as a harbinger of Korea’s eventual
annexation,?® as well as by serious contemporaneous concerns regarding the state’s
institutional capacity “to control the negative long term effects from possible domination
by foreign firms over domestic industry.”®* Nonetheless, Chun Doo Hwan did seem, to
some extent, swayed by an emergent coterie within the economic bureaucracy advocating

for the developmental state to take a ‘neoliberal turn’.?® In a 1982 speech, he alluded to,

[a] past when foreign companies wanted to invest in Korea there was too
much red tape involved because the government wanted to regulate and
control them...In the past foreigners weren’t allowed a share over 50 per

2 Thurbon and Weiss 20086, 5.
 park, Eul-Yong 1990, 48.

% pirje 2008, 88-9; Bishop 1997, 79-83.
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cent but | am going to allow foreign investors to go up to 100 per cent.?®

In addition, Korean policymakers came under growing pressure from major economic
partners to improve access for their state’s firms seeking to make direct investments in
the Korean economy. However, despite calls for reform from within the state and
without, its policies continued to favor “loans, technology licensing and joint-venture
investments to wholly owned FDI”% and reflected “policy strategies advanced and

implemented by the Korean government.”*®

Calls for Neoliberal Reform from Within and Without

Chun Doo Hwan was sworn into office amidst a severe economic crisis, brought
on by the mass expenditures associated with Park Chung Hee’s HCI program, as well as
large-scale political unrest stemming from the military coup he had engineered to seize
the presidency. Seeking to immediately alleviate the debt crisis that was pummeling the
Korean economy, Chun looked for solutions from U.S. trained economists in the
economic bureaucracy, such as Kim Jae Ik and Kim Ki Hwan. The neoliberal advocates
firmly believed that the only hope for repairing the flailing economy and restoring its
long-run health was to implement a set of sweeping neoliberal inspired reforms that
would ‘rationalize’ the resource allocation that had long been distorted by state
intervention. In terms of FDI, this would clearly mean reducing the bevy of rules,
regulations, and outright prohibitions that served to sharply curtail what sectors foreign

investors could enter and the scope of their business activities once they were there.

% Selected Speeches of Chun Doo Hwan, Vol. 1, 222 quoted in Bishop 1997, 85.
27 yun, Mikyung 2003, 236

2 Hahm and Plein 1997, 112.
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Beyond the long-term benefits, neoliberal advocates envisioned, FDI
liberalization also carried with it the alluring prospect of immediate relief for Korea’s
ballooning balance of payments shortfalls. Bishop argues that Chun’s turn to the
neoliberal wing of the bureaucracy represented a “break in economic development
strategy which signalled [sic] the end of the dominance of the previous prevailing
developmental ideology.””® As Table 4.1 indicates, there was an increasing divergence
between the proportion of career bureaucrats who occupied the top positions in the two
main economic policy institutions, the EPB and MOF, and those staffing the vice-
ministerial positions. This offers some indication of the sharp cleavages were emerging
between “top policymakers who advocated a free market approach and those working
level bureaucrats who, having been schooled in the policies of intervention, were
unwilling to relinquish their managing role over economic activity.” * This divide would
come to play a significant role in shaping the parameters of FDI in Korea as complaints
about the discrepancy between official policy on the one- hand and ground-level

implementation on the other became one of the most common complaints from investors.

Table 4.1
Ministers and Vice-Ministers in the EPB and MOF (percentage)
Rank Ministers Ministers Vice-Ministers Vice-Ministers
gackercund (Careefglzlerga?ucrats) N(()Dr/llgﬁifri?s (Careefgzlerret;ucrats) N(?\I/ll-iﬁ‘;ﬁ;ts
1970s 70.6 (38.1) 29.4 (17.0) 100 (100) 0(0)
1980s 100.0 (15.3) 0.0 (0.0) 100 (97.2) 0(0)

Source: Chung, Chung-Kil 1989, 274 [emphasis added]

21997, 92.

% Bishop 1997, 79.
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In accordance with the neoliberal views on the benefits of FDI, Chun and his
allies saw expanding FDI as a key component of boosting the technological
sophistication of the economy and utilizing the know-how of foreign firms to accelerate
the expansion of its productive capacity.®® Furthermore, there was also hope among
neoliberal advocates that the introduction of greater foreign ownership into the domestic
economy could serve as a conduit for corporate reform.*> The effects of this influence
yielded some tangible shifts in the direction of a more liberal approach to FDI as in 1984,
the FCIA was amended and the sectors open to foreign ownership switched from a
positive to a negative list system. In addition, control over FDI approval was transferred
from the Economic Planning Board (EPB) —which served as the hub of the state-
directed economy—to the Ministry of Finance which was considered to be more
amenable to foreign investment. The current account surplus registered in 1986 provided
further ammunition to the neoliberal wing of the bureaucracy, enabling them to push
through the repeal of restrictions on the sale of electronics by foreign firms in the

domestic market as well as trim the export requirements levied on foreign firms.*

Even with these efforts to move towards a more open FDI regime, the overall
tenor remained largely unchanged and investors continued to complain that their personal
interactions with the bureaucratic agencies responsible for overseeing investment

activities did not reflect the apparent neoliberal turn promulgated by Chun and his top

¥ Kim and Hwang 2000, 268.
%2 Bishop 1997, 79.

* 1bid., 103.
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economic advisor Kim Jae 1k.** The continuing default position of the state, as EPB
advisor Koo Bohn-young put it, is that FDI “is restricted to those projects where foreign
marketing or technical skills are required. If only capital was required, the government

would attempt to borrow it.”*®

In addition, while investors had hope to find some allies
amongst the chaebol, the FKI was interested in neoliberal reforms only in so far they
loosened the state’s tight grip on their operations but were hardly enthusiastic about the
prospect of losing their domestic monopolies and the profits they generated.*® More
importantly, as mercantilist oriented bureaucrats continued to utilize preexisting informal
channels with the chaebol to seek out their preferences for FDI policy, domestic firms
were able to continue garnering state support for their particular proclivities.®” In sum,
while the debt crisis of 1980 and the rising prominence of neoliberal economists in the
Chun administration had certainly precipitated the introduction of new ideas that
challenged the conventional thinking on the role of FDI in the economy, it is clear that

their ability to overturn the preexisting skepticism towards foreign ownership was

marginal at best.

Beyond the pressure for reforms emerging from within, the state also found itself
under increasing pressure from external actors—most notably the U.S.—to overhaul its

FDI policies. Such efforts were part and parcel to the narrative developing amongst many

* Ibid., 87.

% Quoted in Mardon 1990, pg. 120, footnote 18.

% Hart-Landsburg 1993, 236. For example, as reported in Business Korea of March 1987 the FKI put out a
report that advocated “for the government to rationalise all pertinent laws and regulations to develop a
system wherein the private sector could do its best to promote business and ensure a laissez faire system,”

cited in Bishop 1997, 110.

%" Bishop 1997, 92-95.

141



of Korea’s major economic partners that it was free riding on the on the liberal
international economic order. Mikyung Yun contends that the bilateral pressure that the
U.S. applied to Korea was likely the most important factor for the limited steps the Chun
administration took towards liberalizing FDI.*® In 1985, capitulating to U.S. demands,
the Korean government opened 102 sectors previously closed to FDI. However, the
Korean government demonstrated its willingness to marshal some resistance to the
demands of its most important—and vastly more powerful—economic partner by
refusing to open two sectors—cosmetics and advertising—the U.S. was keen on seeing
liberalized claiming that such a move would constitute an undue burden on domestic
firms.* Tensions arose again in 1989, when the U.S. threatened to deem Korea a
‘priority foreign country’ under the Super 301 trade bill that carried with it the potential
for retaliatory sanctions. In seeking to ward off such consequences the government
agreed to: 1) open more sectors to FDI, 2) eliminate local content and technology transfer
requirements, 3) adopt a notification system, 4) shorten approval periods and streamline

regulations.*°

Nevertheless, again Korea refused to fully capitulate to U.S. demands by
continuing to maintain restrictions on financial services, which was another sector
specifically targeted by the U.S. In addition to the U.S., the rising investment profile of

the EC—whose annual direct investment flows to Korea had jumped from $27.6 million

% 2003, 236-7. See also Cherry 2007, 53.
% Bishop 1997, 87.

“0yun, Mikyung 2003, 236-7.
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(11.7 percent of the total) in 1985 to $148.5 million (26.2 percent)**—also served as a
source of bilateral pressure for FDI liberalization.** In terms of accommodating U.S.
demands, Bishop points to the emergence of an important feedback cycle whereby
Korean officials would only make very particularistic changes to comply with specific
U.S. requests, which in turn served to stoke the public’s ire that such reforms were
deleterious to Korea’s economic welfare and only represented the state’s acquiescence to
U.S. power.* Finally, while during this period the international institutionalization of
issues surrounding trade was far more established, trade-centered negotiations conducted

within the GATT framework often spilled over into the matters pertaining to FDI.**

As indicated above, the reforms undertaken at the behest of both internal
reformers seeking to impose market discipline on the Korean economy and outside
influences demanding that Korea open its domestic market did yield some meaningful
alterations to FDI policy. Figure 4.2 offers some evidence that these efforts in turn led to
an increase in Korea’s inward FDI. The increase from 1980-1987 is especially
pronounced given the extremely low levels of Korea’s inward FDI —less than .01
percent of GDP—in 1980. By 1987, Korea’s annual net inward FDI in terms of
percentage of GDP had caught up to and even slightly surpassed those of other middle
and upper-middle-income economies. However, just five years later both sets of

economies were, on average, attracting FDI/GDP ratios at over six times Korea’s rate. A

“! OECD.
“2 Bishop 1997, 112.
* Ihid.
*Yun, Mikyung 2003.
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Figure 4.2
Net FDI Inflows as a % of GDP (1980-1992)
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Source: World Bank

given state’s policy vis-a-vis liberalization is not the sole determinant of the amount of
FDI its economy will attract as investors and MNCs are primarily concerned with the
return on their investments and low FDI figures could be due to factors outside of those
directly related to the policy environment. However, in a report for the KDI—a state-
sponsored think tank—Won-Young Lee concludes that the “relative stagnation of [FDI]
during the seventies and 1980s in Korea by and large has to do with its policies towards

[FDI] . ”45

Additional qualitative evidence bolsters the case that Korea’s generally restrictive
policies towards FDI are causally significance in explaining its comparatively low FDI
intake. One notable case would be the confrontation between DOW Chemical and its
Korean partner over the latter’s refusal to grant DOW the right to increase its share of
equity in their joint-venture. This dispute came to involve state officials at the highest
level, including Chun himself, but in the end, unsatisfied with the proposed solutions,

Dow summarily pulled all of its investments out of Korea which at the time amounted to

** Lee, Won-Young 1987, 3.

144



roughly ten percent of the economy’s entire FDI stock.*® In terms of potential investors
assessing Korea as a destination, they were often reticent to move forward due to the
combination of its “heavily regulated business environment and business practices that
were often not transparent.”47 Additionally, restrictions on M&A’s, stock purchases,
exclusionist distribution systems, and prohibition in key service sectors such as financial

services all worked to reduce the amount of FDI Korea was able to attract.

In gauging the relative import of the independent variables discussed in this
section, the evidence indicates that the influence of neoliberal economic ideas that were
largely transmitted via the economic advisors that Chun sought out for guidance in
stemming the debt crisis did have a significant impact on how the president viewed the
economy’s problems and the solutions he embraced. Further, external pressure—from
the U.S. in particular—had a noteworthy influence on pushing Korean policymakers to
reduce the vast web of existing restrictions on FDI. However, the circumscribed nature
of the reforms and the continuing resistance at lower levels in the bureaucracy to their
implementation lends credence to the notion that the entrenched mercantilist ethos within
the state continued to inform the outlook of many policymakers, as well as their behavior.
For example, even when facing potentially crippling sanctions from its most important
trade partner, the Korean government refused to permit unfettered investment in
industries it felt were either too vulnerable or strategically important. Thus, after staving
off sanctions in 1989 by offering just enough FDI reforms to satisfy Washington, just

three years later, with the failure to enact intellectual property rights legislation the U.S.

“® Bishop 1997, 91.
*"Yun, Mikyung 2003, 239.
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insisted upon, Korea was once again targeted under the Super 301 trade bill. ® Beyond
specific FDI policy issues, investors continued to criticize what they saw as an overly

cumbersome regulatory environment that hampered businesses operating there.

In absolute and relative terms, FDI did climb steadily in the mid-1980s, peaking
at 0.54 percent of GDP in 1988. However, by 1992 when it stood at 0.22 percent of GDP,
it had reverted almost back to the 1981 level of 0.14 percent.*® All of this is not to say
the FDI had no significance during this period in the Korean economy, but as the
preceding analysis points to, the general view of policymakers was that FDI was to be
utilized very selectively and only in so much as it served the state’s development goals.
The persistence of this outlook on the part of many of the official charged with the
approval and management of incoming FDI is evidenced by the complaints on the part of
bilateral partners as well as investors that often arose after a series of reforms had been

enacted.

Foreign Capital, Domestic Ends

Perhaps the most notable aspect of the relationship between the Korean economy
and FDI in the 1980s was that it simultaneously existed at very low levels for an
economy its size and played a crucial role in furthering the state’s development aims. As
noted above, the default preference for policymakers was to utilize foreign loans and
licensing whenever possible as a means of upgrading Korea’s technological capacity
which carried the benefit of preventing encroachments upon state autonomy that arise

with an influx of FDI. Jung Ku Hyun, writing for the Daewoo’s economic think tank in

“® Far Eastern Economic Review, 8/13/1992(A).
* World Bank.
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1987, made the case that it is better for Korea to focus on trade liberalization—as
opposed to FDI—as a means of instilling market discipline on firms because above all
else, “[w]e must not accept the subordination of the Korean economy to foreign firms.”*°
Table 4.2 provides clear evidence that in the 1980s the Korean economy vastly expanded
its procurement of technology licenses, especially in the capital-intensive manufacturing
sectors. In fact, it was Korea’s debt problems that served as a major impetus for Chun’s
embrace of Kim Jae Ik and his neoliberal allies who saw the replacement of FDI with
loans and licensing as a means of alleviating Korea’s balance of payments shortfalls.>

Despite the significant financial burden such license purchases placed on the economy

and their deleterious effect on Korea’s current accounts balance—which was a persistent

Table 4.2
P Technology Licensing Expenditures
(millions USD)
1962-1981 1982-1993.2 increase
Electronics 60.3 2,577.9 4,278%
Machinery 103.9 1,314.4 1,265%
Oil Refinery/Chemicals 179.9 975.7 542%

Source: Hahm and Plein 1997

concern given its structural trade deficit with Japan—the mercantilist bureaucrats retained

their belief that FDI should serve as a last resort and only in cases where it is needed to

meet a specific development objective.

% Cited in Cherry 2007, 40-1.

%! Bishop 1997, 83.
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expenditures on licensing in the 1980s demonstrate the continuing currency of this

perspective.>

However, over the course of the 1980s, the increasingly vast resources that major
MNCs firms poured into R&D and their knowledge-intensive products made them far
less amenable to licensing.>®* Thus, Korean economic planners came to the view that to
bolster the technological capacity of the economy and propel it into more capital-
intensive/high value-added activity, some further loosening of FDI restrictions would be
necessary. This realization was in part driven by external developments as the most
sophisticated technologies were being concentrated in a dwindling number of major
MNCs making it “clear that the state’s previous ambitions to create an ‘autonomous’
national economic base would have to be moderated in the face of new global realities.”>*
Nevertheless, the state maintained an overall outlook that the value of FDI should be
‘judged’ in terms of its contribution to its development goals.”™ To this end, that state
identified ‘strategic sectors’ that included electronics, chemicals, and machinery that
would be targeted for FDI as a means of obtaining technology transfers.>® To be sure, the
neoliberal advocates within the bureaucracy argued that the state was incapable of

gleaning the ‘kind of FDI’ the economy needed. However, by the mid-1980s the

prominent reform advocates were targeted as part of an overall backlash against

*2 1bid., 81-2.

> Hahm and Plein 1997, 117.
> Pirie 2008, 90.

*® Lee, Won-Young 1987, 7.

% 1bid., 7.
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liberalization and subsequently saw their influence wane.>” The data (see Table 4.3) for
incoming FDI in the 1980s indicates that the state’s scheme was successful in

shepherding FDI in the direction that was commensurate with its objectives.

Table 4.3
Chemicals, Electrical Machinery, and Electronics as a % of FDI
1980 ‘ 1982 ‘ 1984 ‘ 1986 , 1988 ‘ 1990 1992
% of Manufacturing FDI 76.3 55.3 72.6 39.0 69.6 36.8 37.1
% of Total FDI 53.7 33.7 43.1 28.2 37.7 23.8 21.4

Source: Investment Notification Statistics Center 2006, cited in Cherry 2007

Another key component of this strategy was for the state to eschew wholly owned
foreign operations and persuade interested investors to form joint ventures with Korean
firms.® Thus, even within sectors that were listed as opened following the switch to a
negative list system in 1984, “bureaucratic control mechanisms maintain[ed] the principle
that a minimum of 50 percent of equity be held by a local partne:r.”59 In cases where that
state was unsuccessful in establishing a majority stake for Korean firms in joint-venture
projects, the bureaucracy still envisioned the end game as entailing divestment by the

foreign firm with its Korean partner taking control.®

This ‘exit-strategy’ was often
reflected in negotiations between the state and investors through the inclusion of
stipulations such as: 1) limiting foreign representation on the board, 2) requiring training

of Korean personnel, 3) specifying specific terms of divestment in the original contract

%" Bishop 1997, 91. Symbolically, the Kim Ki Hwan (a leader of the neoliberal camp) saw his International
Economic Policy Council abolished in 1986.

*8 Yun, Mikyung 2003, 236; Bishop 1997, 80-1; Hart-Landsberg 1993, 90; Mardon 1990, 127.
% Mardon 1990, 127.

% Harts-Landsberg 1993, 90.

149



negotiations wherein the Korean firm would be allowed to purchase a controlling share
after a certain time period had elapse or specific profits have been achieved.®® From
1986-1992 wholly owned investments rose from 9.8 percent to 22.7 percent in terms of
total operations while the value of wholly owned investments only rose from 22 percent
to 28.1 percent of total FDI.** This discrepancy “suggests that smaller manufacturing
investments which presented no real threat to Korean firms were allowed to be 100 per

cent owned but larger scale projects were still required to have a joint venture partner.”63

In addition to seeking to maximize Korean control over joint ventures, the state
also crafted specific investment agreements with an eye to ensuring that its specific
development goals would be met. For example, in 1986, 80 percent of all agreements
contained technology transfer guarantees, 38 percent included export requirements, 36
percent raw material procurement requirements, and 28 percent contained provisions for
assisting in improving foreign market access for the Korean firm involved.®* In all, 92
percent of all investments deals reached in 1986 contained at least one of these provisions,
with 68 percent including two or more.®® Once operating in Korea, these foreign firms
were monitored closely by agencies such as the Ministry of Trade and the Bureau of
Customs to ensure that they were complying with the provisions that governed their entry

and operations. Fully one hundred percent of the foreign investors surveyed by Mardon

% 1bid., 90.

%2 Mardon 1990, 134.
% Bishop 1997, 107.
% Mardon 1990, 134.

% 1bid.
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reported being monitored by some state agency.®®  Further, every investor surveyed
reported that “that the Korean state exercised much more control over the pattern of
direct foreign investment than other capitalist developing states with which they were

familiar.”

Most important was the actual role these state-managed joint ventures played in
launching what were to become some of Korea’s major breakthrough industries in its
pursuit of transitioning from a labor-intensive manufacturing economy towards a high-
end, capital-intensive one. In a report for the KDI in 1987, Lee Won-Young concludes
that joint ventures between foreign and Korean firms played an essential role in boosting
the productivity of infant industries such as automobiles and concludes, “foreign firms
have contributed significantly in raising the technological capabilities of Korea.”®®
Similarly, joint ventures with U.S. and Japanese firms were critical in the establishment
of the Korean semiconductor industry which would go on to become a global leader.®®
Pharmaceuticals were another sector that benefitted greatly from foreign partnerships.”
The inner workings of this process reveal a conscientious effort on the part of Korean
firms to maximize the potential learning opportunities their partnerships with more

advanced firms presented. In such cases, Korean firms maintained rapid employee

rotations, shifting new workers in after those currently in the position had developed the

% Ipid.
% Ibid.
% |_ee, Won-Young 1987, 33-4.
% Kim, June-Dong 1997, 23-26.
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necessary skills, with Korean firms often eventually taking over the entire production
cycle.” Utilizing this process, many Korean electronics firms have been involved with
joint-ventures that they eventually took control of when the state invoked previously
arranged divesture agreements, with the new wholly Korean controlled firms initially

provided protection via trade barriers to allow it time to ramp up its productivity.”

This section offers compelling evidence that despite Chun’s ostensive acceptance
of neoliberal reforms as the best means for solving Korea’s economic problems both in
the near and long-term, in the realm of FDI policies the status quo disposed bureaucrats
and their mercantilist ethos continued to hold significant sway over Korea’s FDI policy.
As the previous section reveals, the state was willing to make some concessions in terms
of deepening its liberalization of FDI, especially when facing the threat of sanctions from
the U.S. Nevertheless, the data leaves little doubt that the state had no desire to embrace
the unfettered inflow of FDI into the economy, but rather sought to limit it to the greatest
degree possible. However, recognizing that upgrading Korea’s industrial capabilities
would necessitate the allowance of some foreign firms within the economy, policymakers
set about constructing a system that would: 1) court investment only in areas that were
deemed essential to meet predetermined development goals, 2) seek to have foreign firms
form joint ventures with Korean counterparts while prearranging their eventual exit, and
3) carefully monitor the operations of foreign firms so as to ensure that they were

providing the benefits to the Korean economy as anticipated. Thus, for all intents and

" Mardon 1990, 130.
2 \bid. 136
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purposes, the Korean state tended envision FDI strictly as a means to a pre-specified end,

or more pointedly, as simply an augmentation to industrial policy.

The fact that, to a large degree, these policies were successful in meeting the
state’s twin goals of utilizing FDI to import foreign technology, while at the same time
minimizing foreign participation in the domestic economy, is perhaps the most important
observation. From a theoretical perspective, this success offers significant purchase in
attempting to explain the future resistance by both state and societal actors to liberalizing
inward FDI as well as the difficulties foreign firms would continue to face in Korea over
the next several decades. In conjunction with the evidence presented above, Figure 4.3

demonstrates that the production capabilities within the sectors targeted as ‘strategic’ by

Figure 4.3
Production Capacity Index for Selected Categories 1980-1992 (2010=100)
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economic planners all expanded by a factor of four or more during the 1980s.
Importantly, this took place under the guidance of the highly controlled FDI regime, with
the state serving as the lynchpin of its operations. To be sure, this is not to claim that all

of this expansion in capacity can be attributed solely to the joint-venture operations with
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foreign firms. However, when these quantitative data are considered in the context of the
qualitative data detailing the critical role that foreign firms played in the improved
technology—and thus the productive capacity—in these sectors, it is safe to assume that
the contribution of foreign partners played a weighty role in facilitating this expansion of
Korea’s production frontier. Further, this result was achieved without internationalizing

the controlling management of the major industrial firms operating in Korea.

Democratization, FDI, and Civil Society

With Chun Doo Hwan’s anointed successor, Roh Tae Woo, agreeing to stand for
what was to be Korea’s first freely contested presidential election in almost 4 decades, a
new era in politics was ushered in. As to be expected, the success of the democratization
movement had a far-reaching impact on numerous facets of the Korean political economy.
However, potentially the most significant was the liberalization of organized labor,
whose suppression (i.e. the imposition of strict controls on wage increases) had played a
significant role in the state’s development strategy that relied on exports.”® Thus, the
maintenance of the price competitiveness of Korean goods in foreign markets was closely
connected to the state’s ability to ensure that domestic wages remained artificially low.
Chun’s decision to double down on this strategy in the early 1980s in some ways helped
to sow the seeds of the regime’s demise as he appeared unaware of the “qualitative
changes in the social environment...which created chronic inconsistencies between
s 74

Korea’s economic and social progress and brought about enormous discontent.

Predictably, a rash of large-scale strikes and protests broke out in the late 1980s and

8 Tcha 1998, 312.
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yielded substantial gains for workers as from 1986-1989 the average wage rose by 60

percent in won terms and 90 percent in dollar terms.”

The outbreak of labor unrest and rapid wage appreciation were unsettling
developments for foreign firms operating in Korea. In the late 1980s over two-hundred
foreign firms exited the Korean market and in many cases failed to fulfill existing
obligations to employees including back pay and severance packages.’ In response to
this, the unions created a specific branch for employees of foreign firms and called on the
government to exert tighter controls on foreign firms, both prior to their entry and during
their operations in Korea, and to amend laws to ensure compensation when foreign firms
exited.”” The labor unrest of this period occurred against a backdrop of a general public
dissatisfaction with the growing presence of foreign firms and products in the domestic
economy which fueled the impression that the Korean government was being bullied into
reforms by the U.S in the service of its own interests at the expense of Korea’s.”® Some
Japanese investors cited the rise of anti-Japanese sentiments in Korea along with bigotry
they perceived as being directed at their operations as the largest barrier to FDI from
Japan.” The swelling anti-foreign sentiment appeared to play a noteworthy role in
Korea’s FDI profile as Japanese investment accounted for 54 percent of the total in 1987,

but was reduced by more than a factor of three to 16 percent in 1991.

" Ibid.
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The effects of democratization also manifested themselves in the most elemental
way as constituents began to lobby their representatives to stem the tide of liberalization
and deregulation that they considered detrimental to their economic well-being. Even
after Roh’s Democratic Justice Party consolidated its hold on the national assembly by
merging with two of the three major opposition parties to form the Democratic Liberal
Party, legislators continued to voice complaints against his administration's liberalizing
reforms.2’ One of their chief concerns was the consequences of such reforms on SMEs,
who were the most vulnerable to a rise in foreign firms competing in the domestic market.
As such, these firms began to voice their complaints about the increased presence of
foreign firms via their trade associations to assembly members and the media.®* These
efforts appeared to bear fruit in 1990 when Roh was making changes to his economic
team, and legislators actively lobbied for the appointment of officials with a more
traditional statist/interventionist orientation.®” Similarly, despite a general consensus
among Roh and his top advisors, that further liberalization of trade and investment were
essential to improving the health of the Korean economy, the tense presidential campaign
of 1992 made implementing such reforms problematic above and beyond the “heated
opposition from key business conglomerates and entrenched bureaucrats” they were
likely to receive.®® Former neoliberal bureaucrat, Kim Ki Hwan argued that given Roh’s

lame duck status, “special interest groups find support for their claims within the

8 Haggard and Moon 1990, 215.
8 Bishop 1997, 113.
8 Business Korea, March 1990, 45 cited in Bishop 1997, 113

8 Far Eastern Economic Review, 8/13/1992(B)
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bureaucracy, which is looking over its shoulder to politicians and business groups.”®*

This urgency on the part of the Roh administration was certainly in part related to erosion
of the ‘type of investment’ the state was looking to attract as FDI eligible for tax breaks
predicated upon the potential to transfer technology had plummeted from 19.6 percent of
the total in 1988 to just two percent in 1991.%> However, the general consensus amongst
policymakers, labor, and firms of the need to attract more FDI to attain development
goals was largely subordinated to the independent logic of presidential campaign

politics.®®

As the Korean case exhibits, the inclusion of long suppressed societal actors will
undoubtedly lead to a certain confounding of the policy process as the addition of
previously excluded variables imbues any system with additional complexity. In terms of
this study, what is most important is that to a large degree, democratization appeared to
have a negative impact on the liberalization of FDI. The inclusion of organized labor,
voters, and SMEs in the political process empowered societal actors who were either
skeptical of high levels of foreign ownership in the domestic economy in principle or, in
the case of SMEs, felt an immediate economic threat from increased foreign competition
and sought to halt reform efforts. Over the next two decades, the highly aggressive and
confrontational tactics employed by the labor unions—against both domestic and foreign
firms—would serve as a major source of concern for potential foreign investors. Further,

the pervasive suspicion among the general population that foreign firms were seeking to

# Ibid.
% Far Eastern Economic Review, 8/13/1992(A)

8 Far Eastern Economic Review, 8/13/1992(B)
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dominate domestic industry created a mindset among voters and many bureaucrats that
foreign firms operating in Korea found to be a major inhibitor to Korea’s attractiveness as

a location for FDI.%

As the ensuing section will illustrate, the winner of the 1992 election, Kim Young
Sam, would launch a new segyehwa initiative that sought not only to shake up the
economic status quo in Korea, but also to precipitate a shift in the mentality of Korean
society in general in order to cultivate a wider acceptance of Korea’s deeper integration
with the global economy—including the tolerance of a greater proportion of foreign firms
operating in Korea. The quandary arising from this delicate interplay of political and
economic liberalization is aptly encapsulated by Samuel Kim who contends that in a
democratized Korea, “the requirements of democratic consolidation at home and
competitiveness in the global marketplace [became] mutually competitive and even

conflictive.”%®

Segyehwa, Financial Crisis, and the Decline of Korea Inc., 1993-2003
Segyehwa and FDI Liberalization: Promises and Perils
The election of Kim Young Sam in 1992 marked a watershed moment in modern
Korean history as he became the first non-military president in over three decades. He
had run as a representative of the middle class and small businesses promising to eschew

chaebol financing to exhibit his commitment to making the economy work for all

87 |_ee, Chae-Jin 2000, 194.

8 2000, 252.
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Koreans.®® In terms of FDI policy, Kim looked determined to do battle with the statist
elements of the bureaucracy, stating that the “bureaucracy has too much red tape and too
many hindrances in inducing foreign capital and technology.”® Echoing the sentiments
expressed by Chun Doo Hwan just over a decade earlier, at the 1993 Seattle APEC
meeting, Kim “pledge[d] to make Korea one of the easiest places to conduct business for

» 9% However, his most important initiative vis-a-vis economic

foreign companies.
liberalization was initiated with his ‘Sydney declaration’ on November 17, 1994
launching his segyehwa agenda which was envisioned as a means of propelling Korea
towards ‘advanced nation status’ by dismantling the lingering vestiges of the state-driven
developmental economy.® Nevertheless, as previous reform-minded presidents had
experienced, adopting the parlance of market reforms and liberalization was one thing,

compelling entrenched mercantilist-oriented bureaucrats and societal actors resistant to

liberalization to go along was an entirely different matter.

The desire by Kim’s administration to jump start FDI was driven by the
recognition that Korea would be left behind in the technology boom if it was unable to
foster a better climate for investment.®® Ministry of Finance official, Hahn Jung-gil,
expressed his concern that “[d]irect investments by foreigners, particularly those in

manufacturing industries, are falling at a worrying pace at a time when this country needs

8 Asian Business, June 1993.

% Quoted in Far Eastern Economic Review, 12/9/1993(B).
°1 Quoted in Business Korea, December 1993(A).

% Kihl 2005.

% Kim, June-dong 1997, 5.
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them most to introduce new technology.”*

In response to these concerns, Kim’s
administration proposed reforms meant to loosen the restrictions on FDI. These concerns
were also fueled by a growing recognition that the 1980s formula of cherry picking

specific FDI projects geared to meet pre-established objectives was losing it viability.

In June of 1993, the government released a plan to open a series of restricted
sectors over a five year period including: construction, road transport services, and
entertainment in 1994, wholesale and retail trade and medical services in 1995,
construction support services and some profession in 1996, and agricultural production,
foreign trade, and freight services in 1997.% In response to criticism from the both the
American and European Chambers of Commerce, the plan was updated in 1994 with
some of the target dates moved forward, and additional sectors added to the list of
openings.” Part of the criticism stemmed from the fact that the purported liberalizing
reforms still tied entry into newly opened sectors to the establishment joint-ventures with
Korean SMEs, with foreign equity capped at 50 percent.®” Reflecting a growing
unwillingness among investors to accede to these types of ‘qualified openings’, an
American executive pointed out that as “[f]oreign companies want to protect their
proprietary technologies, [tJhey need a majority stake or they will transfer only last year's
technologies or not come at all.”® That same year, in a further attempt to appease

investors, the government agreed to expand the notification system, removing it from the

% Quoted in Asian Business, June 1993.

% Bishop 1997, 122-3.

% 1bid.

%" Far Eastern Economic Review, 12/23/1993(B).

% Quoted in Far Eastern Economic Review, 12/23/1993(B).
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sole purview of the Bank of Korea and allowing them to be processed by any bank

permitted to handle foreign exchange.

In this instance, the clear divergence between how Korea’s purported neoliberal
advocates and the investment community regarded what exactly constituted liberalization
is made plain. The evidence detailed above makes it clear that the there was a
recognition on the part of high-level officials Korea’s relative unattractiveness as a
destination for FDI posed a grave threat to their goal of bolstering the economy’s
technological sophistication prompting them to take what they believed were bold steps
to remedy it. However, the package of reforms fell notably short of investors’
expectations as they roundly chided them as being far too languid and circumscribed. In
addition, the investment community tended to take umbrage with those reforms that had
been officially enacted. EC Chamber of Commerce President Alan Twist pointed out that
in spite of the administration’s highly touted alterations, when seeking to exercise their
new privileges, the “companies that are already operating here report[ed] no discernable

change at the lower working levels.” %

Beyond the state’s wrangling with its critics, perhaps the most robust set of
reforms came largely at the behest of the OECD.'® The application for OECD
membership also represented a shift away from Korea’s traditional piecemeal, bilateral
approach to managing its FDI disputes towards a resolution of long-standing grievances

101

within a multilateral context.”™ " For its part, the OECD insisted that Korea’s existing FDI

% Quoted in Far Eastern Economic Review, 12/23/1993(B).
190 Ejchengreen et al 2012, 237 & 243.

%% yun, Mikyung 2003, 237.
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regime was far too restrictive and necessitated a significant reworking before Korea’s
membership could be approved. It was particularly concerned with Korea’s restrictions
on M&A'’s by foreign firms and the 15 percent cap on stock holdings of Korean firms by
foreign investors, flatly concluding that “a country is not open to foreign investment if

investment by way of merger or takeover is not permitted.”102

To this end, the FCIA was amended in 1996 to accommodate the membership
conditions laid out by the OECD and “realign Korea’s foreign direct investment system
in line with international norms and standards.”*® In a further attempt to assuage the
OECD’s concerns over the prohibitions towards M&A, foreigners were permitted to
accrue outstanding shares of Korean firms and engage in non-hostile takeovers. %
Recognizing that these reforms would not play well with the nationalist/mercantilist
oriented actors within society and the bureaucracy, Kim Young Sam looked to garner
their support of by framing liberalization in general, and OECD membership in particular,
as essential steps to cementing Korea’s rise to a status on par with the most advanced
economies in the world and emerge as a global economic power in its own right.'%

Overall, this appeal to nationalist sensibilities fell largely flat with labor unions, a large

segment of the general populace, and Kim Dae Jung—then leader of the main legislative

192 Bishop 1997, 122-3.
103 Kim, June-Dong 1997, 11.
104 Cherry 2006, 15.

105 Kang, C.S. 2000.
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opposition party—all opposed undertaking the extensive reforms needed to meet OECD

standards.'%

Despite these lingering doubts about Kim’s agenda, his admiration’s proactive
moves to liberalize Korea’s FDI regime did appear to pay some dividends as annual
inward FDI spiked from $588.1 million in 1993 to $2.33 billion in 1996, or from 0.16
percent to 0.41 percent of GDP, respectively.’”” During this same period (1993-1996)
the service sector took a hefty portion of the overall gains, with its total stock expanding
by 53.9 percent ($3.24 billion to $4.99 billion) while that of manufacturing had only
increased by 17 percent ($4.12 billion to $4.82 billion).*® The fact that a great deal of the
gains in FDI came from services—the total stock in services surpassing manufacturing in
1996—offers an indication of the changing outlook of investors as their view of Korea
shifted from a site for manufacturing towards gaining access to the increasingly affluent

Korean consumer market.

However, reminiscent of Chun Doo Hwan’s supposed ‘neoliberal turn’ in the
1980s, even after initiating his set of policy reforms, “foreign companies and
governments continued to complain that the country was less open to foreign investment
than it appeared to be.”*® More pointedly, many investors continued to feel that they
were being specifically targeted by the bureaucracy—especially when they posed a

‘threat’ to the domestic dominance of a specific sector—for poor treatment and

106 5axer 2013, 185.
7 OECD.
108 | pid.

199 Eichengreen et al 2012, 237 [emphasis added].
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complained of what they dubbed the ‘losing forms’ phenomenon.*'® Pirie argues that this
is hardly surprising given the dense network of linkages, formal and informal, between
the bureaucracy and industry that had been forged over decades. Thus, these instances of
‘losing forms’ represented “a form of low-level prudential control over the pace of the
FDI liberalisation process.”*** Bishop offers a valuable analytical demarcation, noting
that the resistance to faithfully implementing the reforms enacted at the highest level of
government was fueled by motivations that were both political, in that they threatened to
curtail their control over economic policy, and ideological, in that most lower-level
bureaucrats had been schooled in the efficacy of the nationalist/mercantilist approach to

foreign economic policy.**

While certainly keen to retain their privileged access to the bureaucracy, the
chaebol’s stance towards liberalization was increasingly ambivalent. For example, when
confronted with the prospect of Korea’s membership in the OECD and all that it would
entail, their concern about an increased foreign presence in the economy was tempered by
the optimism that such commitments would accelerate the process of decoupling industry
from the state thus curtailing intervention in their affairs.*** To be sure, Kim had made
chaebol reform a central part of his pro-middle class/SME agenda and lobbed threats of
forcing them to dismantle and unwind their vast, tangled web of subsidiaries and cross

holdings. But as, KDI researcher, Ahn Tae-soo pointed out, the chaebol were highly

110 pirie 2008, 102.
11 pid.
1121997, 141.

13 Cherry 2007, 48.
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unlikely to capitulate to state demands and that the state had no genuine intention to
break them up. Rather as it “simply want[ed] to make them more controllable.
Threatening to break them up is a very good way to get their attention.”™™* Hyundai
executive Han-young Choi reflected the largely dismissive attitude the chaebol held
towards government intervention in the private sector, claiming, “[w]henever a new
government comes in, they feel the need to do something...But we have already

restructured, so we don't see the need to do it again.”115

Beyond the formal movements towards economic liberalization through policy
adjustments and the pursuit of improving the overall health of the domestic
economy—especially through forcing the chaebol to reform, the segyehwa initiative
contained a socio-cultural component that sought to revise and reorient the cognitive
framework of the public-at-large to embrace the necessity of greater economic
liberalization and the benefits deeper integration with the global economy offered.'®
Thus, while western observers tended to view segyehwa primarily through the lens of
economic liberalization, it was, according to the Ministry of Information and
Communications, intended to entail a far-reaching societal reformation to move towards a
more open-minded approach to the outside world.!*” Lee Hong-Koo, who served as
Prime Minister under Kim Young Sam, argued that the normative component of

segyehwa was necessary to transform the economy that was encumbered by “rigid neo-

14 Quoted in Asian Business, June 1993.

115 Quoted in Asian Business, November 1994.
11 Cherry 2007, 43.

YT Ear Eastern Economic Review, 6/22/1995, cited in Kim, Samuel 2000, 3.
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Confucian ethical concepts, the myth of national homogeneity, limited experience with

»118  professor

cultural diversity, fear of foreign powers, and anti-internationalization.
Park Young Chul of Korea University echoed these sentiments in his assertion that, for
internationalization efforts such as Kim’s segyehwa initiative to truly take root, “there

must be a reevaluation of the deeply-rooted exclusionist thinking in our culture.”**°

In sum, this effort was directed at actors in the Korean political economy and
among the general public who perceived globalization as a one-way street through which
Korean products and the firms spread out into the world. To this end, it sought to nurture

an acceptance that globalization must be understood as a two-way street.*?

However,
reflecting back on the initiative, Han Sung Joo, who headed Kim’s segyehwa drive,
expressed frustration with the outcomes as well as the reticence at potential for meeting
these objectives, labeling Korea a “parochial society with particularistic proclivities.”*?
Chae-Jin Lee concurs that, despite segyehwa’s push to change the mindset of Korean
society and make it more receptive to the kinds of reforms Kim Young Sam envisioned,
“the concepts of ‘global culture’ and ‘global citizen’ are largely alien to South Koreans
who jealously maintain a clear distinction between their Korean ‘in-group’ and foreign

. o . 122
‘out-groups’ and resist the influx of external influences.”

This section demonstrates that the election of Kim Young Sam undoubtedly had

an effect on pushing Korea’s foreign economic policy, including FDI, towards a greater

18 Kim, Samuel 2000, 258.
19 Quoted in Business Korea, December 1993(A).
120 Cherry 2007, 81.
121 |_ee, Chae-Jin 2000, 194.
22 |bid., 194.
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degree of liberalization. Kim and his administration evinced cognition of the potential
perils the failure to attract more FDI held for the economy’s long-term prospects.
However, one component of the state’s FDI regime that remained unchanged was the
emphasis on its capability to serve as a means to transfer technology. Furthermore,
Kim’s original FDI reform proposal for a phased-in, sector by sector, opening to inward
investment in conjunction with the continuation of the long-standing circumspect view of
permitting foreign investors/firms to obtain controlling stakes in Korean companies
reflects that the Korean state was still unwilling to extend FDI liberalization to the degree

foreign stakeholders called for.

The specific proposal to predicate access to some newly opened sectors upon
establishing joint-ventures with Korean SMEs while confining foreign firms to a minority
stake is particularly telling in several regards. First, it points to the fact that even though
Kim billed himself as a reformer in the neoliberal mode, many of the actual proposals
remained tinged with the ‘industrial policy’ approach to FDI of the 1980s in as much as
they sought to utilize FDI restrictions in assisting Korea’s uncompetitive SMEs and
prevented majority ownership. Such arrangements held out the prospect of maintaining
the previously favored pattern of FDI-based technology acquisition through joint-
ventures and eventual divestment. Second, it is also indicative of the effects democratic
politics had on foreign economic policy outcomes as Kim Young Sam had campaigned as
a leader who would look to serve the interests of SMEs that had long been subordinated
to those of the chaebol. By formulating a policy that improved their opportunities to
receive infusions of foreign capital, he was making good on campaign pledges and

courting the popular goodwill that is essential for remaining politically relevant in a
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democracy. Third, by capping foreign ownership at 50 percent the policy encompassed
the additional benefits of meeting a long held state objective to limit foreign firms from
obtaining controlling stakes in Korean businesses while preempting the potential popular
disquiet that could materialize in the case of a rise in foreign takeovers. Thus, as seen
before, the state attempted to walk a policy tightrope by seeking to induce foreign capital
it desperately needed, but in a way that was also beneficial to a key component of Kim
Young Sam’s electoral coalition and politically palatable to domestic interests skeptical

of greater foreign involvement in Korea’s economy.

It is also worth noting that the most substantive reforms came at the behest of the
OECD which found Korea’s existing FDI policies far too restrictive. To be sure, Kim’s
administration did make some meaningful policy adjustments to address the
organization's concerns regarding its ability to meet its FDI liberalization criteria. More
important is that in attempting to sell these reforms and OECD participation writ large to
the public, Kim chose to focus on the prestige aspect of membership rather than touting
the economic benefits he and his advisors believed FDI liberalization would offer the
Korean economy. This conscientious decision on the part of Kim offers convincing
evidence that they believed that the public remained largely unconvinced of the utility of
increased foreign participation in the domestic economy. Even the reforms that were
made to improve Korea’s OECD membership chances were attenuated so as to allay the
impact of apparently major policy shifts. For example, though non-hostile M&A were
authorized by the government, transactions involving firms valued over two trillion won

or instances where a foreign firm would be purchasing a greater than 15 percent share or
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was becoming the largest single shareholder still required the state’s approval.'?
Qualifications to reforms such as these constitute strong evidence that despite the
president and his advisors copiously extolling the virtues liberalization and expanded FDI
in the Korean economy, the government retained its eagerness to “control foreign firms

and incorporate them into the government’s developmental framework.”124

The segyehwa period is also defined by important continuities in FDI policy and
politics as the deviation between official policy reforms and ground-level implementation
at the operational level of the bureaucracy continued to be a cause of concern and
consternation among foreign investors and their advocates such as the U.S. and EU
Chambers of Commerce. The bureaucratic ‘foot-dragging’ that stoked the ire of
investors demonstrates that lower level functionaries retained a meaningful degree of
decisional latitude which they often utilized to frustrate the enactment of reforms they
found both politically and ideologically objectionable. What is most important
analytically is not the precise rationale for their behavior per se, but the implication that
once again apparently determined efforts by high-ranking official to move in a more
economically liberal direction had the potential to be obstructed or distorted by the state
actors charged with carrying them out. This is indicative of the mercantilist ethos’
resilience given that it had pervaded the state’s economic bureaucracy for decades and its

ability to markedly affect the actual performance of FDI reforms.

In addition, the segyehwa initiative conscientiously took stock of the existing gap

between the general perceptions that informed the public’s view of what economic

123 Kim, June-Dong 1997, 13.
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globalization entails (e.g. the flow of goods and capital from Korea to locales across the
world) and the reality of what it would mean for the Korean economy, specifically in
terms of a significant expansion of the foreign presence within the domestic economy.
Thus, the widespread public distrust of foreign interests in conjunction with
democratization worked to place significant constraints on how far official could push
ahead with liberalizing Korea’s FDI regime, regardless of their own particular
preferences. The stark pessimism on the part of one of segyehwa’s chief architects in
regards to achieving any meaningful changes in the public mindset were borne out the
tepid nature of the Kim Young Sam administration’s reforms. This concern over being
too far out of step with the public’s views on liberalization would play an important role
in the unfolding of the state and society’s interaction with FDI both during and after the
financial crisis. For Kyoo H. Kim, public perception is a key variable in explaining
Korea’s consistently low intake of FDI of an economy of its size and sophistication and
concludes that without the public’s gravitation to a more favorable view of FDI, Korea’s

overall intake is unlikely to expand.®

The Financial Crisis and Kim Dae Jung’s Sweeping Reforms

By the time Kim Dae Jung had prevailed in the presidential election on December
18, 1997, the contagion of the Asian Financial Crisis (AFC) had washed over Korea and
many of its cherished national champions stood on the brink of collapse, drowning in a
sea of massive debt burdens that foreign financial institutions were no longer willing to
roll over. While the crisis had begun in July with the collapse of the Thai Baht, over the

next several months Korean policymakers generally remained upbeat about their ability

125 1999, 395.
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to withstand the conflagration besetting the region. In November, the IMF director
undertook a secret visit to Seoul to inform the government that they would would require
IMF assistance only to be told in so many words that, “You’re crazy, our system
works.” ' However, by the time Kim Dae Jung was sworn in late February 1998, the
Korean government had acceded to an IMF bailout. To the new president, it was obvious
that on numerous fronts, the Korean system did, in fact, not ‘work’.**’ The further
liberalization of FDI was to play a central role in Kim’s plan to reverse the Korean
economy’s free fall in the short-term and transform the underlying principles of Korea’s
political economy writ-large in the long-term. His government would seek to dismantle
the state’s long-standing formal and informal barriers to FDI and engage in “perhaps the

most marked shift in FDI policy in the country’s history.”128

To be sure, as the recipient of—what was at that time—the largest IMF bailout
package in history, Korean policymakers were enjoined to make a wide array of
adjustments to policies in almost every facet of economic policy. However, rather than
bristling at such demands, Kim heartily embraced the IMF bailout as an opportunity to
usher in a genuine market economy in contrast to the truncated efforts of his
predecessor’s segyehwa initiative. To this end, he considered the unencumbered flow of
FDI into Korea not only as a means to alleviate the state’s balance of payments shortfalls,

but looked to foreign multinationals as potential allies is his mission to engender a

126 |_ee, Chae-Jin 2000, 191.

127 In reality, in the two-month period between the election and his swearing-in, Kim Dae Jung began to
head-up all negotiations with the IMF and important bilateral partners, with Kim Young Sam largely
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wholesale overhaul of the chaebol’s standard operating procedures.’”® As with Kim
Young Sam, Kim also realized that his efforts would need to persuade a public largely
skeptical of foreign businesses playing a role of any significance in the Korean economy,
stating that, “[w]e have been hostile toward foreign capital and have a negative national
sentiment towards them, but we have to treat them as valuable guests."*®* Thus, he
sought to reframe the issue of FDI by asking the public to “realize how important foreign
capital is for the remarkable growth of the nation's economy. Once foreign capital is
invested in Korea, the money remains in Korea, and we need to consider foreign capital

through such an approach."*3

Kim’s administration’s almost “missionary zeal” towards extolling the virtues of
FDI led to significant policy adjustments by the end of his first year in office as he
claimed to have halved Korea’s over 11,000 business and investment regulatory
statutes.*? In May of 1998, he lifted the ban on hostile M&A’s by foreign firms and
investors, a notion that until recently many policymakers would have found
unthinkable.™** In July, he loosened the heavy restrictions on the ownership of land by
foreigners.”** In November, he secured the passage of the Foreign Investment Promotion

Act (FIPA) that offered an array of tax breaks and subsidies to investors as well as

123 Cherry 2007, 80; Thurbon and Weiss 2006, 9.
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ownership by foreigners was taboo in Korean society given that the Japanese colonizers had utilized land
acquisition as a key stepping stone in their piecemeal takeover.
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streamlining the approval process.’®* Evidencing a desire to go beyond mere policy
modifications and towards a more proactive approach to investor services, Kim’s
administration created the Korean Investment Service Center (KISC) in April 1998,
which it promoted as a ‘one stop shop’ for all investors’ needs. A year later, the
restrictions on foreign-exchange were lifted entirely. In October 1999, the Office of
Investment Ombudsmen was established to serve as an independent monitor of Korea’s
investment climate, as well as an advocate for the investment community.**® In word and
deed, Kim Dae Jung appears to have readily embraced the emerging narrative from a
good portion of the scholarly community and policy experts that placed a great deal of
the blame for the AFC on the shoulders of mismanaged corporate and financial structures
born out of the statist development model.**” He was resolute in his determination to
break down the byzantine corporate structures and financial arrangements of the chaebol
and he viewed promoting the increase of direct foreign participation in the domestic

economies as a means of achieving theses ends.

In terms of the Korea’s overall intake of FDI (see Table 4.4) it is clear that to a
large degree, Kim’s drive to significantly expand the volume of foreign ownership was
largely successful. By 1999, FDI as a percentage of GDP had hit an all-time high of just

over two percent. The heavy concentration of capital intensive products within the
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not to adjudicate this important debate, but to point out that Kim Dae Jung policy responses to the AFC and
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manufacturing sector was indicative of the overall direction of the Korean economy as
rising wages and competition from China and Southeast Asia had virtually eroded its
traditional comparative advantage in textiles and light manufactures thus making Korea
wholly unappealing as a sight for wage-driven manufacturing FDI. The figures also
reflect the trend of FDI within the Korean economy moving in the direction of services.
During this period, service sector FDI was led by the massive inflow of foreign
investment into financial institutions whose profligate lending to the chaebol had left
them saddled with billions of dollars in bad loans and having few other options than to
seek foreign buyers. It was this large movement of foreign investors into the financial
sector which would precipitate a chain of events several years down the road that would
sour many government officials’ and the public’s sentiments towards FDI. As Table 4.4
indicates, the heaviest degree of activity is clustered in the years immediately after the
financial crisis with annual flows in terms of GDP falling back to nearly the same levels
as 1996 by Kim’s last year in office (2002). To be sure, the perilous position of many
Korean firms and the won’s steep drop against the dollar also assisted in piquing the
interest of investors in purchasing Korean firms. However, their ability to take advantage

of these opportunities was in large measure enhanced by Kim’s reforms.

This section demonstrates that while the financial crisis and subsequent IMF
bailout did play significant roles in pushing Korea even further along the path to a
liberalized FDI regime, their impacts were enhanced immensely by the staunch advocacy
offered by Kim and his administration. Thus, Kim saw the crisis in general as an
opportunity to implement FDI reforms that had long been resisted by elements within the

bureaucracy, the chaebol, unions, and the general public. Of particular importance was
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Table 4.4

Annual Sector FDI Inward Flows-Millions USD (% manufacturing/services)

ota Manufacturing etal/ Mechanical emicals utos Services | Post/Telecom inancial nsurance
1996 1,993.4 0.406 850.2 76.9 (9.0) 218.5(25.7) | 285.6(33.6) | 636.3 10.7 (1.7) 14.9 (2.3) 3.5(0.6)
1997 2,623.7 0.534 1,480.4 70.3 (4.7) 236.5(16.0) | 362.5(24.5) | 923.6 155.1 (16.8) 159.7 (17.3) | 7.2(0.8)
1998 5,068.1 1.514 2,612.5 547.0 (20.9) 500.1 (19.1) 181.5(6.9) | 1,998.5 | 397.3(19.9) 447.4 (22.4) | 73.1(3.7)
1999 9,635 2.021 3,166.2 1,052.4 (33.2) 632.5(20.0) 136.8 (4.3) | 3,845.3 | 498.4(13.0) | 1,680.4 (43.7) | 332.3 (8.6)
2000 8,043.1 1.74 3,223.1 1,647.9 (51.1) 296.2 (9.2) 919.4 (28.5) | 3,035.0 103.7 (3.4) 1,185.5 (39.1) |445.2 (14.7)
2001 3,859 0.699 1,070.8 -98.0 (-9.2) 2733 (255) | -5.8(-0.5) | 2,012.0 74.6 (3.7) 723.1 (39.5) | 131.7 (6.5)
2002 3,058.8 0.415 731.0 188.5 (25.8) 129.1 (17.7) | 400.9 (55.8) | 2,001.1 132.9 (6.6) 370.8 (18.5) |272.5 (13.6)

Source: OECD
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his hope to employ foreign investors as a catalyst for domestic corporate reform which he
felt was badly needed as it was his conclusion that chaebols’ poor management that had

played the central role in bringing the Korean economy to the precipice of total collapse.

Further, his actions indicate that he was fully aware of the necessity to forge a
societal consensus that embraced the benefits of FDI. With this objective in mind, his
administration engaged not only in major policy reforms, but took to the media with the
hopes of reframing the public’s perception of FDI as a pernicious seed of foreign
domination by shifting the focus to how it enhances Korea’s economic vitality by
bringing in capital and technology while creating jobs. Furthermore, by establishing the
KISC and Investor Ombudsman Office he sought to address the persistent problem of
bureaucratic resistance by establishing alternative channels for investors to receive
assistance and seek redress from public officials. In the initial phase, his persistent public
entreaties to be more open to FDI appeared to pay off as officials touted a 1998 survey
showing that 87 percent of the public viewed FDI as “very positive” for the economy. 138
To put it in more formal terms, the evidence seems points to the financial crisis and
ensuing IMF involvement as necessary conditions for such a dramatic overhaul of
Korea’s FDI regime, while the political stature and zeal of Kim Dae Jung served as the

sufficient conditions.

The ‘Big Deal’, the Chaebol, and FDI

As noted above, Kim’s saw the expansion of FDI as part and parcel to his

determination to reform the chaebol and put an end to their continual debt-fueled

138 Kirk 1999.
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expansion into a wide array of activities that covered the entire business spectrum from
heavy manufacturing to high tech to financial services and life insurance. As the state
was pulling further back from its direct involvement in the economy, MNCs were viewed
as the only realistic potential rival to the chaebol within the domestic economy given
their vast resources and technological advantages.™® Central to Kim’s chaebol reform
effort was what he dubbed the ‘Big Deal’ which centered around compelling the chaebol
to streamline their operations and have them each focus on three or four industries in
which they excelled, their holdings outside of these sectors were to be either swapped
with other chaebol or sold off to foreign buyers.*’ In addition to reforming the chaebol,
the government was looking to offload many of Korea’s largest financial firms that were
crumbling under the weight of the massive amounts of chaebol debt that had often been
extended and perpetually rolled over based on dubious actuarial standards. In fact, the
Kim administration hoped that the sale of financial institutions to foreign investors would
serve as yet another piece in the puzzle of his strategy to reform the chaebol.'** The
notion was that bringing more rigid lending standards to domestic banking would break
the cycle of loose credit the chaebol had been able to siphon from domestic banks which
in turn satiated their appetite for perpetual growth often at the expense of profitability.

As one Hong Kong-based investor put it, “The government used the banks as their

39 yun, Mikyung 2003, 234.

Y0 For example, having Daewoo ‘swap’ its electronics division in exchange for Samsung’s automobile
operations is indicative of the specialization that the Big Deal envisioned.

141 Asian Business, September 1998.
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instrument to build up the chaebols, [a]Jnd now they are using the banks to break down

the power of the chaebols.”**?

For their part, the chaebol were generally critical of Kim and scoffed at his plans
to compel their reorganization and the offloading of unprofitable subsidiaries to foreign
buyers. The FKI panned him as being generally ignorant of the marketplace and that he
should keep the state out of business affairs and “rely on the market.”** In conjunction
with its a la carte invocation of the neoliberal ethos, the chaebol were also utilizing the
specter of foreign control to incite fear and garner support among the public. The
audience for such arguments appeared to be growing in that, as the economy began to
show “signs of a strong recovery, some observers noted a weakening in the social
consensus in Korea to accept inward investment as a necessary and desirable element in
future growth.”*** FKI executive deputy chairman, Sohn Byung Doo, protested that
“[t]he government listens to what the IMF and what the foreign people say...You can tell
then restructuring takes time...If you tell a child to walk quickly, if you scold a child, it

will never be able to take a first step...So we are asking you to help us walk properly.” 1*°

In comments pertaining to the proposed sale of Kia to Ford, Hyundai argued that
if the state were to allow the sale, the domestic auto industry “could be destroyed in terms

of technology, capital, and competitiveness if foreign firms take over management of

142 Quoted in Far Eastern Economic Review, 2/11/1999.

3 Kirk 1999, 92.
144 Cherry 2007, 21.

1% Quoted in Kirk 1999, 220-1.
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local firms.”**® Chairman Chung Mong Gyu made clear to the public that unlike their
rivals, Hyundai had no intention of seeking a foreign partner to alleviate its financial
woes. After two unsuccessful auctions for Kia, Hyundai prevailed with auto industry
expert Peter Underwood offering his view that Ford could not “play the Korean game as
anyone else,” claiming that he “never thought a foreign competitor could win.” ¥
Similarly, Hyundai and the FKI claimed that GM’s over $5 billion offer to purchase
Daewoo’s auto manufacturing plants posed a grave threat to the Hyundai’s future and
domestic auto industry overall.*® Similar problems arose in government auctions in
other sectors, including the case of Coors’—already a 33 percent stakeholder—attempt to
purchase the remaining shares of the beverage firm Jinro. In this instance, Coors
discovered that its Korean competitor, Oriental Brewery (OB), had obtained prior
knowledge of Coors’ bid and had subsequently resubmitted its own bid. Both of these
actions—discovering Coors’ bid and the resubmission—violated the terms of the auction
and Coors unsuccessfully sought a court order barring OB be from the next round of
bidding. The same court that rejected Coors’ attempt to block OB’s participation went on

to declare OB the sole participant in the rescheduled auction, ensuring its acquisition of

Jinro.X* Cases such as these lent credence to the notion that “[f]or all of Kim Dae Jung’s

148 1hid., 193.
47 Quoted in Kirk 1999, 200.
148 Kirk 1999., 210.

%9 1hid., 245-6.
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efforts to encourage international investment, resistance to foreign control of Korean

companies remained strong.”150

As the initial wave of enthusiasm for investment appeared to wane, continuing
barriers to entry into the Korean economy, especially when it came to the purchase of
controlling stakes in major Korean firms was an emerging narrative within the investment
community. A foreign banker in Seoul expressed his concern that “[t]he government
seems to have slipped back from its anti-chaebol stance,” noting that “[w]hen Kim Dae-
jung was elected in December he promised all kinds of changes, but very little has been
done.”™! Investors still argued that reforms were not being faithfully implemented and
that “regulations were ambiguous and often open to several interpretations by officials
and that inter-bureaucratic functioning was poor.”*** For many investors, attempts to
purchase a controlling stake in firms appeared to constitute an unarticulated redline.'>
As Justin Ferrier of ADM Capital put it, while investors “see some good prices among
small- to medium-size companies...if you want to buy a controlling stake you run into
pricing difficulties.”*>* The underlying reality seemed to be that firms were willing to
accept investments so long as they did not involve any meaningful changes to the status
quo in terms of management or operations.’> Even in the case of large-scale mergers

such as LG with Phillips, the management remained family-centered, largely shrouded in

"% Ibid., 246.

151 Asian Business, September 1998.

152 Cherry 2007, 97.

153 Asian Wall Street Journal, 5/7/2002.
54 | bid.
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mystery, and rife with intrafamilial intrigue.™® By late 1999, The Wall Street Journal
opined that “[d]espite the large influx of funds, foreign companies remain, for the most
part, where they have always been in the Korean economy—on the sidelines. Foreign
companies haven't significantly changed the way Korea works, as many analysts had

hoped.”*’

This section makes it plain that the resistance to foreign ownership of Korean
firms remained palpable not only among the chaebol, which had an obvious motivation to
ward off the foreign takeover of their companies, but also among many of the bureaucrats
charged with carrying out the reforms and extending domestic treatment to foreign firms.
As the instances recounted above indicate, there was a widespread feeling among
investors that after the worst of the financial crisis had abated, there was a certain
reversion to the mean. To some degree, this speaks to the structural power of the chaebol
within the Korean political economy. Further, the evidence reveals the chaebol’s
utilization of Janus-faced rhetoric when it came to neoliberal reforms, garnering the
support of the public and elites by expressing discontent about the state’s overly
burdensome interference in the market on the one hand, while employing the language of
mercantilism to stoke public fears about the foreign domination of Korean industry on the
other. In addition, though the public was quick to embrace a vast expansion of foreign
ownership under the extreme crisis situation, the bubbling up of discontents as the crisis
receded indicates that a genuine realignment of populace’s preferences—i.e. away from

favoring the minimization of foreign ownership—had not occurred. The chaebol’s

156 Kirk 1999, 232.
157 11/26/1999.
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actions in particular demonstrate that, as opposed to the perhaps more doctrinaire
approach formally trained economists may take to neoliberal ideals, for political interests
groups they are malleable entities that can be fashioned and deployed to meet a particular
end in some cases and discarded altogether in others. Thus, the infusion of neoliberal
ideas into the political-economic parlance of the Korean policy elite offered rhetorical

tools to the chaebol that were often used in ways contrary to the original intention.

In terms of public officials, their actions appeared to reflect a movement
increasingly away from the short-lived ‘societal consensus’ favoring FDI as a net positive
for the Korean economy. This change in attitudes is in line with Jones’ observation that
in Korea, “[p]rogress in regulatory reform has fluctuated with the business cycle, with

218 There also

more reform momentum during downturns than during expansions.
appeared to be an emerging bifurcation in the handling of investors who were seeking
controlling stakes in domestic firms versus and those purchasing non-controlling stakes,
with the former running up against much more difficulties than the latter. Thus, while
practically every sector of the economy was formally open to one-hundred percent
foreign ownership, the experience of many investors’ on the ground seemed to belie this
in practice. Some aggregate measures of Korea’s overall receptivity to FDI also lend
credence to the conclusion that the specific instances detailed in this section are
indicative of a larger pattern in Korea’s FDI regime overall. The Fraser Institute’s

measure of a an economy’s openness to FDI did have Korea making some upward

movement, from the least open economy (of those rated), 53/53, in 1995 to 63/76 in 2000

%8 2009, 19.
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and 2001, but falling to 65/96 in 2002 and 71/103 in 2003.™° While these numbers do
show some movement up the rankings in relative terms, they also demonstrate that
despite the Kim administration’s efforts to foster a new FDI environment, Korea

remained quite a ways from joining the ranks of the most liberal economies in the world.

Militant Unions and a Skeptical Society

Among the panoply of civil society actors emerging in Korea’s still young
democratic system, labor unions, in particular, have played a significant role in shaping
the contours of FDI in Korea. They have a reputation for employing confrontational and
aggressive tactics with employers, both foreign and domestic.  However, their
interactions with foreign firms have tended to be further exacerbated as a result of a
general negative sentiment towards them driven by xenophobic impulses prevalent in the
Korean labor movement. As a result, observers of the Korean economy point out that the
labor movement harbors deep suspicion of foreign businesses which extends even to their
employees as “Koreans working in foreign firms” constitute some of the “most
uncompromising unions are found [in Korea].”*®® A Yonhap News Agency employee
voiced a commonplace attitude among union members regarding the threat FDI posed,
proclaiming that “[o]ur media industry, for one, could be wiped out if we permit foreign
investors into this area. | would never go to work for a foreign news agency. In fact, |
regard those who do so as agents of foreign information impe:rialism.”161 Similarly, in

response to a report by AMCHAM-Korea encouraging the government to ban multiple

9 Fraser Institute, Economic Freedom in the World, measure 4Di: “Foreign Ownership/Investment
Restrictions.”

180 Far Eastern Economic Review, 3/26/1998.
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union representation, the Korean Confederation of Trade Unions issued a response which
claimed that the report “clearly shows how much American capitalists look down on

Korea and its people and workers.”*%2

The spike in labor militancy in the wake of the financial crisis is hardly surprising
as the unemployment rate more than doubled between December 1997 and June 1998
from 3.1 percent to 7.7 percent, with over 10,000 SMEs going under.*®®* But in addition
to the acute unemployment crisis serving as a source of the outbreak of labor unrest,
organized labor in Korea—as well as SMEs—possessed no “significant institutionalised
access to policy making processes” and were thus left with primarily informal means,
such as disruptive strikes and protests, to bring their grievances to the forefront of the
agenda.’®® Furthermore, unemployment compensation in Korea is relatively sparse—in

1998 workers were given unemployment benefits for only four months*®

—causing
unions to be extremely combative in the face of any potential layoffs and has resulted in a

labor laws that make laying off full-time employees very difficult in Korea.

Kim Hee-Kyung contends that it is the low levels of unemployment compensation,
in particular, that must be addressed if Korea is going to satisfactorily address the labor
issues that serve as a source of apprehension of many investors.’®® This trepidation on

the part of investors is fueled in part by the unions’ actions which have included “the

192 Far Eastern Economic Review, 4/9/1998.
163 Asian Business, September 1998.

164 Bishop 1997, 139.

165 Asian Business, September 1998.
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occupation of workplaces and making of personal threats, as well as mass
demonstrations.” **" However, investors were also turned off by the extremely rigid labor
laws. The Kim administration attempted to make some changes in this area agreeing to
expedite the enactment of a 1997 law legalizing layoffs that was scheduled to be phased-
in a year later.*® Thus, with workers accustomed to a system that made their jobs very
secure and little state support available in case they ended up out of work, the movement
toward a more neoliberal framework in labor law was an extremely unsettling

® These realities

development that the unions were prepared to resist voraciously.®
presented a seemingly lose-lose scenario for Kim Dae Jung’s reform agenda as investors
were demanding a loosening of labor market rigidities, while conceding to these
demands—which would lead to increased unemployment and run the risk of even greater

labor unrest—would also serve as an inhibition to foreign investment.!”

The negative feelings towards FDI that had long been pervasive amongst the
general public and had abated during the height of the financial crisis also appeared to be
reemerging. As a reporter for the Far Eastern Economic Review pertinently summarized,
“[a] yawning gap exists between President Kim’s cosmopolitan views and those of many
South Koreans, who see globalization as a one way street favouring South Korean

exports and brand names abroad.”*™ Further evidence of the population’s general lack of

7 Ibid.

168 Cherry 2007, 76.

199 Kirk 1999, 195.

170 Asian Business, September 1998
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confidence in foreign companies’ value to the Korean economy can be seen in a FKI poll
that asked respondents whether Samsung’s British subsidiary or IBM Korea offered
greater benefits to the Korean economy, 56.3 percent selected Samsung-Britain with 33

percent choosing IBM Korea.'"

Another potential source of resistance to Kim’s FDI
reforms could be found in the major newspapers, a good portion of which were affiliated
with the very chaebol that were targeted for reforms. One Korean reporter described the
situation plainly, stating that “[i]f you want to get ahead in the newsroom, you stop
complaining and write stories that will please the owners.”*’® A senior official from the
Ministry of Finance and Economy complained that, for the most part, journalists “regard
foreign investment mainly from the viewpoint of ownership, not as something that can
provide jobs and technology.” Thus, despite continual efforts to bring about a
fundamental change in the public’s perception of FDI and its potential benefit to the
Korean economy, there were indications that the momentary good will it had received

was beginning to ebb. As the proceeding section (2003-2010) will detail, by the middle

of the next decade, the public’s view towards would turn even sourer.

This section illustrates the significant effect the traditionally acrimonious labor-
management relations had on the investment climate in Korea. Investors consistently
cited both the unions’ aggressive tactics as well as the legal barriers to layoffs as some of
Korea’s least desirable elements in terms of its attractiveness as an investment locale.
Further, the issues detailed above indicate some of the ways that FDI and trade

liberalization are differentiated from one another in as much as FDI brings the forces of

172 Ear Eastern Economic Review, 4/9/1998.
173 Ear Eastern Economic Review, 11/5/1998.
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global capital and local actors into to direct contact and interaction with one another
yielding an interpersonal element that is not found in trade. This further illustrates how
issues connected to FDI policy can have significant spillover effects into to what would
generally be considered the purview of domestic policy. In this case, the combative
tactics of labor unions were in part tied to the state’s low provision of unemployment
protections making layoffs a far more dire threat than in other industrial economies.
Similarly, the history of modern Korea is rife with the state and industry’s collaborative
efforts to repress organized labor which had the effect of pushing them to the political
margins and curtailing the development of any close relation with a major political party
or other formal avenues to the policy process. Thus, while both of these issues are almost
wholly domestic in their origin, with the state’s attempts to attract more FDI and the
growth of foreign ownership in the Korean economy, they have now become intertwined
with this major component of foreign economic policy. In this case there is a clear
interaction between two independent variables as democratization empowered these long
excluded interest groups such as labor, while the state’s developmental legacy had
worked to shape their preferences in a manner that engendered a commitment to the
maintenance of strict Korean control over domestic industry. As a result, in many
instances the liberalization of domestic civil society empowered actors that had long been
instilled with the notion that, all things being equal, maintaining Korean ownership is
crucial to continued prosperity, serving to constrain, rather than expand, policymakers’

ability to move forward with a deeper liberalization of FDI.
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New Strategies, Old Grievances, 2003-2010

The State, FDI, and the Hub Initiative

Roh Moo Hyun’s victory in the 2002 presidential race surprised observers of
Korean politics as he was a political outsider noted for staking out leftist positions that
focused on the unequal distribution of wealth in Korean society.’’* As a former labor
lawyer, he promised to advocate on behalf of organized labor to refortify the traditional
strong protections from layoffs that came under scrutiny during the IMF bailout.” In the
realm of FDI policy, Roh embraced an initiative, which had emerged at the end of Kim
Dae Jung’s term, to transform Korea into a financial and logistics hub for northeast Asia.
This was in part premised on Korea’s geographic location between Japan and China. The
centerpiece of the hub initiative was the creation of foreign economic zones (FEZs) that
would augment and expand upon the foreign investment zones and free trade zones that
had been previously established. The program was in some ways a reversion to Korea’s
previous FDI outlook as it involved sector specific targets and was geared to enticing new
technology with a particular concentration on “attracting investment in the areas where it

already excels and in the areas where it would like to excel in the future.”*"

The launch of the hub initiative corresponded with a rebranding of the FISC as
Invest Korea which was billed as a “more aggressive and proactive stance by the Korean

government in attracting global capital flows” and "imbued with a much stronger

17 Kim and Lee 2008, 174-5.
175 |_ee, Chang-Soo 2003, 8.
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organisational structure and array of functions as compared to its predecessor.”*’” In an
attempt to show a deeper commitment to heeding the views of investors, a foreigner, UK
national Alan Timblick, was tapped to head the new organization. He offered a fairly
clear explication of the new hub program’s goals which entailed a focus on two core

areas,

First are sectors where the country is strong so we have a good chance of
putting participants in to industries, such as shipbuilding, the motor
industry and semiconductors. The second group of sectors is the one
where Korea needs investment because we don't have the technology here,
such as biotech, parts of the information technology and communications
sector and logistics."

The state’s commitment to bringing in more high quality investment through the
provision of various incentives is evidenced by the large expansion in outlays for such
programs with 550 billion won (0.1 percent of GDP) in incentives granted in 2005 over
ten times the 1999 total of 44 billion won.'”® The hub initiative presents and interesting
amalgam by demonstrating proactive efforts—both institutional and financial—on the
part of the Roh administration to improve Korea’s attractiveness as a site for FDI on the
hand, while moving towards the more sector specific that defined FDI during the
developmental state era on the other. At least in part, the concern among policymakers
about Korea’s continuing inability to move into the most technologically intensive areas

of production appeared to be driving this initiative’s parameters.

However, despite these earnest efforts to improve Korea’s image among investors,

the overall FDI figures still remained fairly low, especially in comparison to the OECD

" Korean Herald quoted in EIU Viewswire, 1/12/2004.
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economies and even those of the upper-middle and middle income economies (See Figure
4.4). As the graph indicates, while Korea did experience a brief uptick in its annual
FDI/GDP ratio from 2000-2004, a long downward trend ensued over the next six years,
coming in a just over 0.1 percent in 2010. Furthermore, outside of a one-year parity with
the OECD average in 2004, Korea’s FDI/GDP ratio remained only a fraction of the
average for the OECD as well as that of middle and upper-middle income economies. It
is also notable that this decline began several years before the general drop in FDI that

coincided with the global economic crisis of 2008 and that the rebound in overall rates

Figure 4.4
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that commenced for the other economies in 2009, did not materialize in Korea. As
Eichengreen et al. point out, some of Korea’s deteriorating FDI competitiveness can be
attributed to the direct competition from China and the emerging ASEAN economies,
especially in labor-intensive manufacturing. ®® However, their statistical analysis still

indicates that, all things being equal, the Korean economy attracts 46 percent less FDI
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than one would expect, given its economic attributes.®! In part, the explanation for this
discrepancy lays in Korea’s relatively stringent rules governing FDI in many service
industries, particularly the limitations on foreign equity.'® In 2006, its total stock of
service sector FDI stood at 49 percent of the total, which was the third lowest in the

OECD. As explained by Jones,

[this] problem in services is linked to the weakness of SMEs, which play a
dominant role in services, accounting for 79 percent of output and 91
percent of employment, with particularly high shares in such areas as
hotels and restaurants (97 percent), wholesale and retail trade (95 percent)
and personal services (95 percent).*®

Thus, given these proportions, it is understandable that the state would remain tepid to the
idea of fully opening these industries to investment given the concerns about the serious
social dislocation that could occur if a large number of the SMEs were to close or their
employees subject to layoffs due to increased FDI. In addition to these continued explicit
sectoral restrictions on foreign ownership, a good portion of this divergence between
‘expected’ and the actual FDI flows to Korea can also be attributed to persistent poor

assessments by investors regarding Korea’s amenability to FDI in practice.

Investors and Bureaucrats

The long-held grievance among investors is that the formal liberalizing reforms
that were undertaken by the state have often had little or no bearing on their day-to-day

experiences on the ground. Even after more than two decades of the presidency being
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occupied by ostensibly neoliberal-minded reform advocates who engaged in
progressively deeper reform efforts in pursuit of addressing investors’ concerns, for the
most part the feeling “that the rules of the game are neither transparent nor equitably
enforced” remained pervasive among the investment community.’® A reoccurring theme
among investors even after Kim Dae Jung’s reforms was the twofold issue that 1) the
taxation and regulatory framework was vague and lacked transparency, and 2) that
foreign firms, in particular, were targeted by the uneven enforcement of these
guidelines.’® One investor indicated that working level bureaucrats continue to take a
dour view of investors and seek to punish them with their authority, claiming “[t]here is a
lot of inconsistency in the application of regulations, especially in the financial sector and
it’s driven by the emotions of the individuals in those positions often.” *® A long-time
business consultant drew the connection between aggressive bureaucratic action and
Korea’s low FDI intake, stating that for foreign businesses operating in Korea, there is a
“feeling that there is an environment of constant investigation and constant auditing.
Because if you are going to locate your business somewhere in Asia, why are you going
to do it in a country where you feel that you are going to be investigated and audited
potentially without a logical basis for that.”*®’ An AMCHAM survey of foreign
investors regarding the comparative attractiveness of Seoul, Shanghai, Tokyo, Hong
Kong, and Singapore as places for doing business rated Seoul as the least desirable

overall and on the bottom of five subcategories: 1) global business conditions, 2) foreign
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exchange regulation, 3) labor market flexibility, 4) entry procedures for foreigners, and 5)

immigration system.*®

Clearly this outlook on the part of foreign investors was not commensurate with
the state’s vision of making Korea a logistical and financial hub. In fact, many viewed
the strategy as ad-hoc, lacking strategic vision, and generally not something that investors
were looking for in the first place. As the OECD noted, the existence of four distinct
types of investment zones yielding a complex set of overlapping systems was a source of
confusion. Further, the establishment of specific geographic zones with greater degrees
of liberalization reduced the prospects of countrywide reforms being introduced.’®® The
attempts that were made to improve transparency appeared to do little to change the
perception of investors of Korea as a difficult place to do business. As of 2007, 58
percent of those surveyed reported no noticeable change and 19 percent claiming that

conditions had actually gotten worse. '

Hitting on the persistent theme of the gap
between policy formulation and implementation, a foreign businessperson argued that the
bureaucracy is “very resistant to change and it wasn’t about foreign policy, it was about
how you interact on a working level with the Korean government and even today, . . . that

still exists to a great extent.”*%!

From the bureaucracy’s perspective, there was a general movement away from the

notion of FDI as an unambiguous positive and the rapidly expanding level of foreign
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ownership of domestic banks (see Figure 4.5) was of particular concern. In this vein,
some policymakers began to draw a distinction between FDI conducted via M&As and
greenfield projects, with the latter viewed as both more politically expedient and
economically appealing in terms of job creation and technology transfers.*** To be sure,
the state’s wish to funnel more investment into greenfield projects served as the main
impetus for the hub initiative.’®® Reflecting this sentiment that was also growing among
the public, Assemblyman Sun Byung-ryul of President Roh’s Uri party contended that
“[cJompared with greenfield FDI, M&A FDI has little effect on job creation and tends to

send profits back to the hosting nation” leading to an outflow of national wealth. '

Figure 4.5
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Of particular concern was the significant position that foreign banks and
investment houses now maintained in the Korean financial sector. Many of the largest

banks had collapsed under the weight of their massive holdings of chaebol debt that was
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often extended with little or no evaluation of the borrower’s creditworthiness. In several
cases, the state took banks into receivership and put them up for sale. With an obvious
shortage of capital in the domestic market, foreign entities were usually the only ones
with the resources available to purchase them. In several cases, banks were sold to
private equity firms, rather than banks, which had no interest in long-term ownership. As
the crisis receded, and the banks were stabilized and restored to profitability, these firms
sold the banks at a substantial profit and leading to an outcry from many policymakers

and the public.

One representative case was Newbridge Capital who purchased Korea First Bank
at the height of the financial crisis and sold it for a profit of over $1 billion dollars only
several years later leading to a media-fueled outrage that Korea First Bank had been
‘practically given away’ in a fire sale to a firm only interested in short-term profit with no
interest in the bank’s long-term health and stability.’®> What the Korean government
found even more disquieting was that Newbridge utilized a subsidiary in Malaysia to
invoke a Malaysian-Korea tax treaty that included a provision that precluded an
assessment of taxes on Newbridge’s profits from the sale. A subsequent tax investigation
into Newbridge was considered a baseless retaliatory measure by many in the investment
community. The Korean government also engaged in highly acrimonious interactions
with both the Carlyle Group and Lone Star Financial investment groups—who had also
purchased Korean banks and netted significant profits on their sales—as both were

targeted for tax investigations as well.*®
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These experiences left many within the government skeptical of the benefits of
foreign ownership of domestic financial institutions. Seo Young-man, and economist
with the Bank of Korea, reflected this growing reticence in fairly blunt terms, stating that,
“[w]ith rapid foreign investment, banks may suffer deterioration in profitability due to
uphill competition, while small firms will have more difficulty in taking out loans.”
Adding that, “[tlhe government will not easily get policy cooperation from foreign
lenders.”™" He went on to point out that foreign ownership carried the risk of depleting
domestic capital and that the state should avoid sales to private equity firms. It became
clear that the state was willing to act upon such concerns when in early 2004, when it was
reported the government had barred foreign investors from participating in the auction of

the credit card company, LG Card.**®

Former Finance Minister Lee Hun-jai led efforts to create a domestic investment
fund as a means to compete with foreign bidders and keep other banks up for sale, such
as Woori Financial Group, under Korean ownership. A senior official at the Korean
Deposit Insurance Corporation which had taken over two other financial firms that were
sold amidst the AFC admitted that they “feel burdensome about selling the two
companies to foreigners, with Hyundai Investment & Securities having been sold to
Prudential.”**® Beyond the financial sector, the government also moved to curtail the
accumulation of chaebol subsidiaries by foreign investors as the Fair Trade Commission

sought to acquiesce to the chaebol’s demand that the restriction on the maximum equity

7 Korea Times, 12/23/2003.
198 Korea times, 1/3/2004.

199 1hid.
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holdings in subsidiaries be raised above the current 25 percent with preventing hostile

takeovers by foreign investors proffered as the primary rationale.*®

The reorganization of Korea’s FDI policies around the hub strategy indicates a
return to a more sectoral focus in line with the view that FDI should serve as an engine of
technology transfer so as to increase the productivity of domestic firms. The roll out of
the updated and supposedly improved Invest Korea also indicates that the government
was aware that despite the major reforms undertaken during Kim Dae Jung’s presidency,
investors were still largely discontented with their ‘on-the-ground’ experience when
doing business in Korea. Further, the evidence reveals that despite significant efforts in
the wake of the financial crisis to improve Korea’s receptivity to FDI, the familiar pattern
of a lag between official policy and bureaucratic resistance once again emerged and
played a significant role in investors’ discontent. = The negative assessments and
perceptions on the part of investors seems to offer the best explanation for the
discrepancy between Korea’s potential for FDI (i.e. Eichengreen et al’s analysis) and its
actual intake, which for 2010 stood at just 0.11 percent of GDP. The comparatively
closed nature of Korea’s FDI regime is further reflected in the World Economic Forum’s
GCI indices, with Korea never breaking into the top 50 in the category of “Business
Impact of Rules on FDI” and dropping to 97" in the 2010-11 report. However, it does
appear that the state’s initiative to refocus its efforts on technology transfers had paid
some limited dividends as its GCI ranking for “FDI and Technology Transfer” peaked at

28" in 2008-9 before falling back below the 70™ over the next several years.

200 E1U Viewswire, 1/12/2004.
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Perhaps the most significant issue for this period in terms of evaluating the key
independent variables in this study was that, even after the IMF bailout and the fervent
advocacy of Kim Dae Jung, the state appeared to retain—to a diminished, yet measurable
degree—mercantilistic orientation vis-a-vis FDI. This is most readily apparent in the
state’s growing concern about the ownership of domestic banks by foreigners. The
state’s ownership and/or indirect control of the financial system was at the heart of
Korea’s developmental strategy for decades and the loss of influence that accompanied
Korean banks sale to foreign investors created concern among policymakers. One
notable case that demonstrates the impact of these sales on the state’s ability to meet its
objectives was when Newbridge Capital resisted state pressure to finance a bailout of
Hyundai.?®* This sort of informal pressure on domestic financial institutions to assist
struggling Korean firms was a hallmark of Korea Inc. and clearly the government viewed
the large expansion of foreign holdings into the financial sector as reducing the scope of
its policy options. The quotation from the Bank of Korea economist alluding to the
desirability of finding domestic buyers for banks due to their greater likelihood to
cooperate with state requests makes it evident that such concerns were in the minds of

policymakers.

To be sure, societal factors, such as the militancy of labor unions and the rigid
labor regulations governing layoffs continued to hamper FDI into Korea as a survey of

foreign investors conducted 2005-2006 found that 63 percent cited this as a constraint on

l. 202

Korea’s FDI potentia In the same survey fully 85 percent pointed to

2L E|U Viewswire, 1/12/2004.
202 Kim and Lee 2008, 181.
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“Nationalism/anti-foreign sentiment among bureaucrats and the public” as a source of
difficulty for conducting business in Korea.?®® Thus, democratization has increased the
role of public opinion in policy, as the anger that the large profits generated by
Newbridge, Carlyle, and Lone Star’s sale of Korean banks engendered, certainly was not
ignored by elected officials and the punitive measures taken against them appear, at least
in part, geared to quell public anger. However, the fact that the bureaucratic
skepticism/resistance to FDI had existed within a large swath of the bureaucracy long
before democratization implies that these historical legacies play a significant role in
explaining the maintenance of a relatively closed system after some many efforts at

reform.

Nonetheless, it is important to note, that for the most part political liberalization,
especially the ending of union repression, has had an overall impact of decreasing the
state’s maneuverability with regards to liberalization and has certainly served as a barrier
to investment in and of itself. The persisting suspicions of the unencumbered flow of
FDI into Korea among both state and societal actors is best summarized by Kim and Lee
who contend that the “National Assembly, the judiciary, the tax authority, several interest
groups, and the media have all added fuel to the rise of economic nationalism by
exaggerating the fears of a growing foreign presence in Korea.”?** Thus, democratization
tended to reinforce the status quo bias that resided in many corners of the Korean
economic bureaucracy rather than engendering a viable coalition around the more

neoliberal oriented reforms favored by a popular president. Both of these repositories of

203 1hid.
2% 1hid., 167.
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skepticisms about the merits of a more liberalized FDI regime were at important nexuses
of inward FDI in practice as the bureaucracy remained responsible for the technical
details involved in operating a business in Korea while the general public represented the
pool of potential employees and consumers needed for any viable enterprise. Thus,
though their motivations may have derived from different from different ideological or
political underpinnings, their combined effect yielded an atmosphere where foreign firms

still felt marginalized in the Korean marketplace.

Conclusion

Undoubtedly, Korea’s FDI policy regime has undergone significant changes and
has been to a large degree formally liberalized with few official barriers to entry
remaining. However, given the highly restrictive policy posture that Korea began with in
1980, the significant degree of liberalization can is in part related to the low base measure
from which it began. Further, its persistent low rankings in aggregate measures of FDI
liberalization demonstrate that its policies continue to lag far behind those of the most
open economies. Above and beyond these formal policies changes, despite a brief
opening directly in response to alleviating the financial crisis and securing IMF funds, the
decade following the crisis has witnessed the return of issues surrounding ground level
implementation as vocalized by investors. The rapidity with which these issues
returned—with many investors arguing that a reversion to the mean had begun to take
place in 1999 with the return of economic growth—is also quite telling in that it
demonstrates that even near complete collapse of the Korean economy due to many

practices that were central to the operation of Korea Inc. did not appear to shake the
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overall confidence that many policymakers and bureaucrats had in the system’s

fundamental features.

While the state had to a large degree receded, in a neoliberal fashion, from its
heavy intervention in the form and content of inward FDI when compared with the 1980s,
the evidence from this case demonstrates that the desire to utilize FDI as a tool of
industrial policy endured. Similarly, the overall preference to limit the amount of foreign
ownership of Korean firms to the greatest degree possible has remained unchanged, even
though both external and internal circumstances, had created an environment where it had

to be, by practical necessity, greatly expanded.
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CHAPTER 5
FINANCIAL LIBERALIZATION: WITHER THE STATE?

Introduction

The heavy involvement of the state and its institutions in fostering the emergence
of the Korean economic juggernaut in the 1960s has served as a central focus of
scholarship on the Korean political economy. To be sure, state-directed economic
development was utilized in several East Asian economies. The Korean state, however,
stood out even among them in terms of the depth of its penetration into commercial
activities.! Due to its dominant role in economic affairs, the state was able to employ a
wide array of stratagems in the service of its overall goal of propelling the Korean
economy into increasingly more advanced of modes of production. However, no lever
was more central to the state’s direction of the private sector than its control of finance

such that “the financial system served as a crucial nexus between the state and industry.”

In this chapter the primary measures of the dependent variable include the level of
restrictions on cross-border financial flows, central bank autonomy, and the degree of the
state’s involvement in the financial sector, including the ability of foreign financial
institutions to operate within the domestic marketplace. Further, as the opening of the
financial sector was inexorably linked to the liberalization of the domestic financial
system, the degree to which the state shifted the domestic financial sector to a more

market-centered system will also be included in the analysis. As with the previous two

! Lee, Chung H, 1992, 188.
Z Ibid., 189 [emphasis added]. See also Lee and Han 2006, 309; Kong 2000, 160.
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studies, evidence that points to lags the enactment reforms and their implementation will
also be accounted for most often through the evaluations of claims on the part of foreign

stakeholders that such discrepancies occurred.

Applying a basic Heckscher-Ohlin framework of analysis to the Korean economy
during its formative industrialization period, one finds that it was relatively labor
abundant and comparatively land and capital scarce. Thus, while it is hardly surprising
that Korea’s original industrial economic endeavors were concentrated in labor-intensive
manufacturing—such as textiles and apparel—the state worked proactively to overcome
Korea’s persistent dilemma of capital scarcity through importation of capital, largely in
the form of loans.® In pursuing its key objectives” the state commandeered domestic
financial institutions—commercial banks in particular—to control the manner in which
domestic savings and foreign capital were allocated to ensure that investment activity
worked in the service of its development goals. Lee and Han point to the state’s
command of the credit allocation throughout the domestic economy as comprising no less
than the central component of its industrial policy, “the key distinguishing feature of

Korea Inc.”®

It is important to couple this observation of the state’s almost absolute
control of cross-border capital movements and credit distribution during the

developmental era with the recognition that it coincided with a widely heralded economic

% Jwa, Sung Hee 1995, 15. She notes that by the early 1980s, loans comprised roughly 50 percent of all
inward capital.

* In a broad sense these could be defined as: 1) increasing national wealth via the expansion of the domestic
economy’s productive capacity and 2) the localization of the means of producing military hardware. These
twin objectives—as embodied in Park Chung Hee’s HCI program—~became increasingly viewed by the
state planners as two-sides of the same coin.

%2006, 309.
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ascendancy and that “sustained growth occurred in the presence of capital controls for a

period of several decades.”

The following chapter is largely the story of the state’s halting attempts at
disentangling itself from these initial conditions which placed it at the apex of the
domestic financial system. This process featured varying degrees of enthusiasm as well
as outright resistance from the state actors themselves (presidents, bureaucrats, and the
legislature), the private sector (the chaebol and SMEs), and the general public via
democratization (voters and civil society organizations). This movement towards
increasing financial liberalization has also been colored by the growing demand by
external actors—including bilateral partners, multilateral international institutions, and
private international investors and firms—that Korea permit the free movement of capital
across its borders and that foreign financial institutions be allowed to operate on an equal
footing with domestic ones. Similarly, the emergent neoliberal economic doctrines
would also play a significant role in the policy outlook of key economic advisors—
increasingly trained at U.S. universities—who tended to view the state’s traditional iron
grip over the movement and distribution of capital as thoroughly incommensurate with
the real economy’s growing sophistication and complexity and served merely to

perpetuate the gross misallocation of productive resources.

This chapter seeks to analyze the causal significance of these various stakeholders
in financial liberalization and identify their significance in explaining not only the degree
of liberalization, but also the variation across the array of components falling under the

rubric of financial liberalization. Frankel classifies issues within the purview of financial

® Noland 2007, 482.
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liberalization as falling into three categories: 1) domestic level liberalization, 2) the
removal of international capital controls, and 3) the equal treatment of foreign providers
of financial services.”’ To be sure, this taxonomy by no means precludes the significant
overlap of these components. Thus, though the central focus of this chapter—and indeed
the entire project—is centered upon the Korean political economy’s increasing
internationalization, the easing of controls on capital flows is intertwined with domestic
financial liberalization to a degree that “its significance cannot be fully assessed apart
from changes in governance of domestic financial markets” as “regulations governing
domestic financial markets strongly affect the flow and allocation of inward international
capital streams.”® This link is evident in the fact that the weakness of domestic financial
institutions resulting from decades of state direction and oversight which diminished their
capacity to operate as autonomous private entities and left them saddled with oceans of
nonperforming loans and a dearth of technical know-how. This in turn served as the
primary rationale for the slow-moving, piecemeal opening the domestic financial sector
to foreign firms as policymakers feared that the domestic financial system would be
overrun by foreigners if the playing field was completely leveled.® Similarly, the
persistent concern that Korea’s relatively high domestic interest rates would attract
substantial inflows of foreign capital which would strengthen the won and harm export

competitiveness acted as a major inhibition to a wholehearted embrace of capital account

71992. 13.
® Horowitz 2005, 112.
® Woo-Cumings (1997, 80) notes that due to the legacy of state involvement with commercial banks,

bankers tended to act more as bureaucrats concerned with ‘control’ rather than capitalists focused on
‘profits’.
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liberalization. Thus, the analysis provided in this chapter identifies the state, societal,
international, and ideational components of the financial policy process and the influence
they brought to bear not only on financial liberalization writ-large but also the particular
constituent parts of this multifaceted variable. In sum, how they sought to either prod
policymakers towards greater openness or defend the status quo embodied by the

developmentalist era’s highly regulated, state-directed financial regime.

As with previous chapters, the analysis will be broken down temporally into three
periods: 1980-1992, 1993-2002, and 2003-2010. The first era commences with Korea in
the midst of dual political and economic crises, with the former emerging from the tumult
surrounding the assassination of Park Chung Hee and the latter tied to a severe debt crisis
and runaway inflation. In terms of financial liberalization, this period features the
amalgamation of bold pro-market rhetoric by President Chun Do Hwan and his neoliberal
allies within the bureaucracy with timidity in terms of implementing concrete policies
fostering the marketization and internationalization of the Korean financial system.** The
transition to democracy in 1987 serves as critical juncture and would have lasting impacts
on both the financial policy making process and the outcomes it produced. In brief, it
brought previously excluded voters and civil society organizations into the political
process, facilitated the movement of the chaebol towards greater autonomy and away
from the state’s extensive interference that had long centered on its firm grip on financial
spigot, and brought SMEs—which the state actively sought to bolster through lending

quotas and the extension of credit on favorable terms—to the fore as they came to

19 jwa, Sung Hee 1995, 17.

! For example, while the state technically privatized the major commercial banks under its control (1981-
83) in pursuit of establishing a market driven financial system, it continued to exert a high degree of
influence over the selection of their top executives and lending decisions.
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embody the antithesis to the state-chaebol nexus and the corruption that surrounded it.
The latter half of this period also coincides with the ramping up of U.S. pressure on
Korean policymakers to propel the acceleration of financial liberalization, with a specific
focus on fully opening the domestic financial sector to foreign financial firms and a
demand to cease its manipulation of the won’s value so as to trim Korea’s mounting

bilateral trade surplus.

The 1993-2003 period encompasses several critical points of political punctuation
with the first occurring with the election of Kim Young Sam as the first civilian president
in more than three decade who eagerly embraced financial liberalization as a means to
secure Korea’s long-term economic viability. In retrospect, his administration’s decision
to liberalize short-term financial flows prior to long-term ones is perhaps the most noted
as it has been largely blamed for brewing the toxic mix of highly leveraged firms, holding
short-term loans, denominated in foreign currency that laid the groundwork for the
Korean economy’s descent into crisis as the AFC caused foreign investors to reappraise
their positions in several East Asian economies, including Korea.™? A large portion of the
financial liberalization that took place under Kim Young Sam was carried out under the
auspices of Korea’s pursuit of OECD membership. This period is perhaps best
exemplified by the almost exactly one year interval that separates Korea’s entrance into
the OECD—representing its arrival as a major developed economy—and the onset of the
financial crisis that threatened to wipe out a significant portion of the wealth that had

been created over the preceding three decades rapid growth. The election of Kim Dae

12 While scholars such as Chang (1998), Wade (2000), and Thurbon (2001; 2003) place a significant
emphasis on the role of Kim Young Sam’s poorly sequenced capital account liberalization in fomenting the
financial crisis, others such as Pirie (2006; 2008) contend that the very composition of the political
economy of the Korean financial system ensured that it could not be internationalized without undergoing a
significant crisis no matter what policy course was pursued.
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Jung in 1997 precipitated the first transfer of the presidency to an opposition party in over
three decades and took place in the immediate aftermath of Korea’s agreement to accept
an IMF bailout and submit to a substantial economic restructuring. Thus, Kim Dae Jung
was to oversee—and voraciously promote—profound adjustments to the Korean financial

system and its relation to the international economy.

The last period (2004-2010) is marked by the state’s attempt to further build upon
the financial reforms implemented during the IMF induced restructuring with
policymakers coalescing around an initiative to establish Korean as a regional financial
hub. Whereas the original developmentalist financial order was in large part premised on
the complete decoupling of the domestic and international credit market, = the financial
hub initiative sought their seamless integration. Nonetheless, despite this apparent
thorough embrace of establishing a liberalized, outward-oriented domestic financial
system, the legacies of the previous system continued to condition the state’s policy
choices. Chief among these legacies were the continuing weakness of domestic financial
institutions (e.g. the lack of a major international bank), the moribund status of SMEs,
and the persistent concerns about a strengthening won harming the export-centered
economy. In seeking to address these concerns, the state often found itself in the familiar
position of actively intervening in the private sector to facilitate outcomes it desired and
weathering criticism from economic partners and international institutions for its
continuing utilization of dirigiste policies. Thus, even after undergoing an IMF-led

neoliberal readjustment, the import of the historical context spawned by decades of

¥Noland 2007, 482.
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developmentalism continued to impact political outcomes as well as the institutions

charged with formulating them.™

Neoliberal Goals, Institutional Legacies, and Political Exigencies, 1980-1992

New Directions

The assassination of Park Chung Hee and subsequent seizure of power by General
Chun Doo Hwan marks a turning point in Korean history on multiple fronts. One of the
most important being his expressed desire to move away from the developmentalist
economic legacy, which he came to believe was responsible for the economic crisis he
faced upon assuming office and was no longer capable of delivering economic growth in
the newly industrialized and increasingly complex Korean economy. Contemporary
observers described Chun’s dedication to neoliberal inspired reforms as amounting to
nothing less than a “reversal of the basic priorities which governed economic policy
from the early 1960s to the late 1970s.”*> To this end, he set about implementing a series
of political and economic reforms to that sought to stabilize the economy in the short-run
and fundamentally reconfigure the nature of the state’s relationship with the private

sector in the long-run.

In an effort to combat the immediate crisis, the Chun administration took drastic

measures to reduce the money supply, implement credit controls, and severely curtail

16

state expenditures.”™ As a result, interest rates were raised, with returns on one year

14 Kalinowski 2009, 289; Horowitz 2005, 111.
> Financial Times, 3/5/1982 [emphasis added]. See also Lee et al 2005, 3.

18 Haggard and Moon 1993, 80-1. They note that the annual growth rate of state spending declined from
21.9 percent in 1980 to zero in 1984.
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deposits jumping from 18.6 percent to 24 percent in January of 1980.'7 Chun’s
considerable efforts to combat Korea’s spiraling inflation offer a particularly telling
illustration of the shifting outlook towards governing economic policy. High inflation
had long been considered an immutable component of Korea’s growth oriented financial
system. However, Chun’s regime not only rejected the assumption that it must be
tolerated for the sake of growth, but considered its reduction and stabilization as
necessary conditions for future prosperity.’® Chun’s particular concern with maintaining
low rates of inflation were not only driven by his acceptance of neoliberal economic
orthodoxy, but also had roots in political concerns. The return to runaway inflation
represented “a particular phobia” for Chun, as he was “convinced that it was at the root of

the social unrest which led to Park Chun Hee's assassination.”*®

Beyond these immediate remedies to restore economic stability, the Chun regime
sought to move the domestic political economy towards a more market-centered
system.?® A central initiative in pursuit of this objective involved attempting to dissolve
one of the most critical links of the developmentalist system: the state’s control of
Korea’s four national commercial banks. Beginning with the privatization of Hanil Bank
in June 1981 and completed in March 1983 with the sale of Choheung Bank, this
dramatic reversal in the state’s economic management provides further evidence of

Chun’s belief in the relative merits of a more liberal domestic financial order driven by

" Kim, Pyung Joo 1994, 293.
'8 Financial Times, 3/5/1982.
Y Financial Times, 5/15/1985(A).

% Haggard and Moon, 1993, 81-2.
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the private sector.”> However, a 1984 statute placed strict restrictions on the chaebol’s
ability to own banks as the state sought to prevent their domination of the financial
system. This particular statute—which reemerges as a major source of acrimony between
the state and industry years later—indicates that the state continued to harbor concerns

about the concentration of too much economic power within the chaebol.

In addition to the state’s divestment, hundreds of banking regulations were either
eliminated or streamlined in conjunction with the state’s purported efforts to move away
from policy loans with the hope of enhancing the operations of domestic banks. %
Similarly, in 1981-2 the state took some cautious steps in the direction of marketizing
interest rates as it deregulated the discount rates for commercial paper and permitted a
managed float of corporate bonds vyields. > Policy outcomes such as these were
characterized by government officials as reflecting a definitive decision to move ahead
with financial liberalization and that alternatives were no longer under consideration.*
The EPB vice-minister, In Yong Chung, cited the increasingly complex nature of the
Korea economy as being incompatible with a state-directed financial system, explaining
that the “economy is already too big to be managed in the old way by heavy handed
government bureaucrats.”®® However, despite these initial efforts that appeared to be

laying the groundwork for a sweeping overhaul of the state’s relationship with the

1 Kim, Pyung Joo 1994, 294.

% 1bid. 297.

% Emory 2001, 38.

 Financial Times, 8/19/1983(A).

2 bid.
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financial system, by the mid-1980s the push for greater of financial liberalization was on
the wane as the status quo defenders within bureaucracy pushed back. The reemergence
of the growth-first ethos hastened the state’s reversion towards its customary position at

the fulcrum of the financial system.

To be sure, to a large extent, this initial period of reform never broached anything
close to a comprehensive reconfiguration of the state’s long-held command of the
domestic financial system and its interaction with the global economy. Though the
privatization of banks was meant to serve a key demonstration of the state’s willingness
to recuse itself from direct control of financial flows, in reality in the immediate
aftermath of its divestment it became abundantly clear that the state had no intention of
completely relinquishing its control over the operations and decision-making of these
financial institutions.?® In the same vain, there was an equal lack of enthusiasm for
relaxing its “very tight control over the capital account” as the state “continued to heavily
[regulate] the flow of capital in and out of the country.”®’ Cho and Kim note that the
combination of these tight controls on capital flows in conjunction with the significantly
lower price of foreign capital served as both a vital tool of industrial policy and a
wellspring of corruption.?® In the end, these reforms amounted to more of a “piecemeal”

approach, that while successful in subduing the immediate crisis—inflation abated and

% yoon, Il-Hyun 2011, 703; Lee et al 2005, 16; Amsden 1989, 135.
" Yoon, 1l-Hyun 2011, 703.

281995, 43.
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high GDP growth rates returned in the early 1980s—never entailed the articulation of a

“comprehensive vision” for what a revamped Korean financial system would resemble.?

Although the reform efforts in the years immediately following Chun Do Hwan’s
seizure of power were, in the end, partial and ultimately non-transformative in nature,
they are nonetheless important in that they represent the initiation of the state’s efforts to
unwind the financial legacy of the developmentalist period. While the reform efforts
were driven, to a certain degree, by the need to restore macroeconomic stability, Chun’s
embrace—at least rhetorically—of the neoliberal paradigm and his government’s
expression of the necessity to refashion the Korean economy in accordance with its
precepts in order to meet its increasingly complex set of needs, signifies an important
point of departure in Korea’s financial liberalization epoch. At a minimum, the
neoliberal template advocating the liberalization of the financial sector, the marketization
of interest rates, and the elimination of capital controls emerged as the new focal point of
contestation amongst various stakeholders (e.g. the bureaucracy, the chaebol, SMEs, and
voters) in the domestic economy as well as between the state and external actors (e.g.
foreign firms, governments, and international institutions).* As one would expect, the
state-directed financial system that had persisted for well over two decades “created a
formidable constellation of incumbent stakeholders opposed to liberalization and
transition toward a more market-oriented development model” who would seek to defend

their interests which largely entailed the maintenance of the status quo.®* Much of the

 Emery 2001, 39 [emphasis added].
¥ Haggard and Moon 1993, 88-9.

31 Noland 2007, 482.
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resistance to financial liberalization from within the state would come from the Ministry
of Finance (MOF)—whose oversight of the banking sector served the primary source of
its power—while the private sector opposition would arise from the chaebol who had

become accustomed to, and reliant upon, subsidized credit.

Neoliberal Economists: Pressure for Reform From Within

The initial set of reforms carried out by the Chun administration took place within
a context of the emergence of a coterie of staunch neoliberal advocates within the policy
making elite that had a significant impact on Chun’s thinking about the sources of
Korea’s immediate economic problems as well as the measures required to continue
Korea’s economic rise. This group was largely comprised of younger economists in their
30s-40s that received Ph.D.’s from American universities and etched out a position in the
EPB and its attached think tank, the KDI, and were greatly influenced by the central
figure in the neoliberal camp, Kim Jae Ik.** Their education in the U.S. had engendered
them with confidence in the theoretically demonstrable efficacy of financial liberalization
as well as its practical applicability to the Korean economy.*® In the wake of Chun’s coup,
the weight of their prescriptions began to outstrip those of their opponents within the
economic policy making establishment who were generally products of the Japanese
university system and had served as the key architects of Korea’s state-led
industrialization during the Park Chung Hee era.®* These standard bearers of the

developmentalist model held that state-controlled finance was an essential element for

%2 Kwon 2004, 93; Woo-Cumings 1997, 78-9; Financial Times, 7/12/1984(A).
% Kwon 2004, 80.

* bid.

214



overcoming capital scarcity and ensuring that, once acquired, capital was utilized for the
promotion of targeted industries. By contrast, the new neoliberal minded technocrats
viewed such financial repression as constraining growth by yielding an inefficient
allocation of capital which was the primary culprit in the debt crisis Korea was grappling

with in the early 1980s.

Most important, their steady migration from the bureaucratic periphery to the
forefront of Chun Du Hwan’s economic policy team placed them in the position to be the
primary source of the counsel he received on how to go about steering the economy out
of the debt crisis.®® Their influence had clear effects on Chun’s policy choices as they
came to reflect their contention that macroeconomic stability—as opposed to the
traditional growth maximization ethos—was the most pressing concern for the Korean
economy. Thus, financial policy outcomes came to mirror these priorities as
demonstrated by the privatization of banks, a focus on monetary stability, and the
tightening of credit controls.®®  Thus, beyond the immediate impact on the policy
outcomes made by Chun towards establishing a more liberalized financial order within
the Korean economy, Lee et al. contend that this period signifies an effort to foment a
“paradigmatic shift in political economy from state-led development to a more market

oriented economy at the behest of liberal reform-minded economists.” >’

% Clifford (1998) recounts that Chun actually went as far as to take on Kim Jae Ik as an economic tutor
with the two meeting regularly for private lessons.

% Haggard and Moon 1993, 80-1.
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Though it is evident that the availability of this alternative framework for
organizing the state’s relationship with finance was a significant factor, the debt crisis in
the early 1980s which had pushed the regular double-digit growth rates into the red also
posed an empirical quandary for those seeking to defend the continuing viability of the
developmental system that dominated Korea throughout the 1960s-70. Lee et al proffer
an additional ideological explanation that defenders of the old-line struggled to rebut the
neoliberal advocates due to the lack of a “theoretical model to justify the past growth

»3  Similarly, Chang argues that

mechanism or systems in Korea as an alternative.
Korea’s “relatively weak intellectual tradition” made it particularly susceptible to the
influence of the intensifying global intellectual trend in favor of neoliberal inspired
political-economic models.®® As a result, neoliberalism and it prescriptions for the
Korean economy—at least rhetorically—quickly emerged as an almost accepted
orthodoxy that few dared to challenge openly. Nonetheless, despite the consensus among
the neoliberal advocates that Korea’s financial system was in sore need of a significant
overhaul, they tended to be less doctrinaire than Chile’s infamous Chicago Boys in that

they adopted a more pragmatic approach to the implementation of monetary tightening

and financial reforms.*

This recognition of the need to accommodate existing political-economic realities
in carrying out reforms is summarized by Finance Minister—and KDI alum—Kim Mahn

Je who in 1984 explained that managing the transition to a market driven economy would

3 Ibid., 6.
%1998, 1559.

“0 Financial Times, 7/12/1984(B).
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require the utilization of a wide array of tools and that “along the way we may have to
make some cosmetic gestures to protecting the domestic banks.”*" As further evidence
that the neoliberal proponents grasped that their ideas needed to reach a much broader
audience than the president and top bureaucrats, the Finance Minister also detailed public
outreach efforts to explain the merits of their proposed reforms through various
educational seminars and symposia.**  The fact that the neoliberals were seeking to
transform a financial system that had delivered—albeit with significant bumps along the
road—one of the most successful industrialization initiatives in recent history, no doubt
colored their perceptions in regards to the degree of reform that was achievable. These
reforms efforts would run headlong into not only the anticipated resistance from the
status quo’s major beneficiaries, but also broader concerns about prematurely
overcooling the Korean growth machine. With consistent high-level growth long the
prime source of political legitimation the military dictatorship, a slowdown threatened to
rattle both economic and political fortunes. Indeed, this standoff between the neoliberal
reform camp and those defending the more mercantilistic status quo—or at a minimum
advocating for a quite deliberate approach to marketization—emerges as a central axis
upon which financial liberalization in practice would play out over the ensuing decades.
To be sure, this divergence among policymakers regarding what constitutes appropriate
reforms often served as the genesis for the muddled, ebb and flow, policy outcomes that

characterizes the process of financial liberalization in Korea.

* Financial Times, 7/12/1984(A).
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Indeed, the momentum for financial reform did begin to wane in the mid-80s as
the state reasserted its command of financial affairs while grappling with a chaebol debt
crisis and the most prominent neoliberal advocate, Kim Jae 1k, was killed in the 1983
Rangoon bombing carried by North Korean agents.** The neoliberal economists were
unable to facilitate a true paradigmatic shift in the nature of the state’s relationship with
the Korean financial system. However, they played a central role laying forth the future
contours of the debate over financial liberalization in Korea. The neoliberal focus on
reducing the government’s involvement in the financial system and the allowance of
market determined prices—especially interest and exchange rates—would serve as focal
points of contestation amongst bureaucratic, democratic, and private sector actors. As
noted above, the EPB and KDI served as the bureaucratic and intellectual centers,
respectively, of the neoliberal reformers. By contrast, the Ministry of Finance (MOF)
was far less receptive, and often hostile, towards efforts to dismantle the state’s long-
established control over the domestic financial system and cross-border capital flows.
This was driven by a belief that the Korean economy remained too vulnerable to weather
the tempest they believed would materialize from financial liberalization. Thus, in this
period, intra-bureaucratic conflict played a significant role constraining the impact of
financial liberalization efforts as a true consensus regarding the comparative efficacy of a
market-driven system to the traditional state-centered one failed to materialize. *
Throughout the 1980s, the bureaucratic wrangling over the proper pace and sequencing

of financial liberalization was to extend into the private sector as the chaebol and

** Thurbon 2003, 348-49.

4 Soon, Cho 1994, 142.
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domestic financial institutions sought to defend their interests from what they believed

were the perils of overly aggressive reform efforts.

The Legacy of State Directed Finance

Despite the rhetoric extolling financial liberalization and the rising power of
neoliberal economists in the bureaucracy, the state—through its control of domestic
banks and foreign capital—continued to maintain its traditionally stringent controls on
the flow of finance as a means to direct industry towards the ends it deemed most
essential.  State-subsidized finance was increasingly directed away from established
industries and towards spurring the development of sunrise industries and managing the
restructuring of sunset industries. The official privatization of banks masked the
continued dominance of state prerogatives in their lending decisions through residual
informal linkages to the bureaucracy as well as formal powers that included the ability to
appoint top executives. In sum, as the hub of the state’s development endeavors, it
remained resistant to allowing commercial banks to transform into wholly autonomous

private sector entities.*

The incomplete privatization of banks is emblematic of an enduring dilemma that
would flummox Korean policymakers over the next several decades. On the one hand,
there was an acute awareness that Korea’s highly uncompetitive banking sector was no
longer adequate to service Korea’s modern industrialized economy; “° on the other hand,

the developmentalist legacy had left the banks racked with large portfolios of

“5 Pirie 2008, 82.

% Kim and Park 1985, 10.
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nonperforming loans and accustomed to serving as mere cogs in the state’s
developmental machinery rather than autonomous profit-seeking entities.  Moore
contends that the legacy of state control of the banking sector engendered executives with
a lending perspective detached from lending decisions predicated on risk evaluation.*’
Bankers tended to be viewed more as an extension of the bureaucracy rather than private
sector employees with their performance “evaluated according to whether they complied
with government guidance, rather than whether they managed their assets and liabilities

efﬁciently.”48

In explaining the pattern of financial liberalization in Korea, the state’s heavy
involvement in the banking sector through its control interest rates and the influence it
brought to bear on lending decisions represents a critical piece of the puzzle. This legacy
yielded a situation where Korea’s “[f]inancial markets [were] much less developed than
the real economy and financial management ability [lagged] far behind that of advanced
countries,” which in turn played a significant role in the formation of policymakers’
preferences regarding what constituted the optimal degree of financial liberalization.*®
Most importantly, while the state had long utilized foreign bank branches as a mechanism
for the importation of capital, there remained a significant concern among policymakers
about any the consequences substantial foreign involvement the financial sector. Korean
economist Chon-Pyo Lee explains that the specter of foreigner dominating of the

financial sector “was abhorred, as it would deprive authority over various instruments of

*71989, 13.
*® Cho and Kim 1995, 58. See also Woo-Cumings 1997, 80.

* Kim and Park 1985, 14.
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monetary control, weaken many customary, informal practices associated with industrial

policy, and might also alter the public-good nature of the financial system.”®® Pirie
points to this reluctance to grant greater access to foreign financial institutions, along
with the state’s aversion to allowing the chaebol to control banks and the persistent
fragile status of the banks themselves—often as a result of being forced to continuing
lending money to highly leveraged firms at the state’s behest—Ieft policymakers with
few viable alternatives to maintaining their heavy involvement in the banks’ operations.>*
When the weight of their nonperforming loans began to threaten their survival, as well as
key sectors of the real economy, the state was compelled to engineer bailouts. In 1985, it
crafted a bailout that absorbed hundreds of millions of dollars in bad debt that the banks
had placed on their books largely at the behest of government officials’ insistence to prop
up construction firms struggling in the face of a downturn of the Middle East building
boom.>? This case is emblematic of the how the strong state utilized pliant banks to stave
off economic disruptions, with the chaebol often buoyed by mandated loans and the state

later cleaning up the banks’ ledgers as the many of the actuarially unsound loans went

predictably sour.

From the perspective of the hypotheses evaluated in this project, it is apparent that
the historical legacy of the state’s ownership and continued direct operational
involvement—even in the wake of official privatization—with domestic banks played a

dominant role in shaping the contours of the financial system and thus establishing the

%0'1993 [emphasis added], quoted in Noland 2007, 488, footnote 6.
°12008, 83.

%2 Financial Times 6/22/1985. In this instance the Bank of Korea offered financing to the banks through
the rediscount window at 3 percent instead of 5.
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parameters within which the preferences of other societal actors were developed. The
state’s view of the financial sector as a sort of ‘public good’, which exporters should be
able to draw freely upon, manifested a logic whereby the full transition of domestic banks
to autonomous private entities that made lending decisions and priced loans predicated on
market fundamentals was seen as a threat to the engines of Korean development, the
chaebol. From this vantage point, while the neoliberal faction within the bureaucracy
was successful in swaying Chun to their belief in the need to liberalize the financial
sector and permit greater foreign involvement, the prospect of yielding the reins of
financial flows entirely to market forces proved to be a bridge too far. The notion of
strengthening domestic financial firms prior to fully opening the domestic financial sector
to foreign firms was to persist into the early 1990s, with the 1991 “Act Concerning the
Merger and Conversion of Financial Institutions” serving as an initial attempt to facilitate
the development of domestic banks—via concentration—capable of competing with
foreign one so that the liberalization of the domestic financial sector would not result in

the dominance of foreign firms.*®

In this vein, a set of interconnected assumptions tended to drive the policy process
in that as weak domestic banks could not compete with foreign banks, the liberalization
of the financial sector would threaten domestic banks’ viability and since the state’s
ability to control banking decisions was a key feature of its industrial policy, the
dominance of foreign financial firms threatened to undermine this core element of what
had been a largely successful development model. The legacy of the state’s control of the

financial sector and the resulting frail Korean banking sector plays a significant causal

%% Kong 2000, 164.
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role in the form and content of financial liberalization throughout the next two decades,
1990-2010. To be sure, this cautious approach to the liberalization of the domestic
financial sector was to serve as a major source of foreign consternation, especially from

the U.S.

Demands for Financial Market Access: Pressures for Reforms From Without

Under the developmentalist paradigm foreign banks were generally limited to
serving as conduits for foreign loans to alleviate the shortfall of the financial capital
needed to procure the technology and physical capital required for expansion into higher
value added production. As a result, in the early 1980s foreign banks benefited from
favorable policies bestowed on them by the state in their function as sources of foreign
loans.> From 1980-83, the average ROI growth for foreign banks operating in Korea
stood at 1.5 percent while the comparative figure for Korean banks was 0.4 percent and
world’s thirty-five largest banks’ 0.6 percent average.®> However, as Korea moved
towards a current account surplus and the demand for the niche market filled by foreign
financial institutions became less critical, they began to clamor for the host of restrictions
placed upon their activities to be lifted.”® The insistence to level the playing field was
one of the central points of contention—along with charges of currency manipulation—in
the U.S.’s litany of complaints against Korea’s external economic policies. However, as

opposed to their guardedly receptive posture to pressures for the reduction of import

* Kim and Park 1985, 26.
*® |bid.
% Financial Times, 5/9/1988.
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barriers, policymakers considered financial liberalization as far more intrusive and held

the potential to unleash a much greater degree of tumult on the domestic economy. °’

In spite of the ascendance of the neoliberals and their dominant position in Chun’s
economic policy team, foreign banks still complained of the difficulties of doing business
in Korea and pointed to the numerous regulations that encumbered their operations. They
argued that the pace of liberalization was not moving fast enough and that the financial
system was still far from comporting to a true market driven system.®® Foreign banks
pointed to the fact that while holding 10 percent of total commercial bank assets in Korea,
they held only 1 percent of the liabilities which they saw as evidence that Chun’s
‘neoliberal turn’ was largely superficial, citing the continued regulation of interests rates
and their lack of access to the BOK’s rediscount window as specific policies that had

effectively banished them to the margins of the financial system.>®

In April of 1984, the state made some efforts to mollify these complaints by
unveiling a reform package that removed some of the barriers that hindered the
operations of foreign banks in the domestic marketplace. These reforms included a
redefinition of ‘capital’ so as to expand the potential lending activities of foreign banks,
the immediate extension of the BOK’s rediscount facilities to foreign banks for export
financing, and complete parity with domestic banks in accessing the rediscount facilities

by 1986.%° These moves were met with stiff resistance from Korean banks who had been

" Woo-Cumings 1997,72-77.
*® Financial Times, 8/19/1983(A).
* 1bid.
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nurtured in the protected market.®* The local media joined these critiques of the state’s
steps towards a more liberal domestic financial system, pointing out that Korean banks
were in no position to compete on a level playing field with larger foreign competitors.®
In fact, Lukauskas and Minushkin contend that during this period, there was virtually no
domestic constituency advocating for greater penetration of foreign financial firms into

the domestic marketplace.®®

Just one year later, the foreign banks were complaining that, just as before, the
official liberalizing reforms were having their portended effects diminished by what they
considered to be obstructionist bureaucrats. For example, in the case of the
aforementioned reform granting foreign banks access to the BOK’s rediscount facility for
export financing, a regulation barring Korean firms from dealing with more than twelve
banks for export financing rendered this particular initiative practically moot as most
Korean exporters had preexisting relations with the permitted maximum number of
institutions and were unlikely to sever such ties in favor of a foreign bank.** Four years
later, the situation was largely unaltered as foreign banks continued to fret over their lack
of access to local currency and regulatory restrictions on their ability to lend to the
chaebol. Likewise, the rediscount facilities scenario was to be largely replayed in 1989
with the state agreeing to permit foreign banks to issue CDs only for them to discover

that they were de facto locked out of this market due to the regulatory environment and

%1 |bid.
82 Financial Times, 5/29/1984.
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the BOK’’s strict control of interest rates.”®> One West German banker drew parallels
between the case of deregulating the sale of CDs and the entire process of financial
liberalization, asserting that it “demonstrates what is wrong with South Korea’s approach
to liberalization. They allow you to issue CDs and then do everything possible to make

1.”% Into the 1990s, foreign bankers in Korea still felt that the

issuance impractica
reforms efforts began more than a decade earlier had yet to generate significantly alter the
constraints upon their operations and that the general frame of reference of policymakers

was that financial liberalization remained “a by-product, rather than a prerequisite, of

economic growth.”67

This wrangling between foreign financial institutions and the Korean government
over the pace and content of financial reforms was joined in the mid-1980s by the U.S.
government which sought to utilize its significant influence in Korea to push for
significant changes, which included a call for reciprocity in the treatment of U.S.
financial firms operating in Korea. For its part, the U.S. considered the 1984 declaration
that Korea’s regulatory environment would offer national treatment to all financial firms
was not supported by the facts on the ground and in need of substantial improvements.®
The U.S. banks that were aggrieved by the slow pace of reform brought their complaints
to the Treasury Department and “the Reagan administration put considerable pressure on

the Korean government and these efforts for a financial open door policy to Korea gained

® Far Eastern Economic Review, 9/28/1989.
% Ibid.
® Financial Times, 6/5/1991(A).

®8 Frankel 1992, 16.
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momentum.”® Beyond the clear economic imperatives of stemming a major showdown
with its chief economic partner, there was a political component to Chun’s desire to
assuage the U.S. as given his lack of political legitimacy U.S. support served a source of
prestige and authority.” The demands for equal treatment for U.S. financial firms were
coupled with a Section 301 congressional investigation into unfair barriers to U.S.

insurance firms’ attempting to do business in Korea.”

The Korean government responded by announcing another series of financial
sector reforms in mid-1987 and agreeing to liberalize its insurance sector the same year."?
However, as with Korean the government’s endeavors to meet U.S. demands in other
economic areas such as trade and FDI, U.S. officials continued to decry Korea’s
responses as either insufficient or suffering from significant gaps between stated
objectives and ground-level implementation. The Korean government was also
increasingly targeted by the EC™ and in multilateral arenas such as the Uruguay Round
negotiations for failing to operate a market-based financial system commensurate with its
level of development.” This theme of global responsibility was sounded again in 1992

by U.S. Treasury official James Fall who opined that, “Korea's advanced stage of

% Kwon, Eundak 2004, 81.

" Ibid., 80-1

™ Kwon, Eundak 2004, 82; Woo-Cumings 1997, 81-2. The U.S. also labeled Korea an exchange rate
manipulator and pressured the Korean government to allow the won’s value to rise as means to address its

growing trade surplus with the U.S.
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development brings with it a responsibility to be more innovative in market opening and
liberalization, rather than be a hesitant observer of progress made elsewhere, including

other Asian countries.””

He also reiterated the U.S. position that Korea’s desire to open
financial markets and liberalize interest rates only after certain domestic economic
benchmarks had been attained was the product faulty logic in that, from the U.S.’s
perspective, financial liberalization was a means to these ends rather than the second part
of a two-stage process.76 The Korean government continued to maintain that, in their
current state, domestic financial institutions were entirely incapable of surviving in a
fully liberalized marketplace. BOK Governor Kim Kun insisted that when it comes to
“financial markets, we are still in the primitive stage” and that “[f]oreigners think that we

are more advanced than we really are.”’’

In attempting to gauge the impact of pressure from foreign firms and governments
to propel Korean policymakers towards greater financial liberalization in general and
particularly for the equal treatment foreign financial institutions it is important to
consider the outcome in terms of their original preferences. The U.S. and foreign
financial institutions were unified in their desire to see the Korean financial market
liberalized to the greatest degree possible. By contrast, the Korean state was deeply
concerned about the consequences of financial liberalization in terms of its ability to
direct financial flows in pursuit of its desired industrial objectives. The frailty of
domestic banks was a particular concern as was the worry that excessive inward capital

flows would put upward pressure on the won harming export sales. However, Korean

"> Business Korea, Oct. 1992. This is a quotation from an article authored by Fall.
" Ibid.
" Financial Times, 5/9/1988.
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policymakers were forced to temper these preferences to retain their restrictive financial
system with considerations about the potential consequences of a full-blown showdown
with the U.S. which at the time took close to 50 percent of Korea’s exports. The threat to
invoke Section 301 and the retaliatory measures that accompanied it in order to open the
insurance sector provides a clear example of the pitfalls that littered the terrain of

economic confrontation with the U.S.

However, the persistent frustration on the part of U.S officials over what they
considered to be a lack of reform or a failure to follow the spirit of reforms that had been
implemented demonstrates that those resistant to financial liberalization within the
bureaucracy retained significant influence over political outcomes despite intense
lobbying by external actors. This staunch resistance was largely centered in the MOF.
Its chief, Chung Yung Euy, summarized the position of the status quo advocates

contending that the Korean government

has to take into consideration not only the efficacy of the financial
industry but its harmonisation with the real sector. We worry that
complete liberalization could weaken the sovereignty of domestic
financial policies which could have an adverse effect on our economy and
jeopardise our economic development.’

Thus, even after close to a decade of ostensibly embracing financial liberalization,
officials at the highest level of government remained unconvinced that neoliberal
oriented financial reforms would benefit the economy and that they, in fact, represented a
threat to the continued advancement of Korean industry. Given the long-standing
relationship between weak banks and rapid industrial expansion as the chaebol came to

depend on easy credit in order to carry out their objectives, it is not difficult to

®Far Eastern Economic Review, 6/28/1990.
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comprehend why the specter of a domestic financial system populated with far sturdier,
autonomous, international financial institutions was such an unsettling prospect to

policymakers.

Domestic Opponents

Liberalization skeptics within the government were joined by the top executives
of domestic banks that seconded the MOF’s apprehensions regarding their ability to
compete with foreign financial institutions in a completely open market and thus lobbied
for the maintenance of protective regulations.”® For their part, the chaebol remained
largely ambivalent towards financial liberalization, but were generally resistant to any
reforms that threatened their traditional access to subsidized credit, as demonstrated by
their bitter opposition to any attempt by the state to move towards the marketization of
interest rates. In 1985, the FKI put up stiff resistance to a proposed increase in lending
rates in the direction of their genuine market value arguing that it would place an undue
burden on the entire economy.®® Three years later, the FKI again sharply criticized
attempts to liberalize interest rates—which the U.S. was pushing for—issuing a statement
proclaiming that such a move will harm the competitiveness of Korean industry and that
the state should, in fact, be lowering borrowing costs.® During this period, the chaebol
were actually joined by commercial banks in opposition to proposed interest rate
liberalization. Although they appeared bound to benefit from the ability to charge higher

prices for their loans, their opposition was rooted in suspicions that this was only the first

™ Ibid.
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step on the road to a completely liberalized marketplace which they believed posed a

grave threat to their operations.®

Thus, it becomes apparent why the extensive efforts by foreign financial firms
and their primary ally in the U.S. were only able to extract at best minimal and often
superficial reforms in spite of significant efforts in this direction. The state and the MOF
in particular felt that by opening the gates to the Korean financial system in its current
underdeveloped state they ran the risk of losing their primary tools of spurring economic
development and growth. The two other key domestic stakeholders—the chaebol and the
commercial banks—were also generally resistant to such reforms as the banks relied on
regulatory advantages to remain competitive in the face of better financed and savvier
foreign competitors while the chaebol sought to maintain its access to discounted credit

in order to sustain their expansionary business model.

The dueling statements by Korean and U.S. officials are quite telling in terms of
explaining how they defined the situation and thus what informed their preferences and
strategies. The U.S. continued to focus on Korea’s newfound status as an industrial
country which engendered specific international economic obligations that it was flouting.
In this case, these undertakings focused in large part on its failure to allow U.S. banks to
operate freely in the Korean market. Korean officials, for their part, focused on the
anemic nature of its financial system the was incongruent with its level industrial
development and thus expected greater degree of political and temporal latitude in
fostering a sturdier set of financial institutions and markets before allowing the free

operation of foreign finance in the Korean economy. There is certainly a degree of

8 1hid.
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validity to Mo’s contention that U.S. pressure and threats served as the primary
motivation for financial liberalization from the mid-80s to the early 90s.%* That said,
Lim’s contrasting conclusion that the most important variables for explaining financial
liberalization policy outcomes are located at the domestic level and must be understood
in terms of Korean stakeholders’ particular preferences is better supported by the

evidence.?

Certainly U.S. pressure was a significant impetus for reform ‘attempts’, but the
general resistance on the part of both Korean banks and the chaebol emboldened the
status quo advocates within the bureaucracy to resist making reforms outright or defang
the ones that were implemented. To be sure, these domestic interests within both the
financial and industrial sector were products of a developmental system that hinged on
the state’s management of the financial system and accordingly yielded business models
built around the logic of this system. Thus, they had a clear vested interest in seeking to
buttress the arrangements that had propelled their growth in part through offering
guarantees to the banks doing business with them. Thus, although U.S. pressure certainly
pushed the Korean government to take financial liberalization further than they would
have in its absence, the logic underpinning the state-led developmental model persisted.
This constellation of state and business actors, which considered the withdrawal of the
state from its involvement in the financial system a strike at the very heart of the Korea’s
largely successful system, acted as a significant constraint on the effects of external

pressure. Finally, even though that by the mid-80s the ascendancy of the neoliberals
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within the bureaucracy had largely abated, their influence during the early years of the
decade had increasingly changed the terms of the debate. Thus, there was a growing
acceptance that eventually a level of financial liberalization on par with other advanced
economies would be attained. However, there remained a wide variance across

stakeholders regarding the pace and sequencing that such reform should take.

The Rise of non-Bank Finance

A major financial scandal in the early 1980s implicating official at the highest
level of government, as well as Chun’s wife, resulted in reforms that led to a
transformative development within the Korean financial system by establishing non-bank
financial institutions (NBFIs) that were to serve as an alternative to the expansive curb
market, but would increasingly fall under the sway of the chaebol’s influence.®> The rise
of these loosely regulated—especially when compared to commercial banks—NBFIs was
to have a profound effect (see Figures 5.1 and 5.2) on the chaebol’s ability to achieve

greater control over its access to domestic sources of debt financing.

Figure 5.1
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60.0

50.0

40.0

. Direct Finance
[l Indirect Finance
B Foreign Borrowing

30.0

20.0

10.0

0.0

-10.0
1975 1980 1985 1988 1990 1991 1992 1993
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Figure 5.2

Sources of Indirect Corporate Finance 1975-1993 (% of total indirect finance)
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Source: Bank of Korea cited in Hahm 2003.

The crisis broke out in May of 1982 revolved around the shadowy operations of
the Korea curb market and represented a major political predicament for the Chun
government—that possessed neither the legitimization bestowed by free elections, nor the
gravitas of his predecessor Park Chung Hee—as well as the impetus for reforms that
would have a lasting impact on the Korean financial system for years to come. At this
time, the curb market in Korea was estimated to account for close to $1.4 billion which
amounted to roughly 25 percent of the narrowly defined money supply.® In response to
this crisis, NBFIs were permitted greater freedom to take deposits at rates set by the
Commercial Paper Market Dealers' Association rather than the BOK with the intention of
soaking up a large portion of the funds fueling the curb market.®” In addition to freeing
up the NBFI market, the state moved to lower lending rates offered by the commercial
banks to a uniform 10 percent—regardless of available collateral or the loan’s term—

with the hope of spurring the chaebol’s expansion. The creation of two new commercial

% Financial Times 6/16/1982.

8 Ibid.; Soon, Cho 1994, 125. Cho Soon notes that many of the operations carried out by the new NBFls
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banks, Shinhan and KorAm, outside of the traditional state-banking network was also
permitted.®® Chun attempted to reach even further into the darkest corners of Korea’s
opaque financial system by pushing through a mandate that would require Korean
account holders to use their real names. This, however, sparked wide protest from an
array of societal and state actors including members of his Democratic Justice Party

(DJP), and was subsequently quashed.®

To be sure, these efforts to reform the financial system, and the resistance to them,
in the wake of the curb market crisis represented a touchstone in the burgeoning standoff
between the “liberalizers” and the “traditionalists”.®® Within the context of this
competition between neoliberal reformers and defenders of the status quo, those
advocating the path of financial liberalization viewed the creation of the less regulated
NBFI sector and its potential to subsume the curb market as a significant victory.*
However, as forces within the bureaucracy began to grasp the potential consequences of
an alternative, chaebol controlled, source of finance, efforts to bolster the traditionally
acquiescent commercial banks quickly followed the reforms that aided in establishing the
NBFI sector were issued. The aforementioned 1985 interest rate increase that rankled
the FKI was generally considered to be aimed at shoring up the commercial banks and

stemming the tide of deposits now flowing towards NBFIs capable of offering higher

8 Kim, Pyung Joo 1994, 295.
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returns.® In addition to trepidation about NBFI’s ability to serve as alternative sources of
finance for the chaebol, they also distressed policymakers by taking actions hitherto off
the table in Korea Inc. A case in point would be the state’s displeasure over several
NBFI creditors forcing two construction firms into bankruptcy®, which stands in sharp
contrast to the state-initiated bailout, via commercial banks, for construction firms during
the same period. In a clear indication that the principles of neoliberal finance had yet to
alter the worldview of domestic policymakers to any determinative extent, by and large
the state felt that there were “too many finance companies” and that “competition among

them [had] become too intense.”®

From an analytical perspective, the rise of NBFIs plays a critical role in
explaining the chaebol’s march away from its traditional position as a supplicant to the
state. As detailed throughout this section, the state’s firm grasp on the financial system’s
reins served as the lynchpin of their efforts to direct industry towards the fulfillment of its
development goals. By permitting NBFI’s establishment in an effort to quell the
financial/political crisis in the short-term and drastically curtail the curb market in the
long-term, the state had laid a groundwork for a fundamental shift in the nature of
corporate finance in Korea that was to have significant implications. Most notable
among these would be the role of NBFIs as the conduits of the deluge of foreign capital,
largely in the form of short-term lending, that would serve to fuel the massive chaebol
debt loads leading up to the 1997 financial crisis. The chaebol, long banned from holding

significant equity in commercial banks so as to limit their ability to utilize them as
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personal banks, had found in NBFIs and alternative means to take hold of their own
financial prerogatives. As Amsden concludes, contrary to textbook expectations, this
component of financial liberalization “contributed to a rise, not to a decline, in economic
concentration.”® As the control of finance served as a primary source of state influence
over industry, it logically follows that the emergence of alternative sources of finance
outside of the state dominated commercial banking system would serve a harbinger of an
underlying shift in the domestic financial balance of power between the state and the
chaebol. The consequences of this shift in the Korean political-economic landscape
emerge as an axis upon which post-democratization Korean politics and economics

would turn.

Democratization and Financial Liberalization

The transition to democracy effectuated significant changes in many of the core
components that constituted the Korean political-economic milieu, with the financial
arena being no exception. Given that the nearly three decades of military dictatorship
had come to be associated with heavy state involvement in economic affairs and a
symbiotic relationship between the political and economic elite, “as the enthusiasm for
political democratisation came to be reflected in the economic arena, ‘economic
democratisation’ came to be understood as marketisation and financial liberalisation.”*®
From a broad perspective, on the one hand, democratization served to empower long

marginalized sectors of society (e.g. agriculture and SMESs), while on the other hand it

further strengthened the chaebol’s position in their dealings with the government as they

% 1989, 136.

% | im 2010, 202.
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seized upon deploying the language of liberalization—when it suited their interests—in

pursuit of their efforts to increase their autonomy from the state.”’

In the case of finance, democratization played a significant role in motivating the
state’s efforts to extend an increasing proportion of the subsidized policy loans—that had
traditionally been granted disproportionately to the chaebol—to SMEs as policymakers
sought to assuage voters’ complaints about the inequity of this distribution.® Newly
elected president Roh Tae Woo recognized that any association with the old regime was
politically toxic and sought to mitigate his clear deficiency in this regard—given his
military pedigree and longtime association with Chun Doo Hwan—by actively pursuing
an agenda of financial liberalization which was a centerpiece of his 1987 campaign.”® To
this end Roh targeted SMEs as the primary beneficiaries of the new ‘democratized
finance’ as they came to embody the antithesis of the chaebol centered finance that many
voters felt represented the exclusionary politics of the past. The led to concrete policy
outcomes (see Tables 5.1 and 5.2) intended to reconfigure the chaebol-dominated market
for commercial loans as well as provide exclusive advantages to rediscount facilities

through the BOK. Furthermore, this new push to enhance the financial opportunities

% Cho and Kim 1995, 32-3. On the growth of chaebol autonomy resulting from democratization, see also
Kwon, Eundak 2004, 84.

% Haggard and Mo 2000, 209.
% Haggard and Moon 1993, 90. See also Mo 2001, 472; Thurbon 2003, 349.
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Table 5.1

_ Mandated % Increase in won denominated loans to SMEs
1980 1992
National Banks 35 55
Local Banks 55 80
Foreign Banks 0 25

Source: BOK cited in Kim and Mo 1999, 85.

Table 5.2
_ Export Loans Rediscounted by the BOK (won per dollar of export)
1985 1986 1987 1988 1989
SMEs 740 700 520 450 550
Chaebol 740 670 175 0 0
won/dollar rate 890 861 792 684 680

Source: BOK cited in Kim and Mo 1999, 86.

of SMEs was commensurate with a comprehensive transformation of the long-prevailing
singular focus on growth to one that centered on the equitable distribution of wealth
which was a primary impetus for the democratic revolt in the first place.'® This shift in
the state’s priorities away from the chaebol and towards SMEs represents one of the more
significant economic outcomes of the political transformations that accompanied

democratization.!®*

In addition to the state’s attempt to strengthen SMEs, the BOK’s independence
arose as a central issue within the nexus of democratization and financial liberalization.
All three major candidates for the presidency—Roh, Kim Young Sam, and Kim Dae

Jung—offered proposals to remove the central bank from the control of the MOF to

100 Kim and Mo 1999, 74.

101 Haggard and Moon 1993, 94.
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alleviate what many saw as a source of corruption and collusion between the MOF’s top
officials and big business.'®® Officials at the BOK were joined by securities companies,
large manufacturers, foreign financial institutions, and the chief opposition parties in
calling for central bank independence but saw their efforts stymied by the MOF who
contended that moving ahead too rapidly with financial liberalization threatened to lead
to chaebol dominance of the financial sector which still needed a significant degree state
assistance shedding vast amounts of nonperforming loans.'® Nearly three years later the
BOK was still seeking to promote financial liberalization as means to enhance its
autonomy from the MOF, which continued to exhibit a penchant to stringently manage

the price and supply of money. 1%

In these two instances—SME finance and BOK autonomy—democratization
certainly impacted the nature of the debate over financial liberalization and in the case of
SME financing, bore tangible policy outcomes. However, the state mandated lending
increases to SMEs was largely in keeping with the developmental state ethos and was
driven by voter calls for greater equality in wealth distribution rather than an embrace of
the relative merits of the neoliberal financial paradigm. Ironically, the state’s pro-SME
initiatives ended up resulting in outcomes not altogether different from its efforts to direct

financial resources to the chaebol in that by the early 1990s banks were again beset with

192 500n, Cho 1994, 141-42. A Far Eastern Economic Review report from 9/8/1988 notes that opposition
parties were highly dismayed that the MOF had instructed the BOK to inject liquidity into the economy in
the run up to the 1987 election.

1% Financial Times, 8/3/1988.

104 Far Eastern Economic Review, 6/13/1991(A).
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scores of nonperforming loans as thousands of SMEs went bankrupt.'® By contrast,
efforts to institute a reform that would have drastically altered the foundations of
domestic financial policy and transferred authority to neoliberal advocates were
successfully thwarted by the entrenched power of the MOF. It should be noted that even
in this case, the popular forces clamoring for greater BOK independence were motivated
largely by a desire to slim down the MOF’s nearly absolute control of the financial
system rather than weighing into the prevailing ideological battle between the
traditionalists and reformers within the bureaucracy. This elucidates the resiliency of the
long-standing economic principles as even in the face of a democratic transition and the
emergence of a broad coalition favoring reform, the MOF was able to resist such efforts
and retain its control over the BOK. The fact that Korea’s state driven financial system
had a demonstrated track record of delivering sustained economic growth offers an
explanation for why this occurred. In sum, despite all of the external and internal
pressure to liberalize the financial system, many policymakers—particularly within the
MOF—remained thoroughly unconvinced “that reforms are desirable, because South
Korea reached where it is today by forcing the financial markets to serve the needs of

industry.”106

195 Far Eastern Economic Review, 9/24/1992.

1% Far Eastern Economic Review, 6/13/1991(A).
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From Segyehwa to the IMF Era, 1993-2003

Segyehwa and Financial Liberalization

As Korea’s first non-military leader since Syngman Rhee’s fall from power in
1960, Kim Young Sam looked to make good on his campaign pledges to restructure the
Korean economy in a way that would deliver the benefits of its expansive growth more
equitably. Kim Young Sam’s campaign focused on stamping out the endemic corruption
that perpetually oozed out of the increasingly calcified bonds between state agencies and
the chaebol, which many voters considered detrimental to their wellbeing. To be sure,
though his coalition of the urban middle class, non-union labor, and agricultural interests
certainly desired a larger share of the economic pie, for the most part these “groups
sought to make piecemeal adjustments to the developmental system rather than instigate a

1”1 Thus, the new administration faced a political-economic

complete overhau
landscape that demanded reforms, but simultaneously insisted that such modifications to
the prevailing order not go so far as to threaten the engines of the Korean growth
machine.’®  Kim Young Sam’s segyehwa agenda envisioned internationalizing the
Korean political economy across the board, which in terms of financial policy required
extensive liberalizing reforms that would marketize the domestic economy in a way that
foster its integration into the emergent global neoliberal economic order.’®® These twin

goals of reforming the financial system and avoiding the destabilization of Korea’s

export/chaebol centered economy would come to define the disparate and halting

07 Heo, Uk 2001, 152.
108 1hid.

109 Horowitz 2002, 95.
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financial reforms of the Kim Young Sam presidency that would close with Korea roiled

by an economic crisis.*°

The Kim Young Sam administration’s attempts to recalibrate the financial system
indicate not only that the efforts in the same vein over the previous decade had fallen
short of their stated goals, but that the international climate was continuing to evolve in a
manner that made their successful implementation even more pressing. As Pirie explains,
the financial liberalization/internationalization agenda embraced by Kim Young Sam
should “be understood as a rational attempt to secure Korea’s position as a site of

»HL Further, after several years of

accumulation within a changing global economy.
sustaining a current account surplus in the mid1980s, Korea again shifted back to its
traditional status as a net borrower in the early 1990s (See Figure 5.3).  This, in
conjunction with the depreciation of both the yen and yuan and the corresponding loss of
competitiveness in Korea’s key export industries—semiconductors, automobiles, and
shipbuilding—only exacerbated the need for external capital.*® The current account

shortfalls were increasingly filled by borrowing from foreign banks by the chaebol, who

found their relatively low prices attractive. This in turn put substantial pressure on

19 1bid.

' Pirie 2006, 53. Pirie goes on to argue that it was in fact these liberalizing reforms that sowed the seeds
of the 1997 financial crisis.

12 Kwon, Eundak 2004, 90.
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Figure 5.3

Annual Current Account Balance 1980-2010 (millions USD)
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policymakers to liberalize the domestic financial order so as to make it compatible with
this new reality.’*® Despite this realization among major actors across the political-
economic continuum, there was a persistent divergence of opinions regarding the
complexion of the reforms that should be enacted in order to shore up the economy’s

fundamental health. 1**

Thurbon argues that Kim Young Sam’s general lack of an
overarching economic framework made him susceptible to the ideas of neoliberal
academics and officials who considered the long-term viability of the Korean economy
inextricably intertwined with marketization and internationalization which, she contends

“were detached from the complexities of Korea’s economic reality.”™*

13 park, Yung-Chul 1995/96, 22.
14 Kirk 1999, 131.
1152006, 350-1 & 358. She points out that the actual term ‘segyehwa’ was conceived of by Seoul National

University professor, Park Se Il, who was given a position as Kim’s Senior Secretary for Policy Planning in
December 1994,
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As a result of these factors, both the material problems and the ideas about the
best means for resolving them, Kim Young Sam set about initiating a series of financial
reforms and constructing policy roadmaps laying out the pace and sequence of future
reforms. In 1993, steps were taken to slightly loosen the tight lid on inward capital as the
ability of Korean firms to secure short-term foreign financing via domestic banks for the
purchase of capital goods was permitted.*® To facilitate the inflows, Kim licensed nine
new merchant banks in 1994 more than doubling the six in existence when he took
office—fifteen additional merchant banks would be approved in July 1996."*" In tandem
with this expansion of the domestic banking sector, the commercial paper market was

118 Further evidence of a

opened, offering merchant banks a new profitable market.
determination to change landscape of the domestic financial system came on August 12,
1993 when he issued an emergency executive order that all financial business be
conducted under the party’s real name which represented a salvo against the opacity and
corruption that permeated the dense networks of state, business, and financial actors.'*®
These immediate reforms efforts were accompanied by a much-touted five-year plan for

financial liberalization that was to take place in four stages: Stage 1: The creation of a

competitive marketplace through the liberalization of interest rates, Stage 2: Overhaul of

116 Noland 2007, 500.

117 Chang 1998, 1558. Chang contends that these banks were subject to scant regulatory oversight and
were a major factor in creating the gulf between the maturity structures of foreign borrowing and domestic
lending that served as a major factor in the economy’s unraveling in 1997. See also Lim 2009, 87.

118 Haggard and Mo 2000, 203.

9 This reform had been broached by both Chun Doo Hwan and Roh Tae Woo who both backed off due to
strong opposition from the beneficiaries of the system that allowed one to conduct financial transactions
under an alias. The significance of this reform is documented by Emery (2001: 42) who notes that the
stock market dropped 8 percent over the two days after the order was issued while demand for cash rose 40
percent as those seeking to continue their illicit affairs sought alternative means to conducting such
business.
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the domestic financial sector, Stages 3&4: Establishment of a regulatory environment on
par with the standards and practices of advanced industrialized economies.'®® These
efforts, taken as a whole, constituted a definite trend of the state increasingly seeking to
pull back from the decisive role it had traditionally held over the management of the

capital flows.**

However, these efforts were abutted by policies that sought to mitigate any
potential harm that such liberalization initiatives could pose to the real economy. Thus,
while on the one hand the Kim administration professed a commitment to liberalizing the
domestic financial sector so that they could survive against the foreign banks demanding
entry; on the other hand, there was a reticence to push reforms to the degree that could

122 In this vein, the New

potentially threaten the economy’s overall performance.
Economy 100 Day Plan unveiled on March 22, 1993 included pro-growth initiatives that
included “interest rate cuts, increased supply of facility investment funds, and early
implementation of government projects.”**® Such efforts appeared to pay dividends at

the time as the 1994-96 investment boom was in large part driven by the heavy

manufacturing industries including automobiles, petrochemicals, steel, and electronics.'**

This mixture of significant reform efforts in pursuit of greater financial

liberalization with state efforts to protect the well-being of the manufacturing behemoths

120 Business Korea, May 1993.
121 Chang 1998, 1557-8.

122 Business Korea, May 1993.
123 Haggard and Mo 2000, 203.

124 1hid., 200.
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that stood at the center of Korea’s economic model once yet again speaks to the
importance of Korea’s developmental legacy in explaining the pattern of liberalization.
Thurbon’s insistence that Kim Young Sam’s financial reforms were in large part a
function of his conversion to the neoliberal paradigm due to his exposure its domestic
free market advocates certainly is not bereft of merit as his actions indicate that he did
indeed believe that the state must move as expeditiously as possible in exiting from the

125

realm of day to day financial management.”™ However, Pirie’s argument regarding the

policy constraints arising from Korea’s modern political-economic history provides a
useful corrective to Thurbon’s emphasis on Kim Young Sam’s neoliberal agenda.'® In
sum, he argues that external imperatives drove the need for liberalizing reforms, but at

the same time created a dilemma where unwinding the state-bank-chaebol nexus that had

long underpinned Korea’s development model carried with it the risk of collapse.

Thus, institutional legacy not only limited the scope of viable reforms, but also
refracted even those that were implemented. Joon-Ho Hahm concludes that given this
existing configuration, the financial liberalization reforms enacted under Kim Young
Sam actually had the effect of exacerbating the distortion of capital allocation—via a glut
of chaebol credit—rather than increasing efficiency, as they “reflected the distorted
incentives rooted in a legacy of implicit government guarantees.” 27 Further, the

evidence presented in the next two sections demonstrates that Kim’s financial policies

12 2001; 2003.
2% 2006; 2008.
1272003, 79-80. Wade (2000) makes a similar claim in that Kim Young Sam’s loosening the controls

governing short-term capital inflows was a critical error that set Korea down the path to the economic crisis
that would engulf it in late 1997.

247



proved too vague, partial, or piecemeal to satisfy foreign financial interests and economic
partners. At the same time, they were considered too aggressive for many bureaucrats at
the MOF, who felt that the Korean financial system remained feeble and thus vulnerable
to capture by external actors. As a result, though Kim Young Sam did seek to etch out an
entirely new paradigm for the Korean economy largely built upon a neoliberal foundation,
the limitations imposed by the status quo defenders within the bureaucracy along with
genuine concerns about fomenting too much disruption in the functioning of the real

economy ultimately tempered the breadth of his ambitions.

External Pressures and Bureaucratic Resistance: Competing Conceptions

Despite the emergence of a civilian leadership who expressed a desire to move the
Korean economy in the direction of greater openness and internationalization, the
confrontations between Korean officials and foreign stakeholders seeking more
substantive reforms followed a progression akin to those of the 1980s. Namely the U.S.
and foreign financial interests chided the state’s reform initiative as inadequate while
Korean policymakers—particularly those within the MOF—tended to express frustration
over the failure to acknowledge the underdeveloped nature of Korea’s financial system
that necessitated a measured approach to liberalization.*”® From the perspective of U.S.
policymakers and foreign financial interests, Kim Young Sam’s Five Year Plan for
financial liberalization was too slow, too vague, and fundamentally flawed in that “it

leaves largely intact what many analysts say is the breeding ground for corruption, a

128 Business Korea. May 1993; Far Eastern Economic Review, 6/10/1993; 7/22/1993.
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highly politicised financial system.”*?° For their part, Korean policymakers tended to see
their efforts as ‘historic’ commitments given Korea’s legacy of state-controlled finance
with Finance Minister, Hong Jae Hyong, declaring that the reform package encompasses
“concrete and drastic contents that were unthinkable in the past seven five-year plans.”**
However, he went on to point out that “[i]n view of the wide-ranging repercussion the
opening [of the bond market] will have on the economy, we must leave no stone unturned

to minimise the side effects.” 3!

The Bureaucracy

Chief among these ‘side effects’ the MOF believed should be ‘minimized’ was
the potential for vast sums of foreign capital to flood into the domestic market to take
advantage of Korea’s high interest rates placing upward pressure on the won and harming
export competitiveness.®*  From the MOF’s perspective, internationalization of the
Korean financial system could only come after specific domestic objectives were met,
including the reduction of the gap between domestic and international rates of interest.*®
Regarding the extension of equal treatment to foreign financial firms, an official candidly

laid out the MOF’s dilemma that “[b]ecause of the commercial banks’ bad-loan problems

and our history of directed credit, we cannot move much faster.”*** The MOF not only

129 Far Eastern economic Review, 6/10/1993. Kwon (2004:83) cites a June 1993 Korea-U.S. financial
consultation meeting in which Deputy U.S. Trade Representative Charlene Barshefsky expressed
Washington’s belief that the pace of reforms needed to be accelerated.

130 Far Eastern Economic Review, 7/22/1993.

B 1bid.

32 1hid.

133 Business Korea, May 1993.

13% Ear Eastern Economic Review, 6/10/1993.
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had grave concerns about the potential pitfalls of overly hasty financial liberalization, but
also had within its grasp the tools for blocking reforms outright or more commonly
mitigating their real impact as by the end of 1994 many of Kim Young Sam’s touted

financial reforms were actively being suppressed by the MOF.**®

However, despite a general skepticism on the part of the foreign financial
community regarding the likelihood of the newest reform efforts enduring the
bureaucratic gauntlet, Kim’s administration continued to extol them as a sign that they
were committed to changing the status quo and that the president’s esteem with the public
would ensure that the traditional forces of resistance to liberalization would be cowed.**
This apparent confidence in Kim’s ability to overcome entrenched bureaucratic
opposition to his reform agenda did not preclude his administration from pushing through
significant structural changes in the bureaucracy. In March 1994 the Finance Minister
announced—to the displeasure of many of his subordinates—that those officials at the
assistant ministerial level or above would be removed from the day-to-day decision
making process in an effort to temper its vast authority over the financial system.™’

Perhaps indicating that this initial effort did not produce satisfactory results, in December

1994 a far more dramatic initiative folded the MOF and EPB into one super ministry, the

135 Thurbon 2003, 351.
13 Far Eastern Economic Review, 4/29/1993.

37 Business Korea, April 1994.
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Ministry of Finance and Economy (MOFE), with the hope that the more reform-minded

EPB would take the lead.**®

In addition to the president’s struggle to stifle the bureaucratic opposition to his
reforms, the long-simmering feud between the MOF and BOK rose to a boil during this
period. As detailed in the previous section, BOK independence had emerged as a central
issue in the 1987 presidential election with Roh Tae Woo endorsing it a means of
democratizing the financial system. However, efforts to accomplish this fell short and
the BOK continued to push for greater autonomy from the MOF (and MOFE after the
merger). Kim Young Sam sought to further the BOK’s goals viewing it as a potential
ally in his efforts to push ahead with financial liberalization. The contentious nature of
the relationship between these two agencies is evidenced by the fact that to voice their
opposition to a loss any of their existing authority the BOK’s staff took to the street and
protested in front of their headquarters in Seoul.™®® For their part the MOF/MOFE battled
to secure their own political turf as they successfully fought off an attempt by Kim
Young Sam’s Presidential Council on Financial Reform (PCFR) to sideline them in the

0

realm of monetary policy.!*® Kim Young Sam’s administration proved unable to settle

this dispute which further hampered efforts to coordinate the implementation of financial

141

reforms across the most important bureaucratic agencies.”~ Worries about exacerbating

138 Thurbon 2003, 351.
139 |bid., 357.
140 ee et al 2005, 30. See also Kirk 1999, 122.

141 Zhang 2003, 428.
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this conflict often led members of Kim Young Sam’s administration to avoid broaching

certain regulatory measures altogether.**?

This analysis demonstrates that no matter how genuine Kim Young Sam’s
intentions to overhaul the Korean financial may have been, the MOF served as an
important source of skepticism about the efficacy of such a course. Most importantly, it
retained the power to erect significant roadblocks along the path to a more liberalized
domestic financial order. The sources of the MOF’s preferences can be placed under
three overarching rubrics. The first being related to their definition of the situation in that
MOF officials were genuinely—and perhaps correctly—concerned about the negative
consequences of pushing forward with financial liberalization too fast, too soon. As Pirie
summarizes, “[i]ntegral elements of the traditional growth regime were essentially
incommensurate with the demands of competitiveness within a more open economy.”143
Thus, as those most intimately acquainted with the inner workings of the Korean
financial system, members of the financial bureaucracy were likely the best equipped to
grasp the significant hazards that accompanied the relaxation of capital controls and the
opening of the financial services sector. The second is more ideological in that MOF
bureaucrats were committed to the traditional state-centered financial system as the
lynchpin of Korea’s rapid development as well as a mechanism for curtailing the power
of foreign actors within the domestic sphere. For Woo-Cumings, this lingering distrust of

‘market solutions’ among the financial bureaucratic elite is key to explaining their

continual resistance to liberalization as they held tight to the belief that prices should be

142 Thurbon 2003, 357.
432008, 55.
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established by civil servants.*** Third, would be simply the desire for the MOF—as with
most bureaucratic agencies—to defend its turf as with the rapaciousness with which it
challenged any encroachment by the BOK to its ultimate authority over monetary policy.
Further, it’s long-held perch atop the extensive financial regulatory framework meant
“that numerous bureaucratic decisions were required to do business, even though the

>4 10 some

regulations requiring those decisions no longer served a useful purpose.
cases, this power was the source of great financial benefits for high ranking members of
the MOF, who often transitioned into lucrative employment at some of the financial
institutions they were charged with overseeing.’*®  Most importantly, the historical
legacy of the MOEF’s almost total control over the Korean financial system empowered its

officials to—regardless of their particular motivations—constrain the extent to which

even a president dedicated to furthering liberalization could meet his objectives.

The OECD

Kim Young Sam believed that shepherding Korea along the path to OECD
membership would serve to cement his place in history as the leader who pushed Korea
across the threshold into the ranks of the world’s most advanced industrial economies.'*’
Beyond this interest in legacy building, he and his neoliberal allies viewed the pursuit of
OECD membership as a means of overcoming opposition within the bureaucracy and

enhancing Korea’s position in the international community, which many policymakers

1441999, 126.
%5 Eichengreen et al 2012, 82.
146 Zhang 2003, 77.

147 | ee et al 2005, 15.
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felt did not, at present, sufficiently reflect Korea’s status as an emergent industrial
power.X*®  Park Se Il, Senior Secretary for Policy Planning, laid out the matter plainly in
his acknowledgment that “the committee planned joining the OECD to use it against the
government—the committee knew that some areas were not ready, but it needed the

reform impetus.”**°

However, in many ways Korea’s journey to OECD membership
came to reflect the gulf between the degree of liberalization that even reformers such as
Kim Young Sam deemed feasible—in both political and economic terms—and what
external critics believed was not only possible, but necessary for Korea to fulfill its

international obligations.

To be sure, the OECD initiative did indeed provide the impetus for significant
reforms to the Korean financial system as securing membership required committing to
the principles of free capital flows and national treatment as enumerated in the Codes of
Liberalisation of Capital Movements and Codes of Liberalisation of Current Invisible
Operations.*®® The Korean government also agreed to move ahead with allowing the
won to float freely and permitting domestic firms to borrow from overseas. However,
many of the most contentious reforms were delayed until after Kim’s term of office
expired.”™ Furthermore, Korea was required to bind its OECD commitments to open its

financial services and insurance sector within the context of the WTO agreement.'*?

'® The Financial Post, 6/2/1995.

S Thurbon 2003, 351-2 [emphasis added].
150 Kwon, Eundak 2004, 86.

! The Financial Post, 6/2/1995.

152 Kwon, Eundak 2004, 86.
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However, as the negotiations progressed, interest rate liberalization, capital
controls, and the extension of national treatment to foreign financial institutions emerged
as major sticking points. William Witherell, OECD director of financial, fiscal and
enterprise affairs, made it clear that the national treatment of foreign financial firms was a
major concern of the membership and would be an issue that would be closely
scrutinized.”  Similarly, OECD officials pointed out that even the proposed phased-in
lifting of capital controls would still leave Korea outside of the OECD norm when it was
concluded in 1997 and that the maintenance of these controls was, in fact, the very reason

for Korea’s high-interest rates.**

Due to Korea’s persistent concern over the potential
for the won’s appreciation if restrictions on inward flows were completely relaxed, the
initial reforms efforts to be concentrated on the relaxation of the restrictions on capital
outflows.®® It was the divergence over this issue that nearly derailed Korea’s application.
The OECD demanded that Korea commit to a date certain for the removal of capital
controls while Korean negotiators insisted that it could only agree to move forward when
the gap between international and domestic interest rates had hit pre-established
benchmarks.™® Korea held firm to its stance and submitted its “final offer’ in September
1996 stipulating that it will only move forward with capital account liberalization when

the gap between foreign and domestic rates had fallen to 2 percent or less.”’ In the end,

admission was granted and Korea entered the OECD meeting only 55 percent of their

153 Business Korea, November 1994. See also The Financial Post, 7/29/1995.
>4 Far Eastern Economic Review, 6/16/1994.

155 The Financial Post (Toronto), 6/2/1995.

1% Financial Times, 8/3/1996.

17 Einancial Times, 9/6/1996.
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standards for capital movements and attaining an overall compliance rate of 65 percent
that was well below the OECD average of 89 percent and comparatively less than other
new entrants.’®® To be sure, the OECD expressed their displeasure at this state of affairs

but claimed that Korea’s accession could be justified on political grounds.**®

In sharp contrast to the foreign financial actors who believed that Korea’s level of
financial liberalization fell far short of what it should be, given its level of development,
the domestic forces opposing Korea’s drive to join the OECD felt that even these reforms
were too expansive and outstripped what the economy was capable of handling. This
oppositional coalition included top officials at not only at the predictably obdurate MOFE,
but also the more liberally inclined BOK.™®® These opponents from the bureaucracy were
joined by the two main opposition parties as well as large portions of the highly
influential media who argued that implementing the reforms required to join the OECD
would make Korea vulnerable to foreign control, exacerbate inequality, and produce
destabilizing capital flows similar to those that roiled the Mexican economy in 1994.'%*
It was partly this rising opposition—also fueled in part by an economic downturn—that
limited the Korean negotiators’ ability to offer the specific guarantees sought by the

OECD.* Despite these concerns by significant portions of elites and the electorate, the

inking of a final agreement placed an overwhelming amount of pressure on the

%8 yoon, 1l-Hyun 2011, 704.

%9 Einancial Times, 10/14/1996.

1%0 Sharma 2003, 351.

161 Financial Times, 9/6/1996; 10/14/1996.

162 psian Wall Street Journal, 10/14/1996.
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opposition parties in the assembly which did not want to be construed as damaging
Korea’s international prestige as well as its pursuit of an elevated degree of influence in
the international economic arena. Thus, the main opposition party, the National Congress
for New Politics, declared that “[i]t is necessary to reconsider [our opposition] now that

the OECD admission is a fait accompli."*®

This process of seeking, negotiating, and attaining OECD membership greatly
improves our understanding the key variables explaining Korea’s inclinations concerning
financial policy and thus in turn its degree of financial liberalization. Most importantly, it
illustrates the dueling skepticisms driving the behavior Korea’s external economic
partners and domestic stakeholders, respectively, which ultimately yielded the muddled
outcome of Korea joining the organization but only after prevailing in a test of wills with
the organization and with levels of financial openness the fell well short of the
membership’s expectations. The OECD and its members retained a healthy skepticism of
Korea’s commitment to reform and thus sought firm dates for implementation, while
large portions of the domestic elite and electorate remained skeptical about the benefits of
financial liberalization.  Perhaps most illuminating is that the Kim Young Sam
administration chose to sell the OECD campaign in terms of elevated prestige rather than
extolling the purported benefits of a more open financial system and deeper integration

with the global economy.

As the eventual, grudging support, offered by opposition parties to ratify the
agreement indicates, this argument held sway even in the face of concerns about what

such liberalizing reforms would lead to. The OECD also appeared to eventually

183 Einancial Times, 10/14/1996.
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acknowledge that political as well as economic considerations held sway as they backed
off a demand for date certain reform proposals and ended up concluding that Korea’s
membership was important enough politically to overlook these refusals. Thus, it is clear
that a vast reservoir of resistance to greater internationalization in Korea remained and
that it was capable of being mobilized to greatly curtail the degree of financial
liberalization that was possible even when pursuing an objective that was ostensibly
motivated by a desire to break the hermetic seal that had defined Korean finance for more
than three decades. Further, the specific refusal to give any firm commitments on the
bond market opening, even when it appeared that such a course of action could block
Korea’s membership—which Kim Young Sam clearly coveted and considered quite
important—demonstrates the nearly universal domestic concern about the consequences
of inward capital flows harming the real economy by raising the won’s value. This
serves as an instructive reminder that the Korean economic system rested squarely on the

shoulders of exports and any risk to these was considered nearly existential.

The evidence presented on the bureaucratic resistance to financial liberalization as
envisioned by Kim Young Sam as well as his own administration’s willingness to place
their highly sought-after at risk by refusing to capitulate to the several of the key policy
adjustments the OECD insisted upon thoroughly demonstrate that the vestiges of the
developmental state era continued to weigh heavily on the form and content of financial
liberalization in Korea. Not only was the MOF/MOFE capable of obstructing reforms
Kim’s administration sought out, but at times it avoided ‘sensitive’ issues all together to
avoid risking a bureaucratic conflagration. The OECD accession case further illustrates

that even the neoliberal advocate Kim Young Sam at the helm, the institutional legacy of
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finance under the developmental state made him unwillingly to open the financial system
to the degree that he felt outstripped the capacity of its current configuration. Thus, the
predominance of domestic concerns regarding the efficacy of a robust adoption of
neoliberal financial policies continued to weigh heavily on policy outcomes, due to both
ideological and political commitments to the developmentalist order and concerns about

too much liberalization producing negative outcomes in the real economy.

The Chaebol: Changing Preferences, Changing Politics, Changing Policy

Given the chaebol’s dominion over Korea’s general economic wellbeing, it is
hardly surprising that their influence in economic policy making would be
correspondingly influential. However, the developmental system as conceived of by Park
Chung Hee and his cohort was centered on the seemingly paradoxical creation and
nurturing of these private sector economic titans, while simultaneously retaining a high
degree of state control over their operations and business decisions which was largely
predicated upon the state’s control of the levers of finance. Thus, as one would expect, as
the nature of the Korean financial system began to change so did the nature of the
relationship between the state and the chaebol. Further, the changes in chaebol
preferences from those generally favoring a controlled financial system that supplied a
steady stream of subsidized credit and pliant banks, to policies that enabled their access
to international capital markets resulted from their need to transcend their current location

in the global production chain. %

184 Moon and Mo 1999, 189; Pirie 2008, 85; Pirie 2006, 51-58
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In sum, Korean manufacturing firms increasing found themselves in an economic
no man’s land, in which they were no longer competitive with the low cost, low end
manufacturers springing up throughout China and Southeast Asia, while at the same time
lacking the technological sophistication required to compete with the most advanced

firms from the U.S., Western Europe, and Japan.'®®

From the chaebol’s perspective, this
structural deficiency could not be remedied without unencumbered access to foreign
capital.  In this vein, the “FKI’s annual reports since 1988...had demanded that

restrictions on borrowing from international banks and the issue of securities on

international markets be lifted.”*

In addition to their insistence on being granted more freedom to tap global capital
markets, the chaebol’s reform agenda also had a domestic component. This related to a
recalibration of their view of financial liberalization which had long focused on resisting
the marketization of interest rates.  This change was in large part related to the
establishment of the NBFI sector, which they were able to control, unlike the traditional
state-owned/influenced commercial banks. Crucially, they saw in this emerging market
an opportunity to establish alternative means of finance domestically which provided a
rationale to change gears and advocate for the liberalization of the domestic financial
system.’®” Thus, while the neoliberal inspired reformers of the 1980s saw the creation of
NBFIs as a means to clean up the murky realm of curb market finance, it ended up having

far-reaching consequences that would lead not only to the revision of the chaebol’s

165 Moon and Mo 1999, 189.
1% pjrie 2008, 85. See also Woo-Cumings 1999, 88-9. Kwon, Eundak 2004, 84;

167 | ee et al 2005, 19; Lee and Han 2006; Lim 2009; Zhang 2002; Kong 2000; Pirie 2008; Woo-Cumings
1999.
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preferences vis-a-vis financial liberalization, but also sowed the seeds for macro

transformation in the fundamental nature of the state-chaebol relations.

In part, the shifting balance of power in favor of the chaebol was due to the
largest among them growing into genuine MNCs with global aspirations and operations.
This had the result of removing large portions of their activities from the direct oversight
of the state which decoupled their ability to survive and thrive from securing the state’s
sanction.’® Thus, the demand for greater financial autonomy coincided with an overall
drive to extricate the state from its traditionally heavy-handed involvement in their
operations. 1 In addition to flexing their new found pecuniary autonomy to lobby for
favorable policy outcomes, they also began to utilize the recently liberalized political
climate as a means of delving into the political arena in far more direct ways. Hyundai
Chairman Chung Joo Young’s run for the presidency in 1992 represents by far the
boldest maneuver in this vain as it represented a manifestation of what would have
constituted an unfathomable occurrence only years earlier.’’®  Beyond this foray into
electoral politics, the chaebol also demonstrated a willingness to engage in the politics of
popular mobilization. When the state attempted to place an ailing Kia Motors into
receivership and the company was able to fabricate a coalition “over 60 social groups,
including such unlikely partners as the anti-chaebol Citizens’ Coalition for Economic

Justice and the independent Korea Confederation of Trade Unions, [to form] a ‘save Kia’

168 | ee and Han 2006.
169 Chang 1998, 1559.

170 Kwon, Eundak 2004, 84; Cho and Kim 1995; Mo 2001. Mo (2001:483) points out that clearly the state
was nonplused about this bold power grab by the chaebol and sought to punish Hyundai for years after this.
The chaebol—and Hyundai—however, would eventually succeed in getting one of their own in the Blue
House fifteen years later as former Hyundai Construction and Engineering CEO Lee Myung Bak was
elected in 2007.
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movement.” This effort also brings light to the fact that while they maintained famously
contentious relations over the division of the economic spoils, the chaebol and their labor
unions shared a common cause in maintaining the steady flow of governmental favors in
their direction.’” As Jwa and Hahm note, the absence of institutional investors and the
underdeveloped nature of the securities market greatly curtailed the ability of external
private economic actors to serve as alternative check on the chaebol’s largesse as the
state’s ability to restrain this behavior was waning.172 Further, the Kia case reveals that
the chaebol were able to tap an existing reservoir of economically nationalist civil society
groups to foment a public outcry at the potential loss of a major Korean firm to augment
their own lobbying. Even by those dedicated to stemming the chaebol’s political

influence!

To be sure, the state was seeking to disentangle itself from its traditional role as
the ultimate—if even implicitly so—guarantor of the plethora of risky loans that that
greased the wheels of the chaebol’s expansionary zeal. Accordingly, it was not entirely
disagreeable to shifting its role towards a more hands-off approach in line with the

®  Though many

neoliberal conception of a state’s proper economic purview. '
policymakers expressed concerns about the potentially undesirable consequences of the
chaebol’s growing domination of NBFIs, very few firm measures were enacted to address

these misgivings.’’* Clear evidence of this disquiet is located in a 1993 government

™ Horowitz and Kim 2004, 174; Horowitz 2002, 87.
1722003, 117-120.
13 Hahm 2003, 79-80. See also Zhang 2003, 76.

174 1bid.
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report that made the case for preventing the chaebol dominance of the NBFI sector,
recommending ownership restrictions akin to those that had long existed on commercial
banks be extended to NBFIs. However, in a demonstration of their rising political clout,

the chaebol effectively lobbied to block the proposal.'”

This incident is particularly
illuminating as it exhibits not only the chaebol’s rising political influence but also the
state’s diminishing capacity as Kim Young Sam’s embrace of the neoliberal ethos

provided them with the rhetorical hardware to chastise any attempt to check their private

sector activities.

Most importantly, the failure to curtail the chaebol’s dominance of NBFIs lends
credence to the contention that their preferences, in conjunction with their rising political
clout, serve as the chief explanation for the substance and nature of the financial reforms
that were instituted during this period.’® As catalogued by Zhang, the package of
reforms that were enacted closely reflect the chaebol’s particular interests with regards to
financial liberalization in that they resulted in “relatively open rules for NBFIs that were
largely controlled by the chaebol, the slow movement to liberalize interest rates, the
blocking of IFDI to prevent foreign competition in the domestic market, and the

59 177

allowance of inward short-term financing. Hahm concurs with this assessment,

contending that “political pressure from the chaebol...affected the speed and sequence of

59178

financial liberalization. While acknowledging the import of the chaebol’s positions, it

175 1hid. See also Lee et al 2005, 14.
176 Zhang 2003; Hahm 2003.
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also vital to account for the fact that, to a certain degree, these outcomes also reflected the
interests of Kim Young Sam; especially his desire to bolster Korea’s attractiveness as an
OECD candidate. *”®  Correspondingly, the slow movement on liberalizing inward
investment and marketizing interest rates addressed the bureaucracy’s concerns about the
potential for the loss of domestic policy autonomy through a rapid influx of foreign

capital and financial institutions. %

This section offers insights into the sources of the chaebol’s preferences regarding
financial liberalization and how those preferences evolved from an overall resistance
throughout the 1980s, towards a more favorable stance during the early 1990s. Further, it
details how this process took place in conjunction with tectonic shifts in the underlying
nature of the Korean developmental state paradigm as the state’s long-held supremacy
over the private sector was showing signs of eroding to the point where the chaebol now
felt comfortable challenging the state and utilizing it economic girth to more forcefully
shape political outcomes. An essential piece in understanding this puzzle can be traced to
the establishment of the NBFI sector in the 1980s as the chaebol were quick to recognize
their potential to utilize NBFIs as a means to profoundly alter the dynamics of their
relationship with the state as they held out the prospect of escaping the confines of a
financial system that required—either implicit or explicit—state approval to access.
Democratization served to further broaden the chaebol’s zone of political

maneuverability as evidenced by Chung Joo Young’s bold—if unsuccessful—

7% Kwon, Eundak 2004, 84.
180 Zhang 2003, 77.
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presidential run as well as the embrace of domestic coalition building to create public

support for their agenda.

However, it is important to consider the ways in which the chaebol’s preferences
interlaced with those of the state so as not to draw an overly deterministic view of their
influence on the processes surrounding financial liberalization. While the chaebol
certainly petitioned the state to ease the restrictions on their ability to access foreign
credit markets, this outcome was also conducive to the state’s twin concerns regarding
the dangers of too much foreign involvement in the domestic economy—e.g. opening the
bond market or excessive liberalization of IFDI—and the need to make up for growing
current account shortfalls.*®* The ultimate resolution to liberalize short-term borrowing
seemed to satisfy both these criteria while at the same time granting the chaebol the
access they desired. Regardless of their objectives, the structure and sequencing of these
reforms have been commonly cited as playing a significant role of the massive debt loads
the chaebol would accumulate, which in turn would help to precipitate the 1997 financial
crisis. Thus, the state and the chaebol were both looking to utilize financial liberalization
as a means to reconfigure their relationship with the financial system though their
motivations were clearly informed by different rationales for doing so. As a result, rather
than serving to rationalize credit markets and increase their efficiency, the financial
reforms that grew out the state-chaebol interactions of this period actually served to

produce even greater distortions.*®?

181 1hid.
182 HHahm 2003, 80.
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Kim Dae Jung and the IMF Era'®®

On December 19, 1997, Kim Dae Jung emerged victorious in the presidential
election that took place under the pale of a cascading financial meltdown that brought the
Korean economy to the brink of collapse and threatened to erase a large portion of the
wealth that had been built up over the previous three decades. Though he would not be
inaugurated until late February, upon becoming the president-elect he emerged as the
point man formulating and directing Korea’s response to the crisis. To the surprise of
many observers given his long history as a dissident and labor advocate, Kim Dae Jung
voraciously embraced the neoliberal framework both in rhetoric and action. In fact, it
was his long-standing alienation from the Korean political elite that endowed him with a
genuine outsider status. This played a major role in creating the political space required
to institute bold reforms as he was not tainted by association with the traditional state-

chaebol power elite that the public largely blamed for the crisis.*®*

Given his unique status at this most turbulent time, Kim Dae Jung was able to
foster a “transformation of Korean nationalism into a constructive pragmatic force for

» 18 His ardent advocacy of financial

crisis management and economic recovery.
liberalization as a means to democratize the Korean economic system made the tough
reforms demanded by the IMF far more palatable to the Korean public than they would

have been under a more establishment figure or one that stoked the public’s palpable

angst towards the IMF. The rise of his approval rating from 53.4 percent in January 1998

183 This is in reference to the common Korean—and perhaps rather euphemistic—term for this period, with
the actual crisis also dubbed the ‘IMF Crisis.’

184 Noland 2007, 506. See also Lee et al 2005, 18.

185 | ee et al 2005, 18.
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to 70.7 percent in April, even though close to half a million layoffs had occurred in this
timespan, is a testament to the vast repository of public goodwill Kim Dae Jung had to

draw upon as he sought out to overhaul the Korean financial system.*®

The IMF’s program consisted of three primary components: 1) restructuring the
banking system, 2) marketizing the financial system, 3) corporate restructuring.”®’  Kim
Dae Jung’s genuine desire to adhere to the IMF’s conditions was evident as he pushed
through financial reforms that often exceeded those that were prescribed by IMF

officials. 1%

These financial reforms were initially mostly centered on alleviating
corporate capital shortages and helping to shore up the position of failing banks with a
governmental outlay of 64 trillion won—the equivalent of 14 percent of GDP—which
was accompanied demands for corporate reforms and the merger of financial

institutions. 18

From Kim Dae Jung’s perspective, corporate and banking reform
necessarily needed to be undertaken in tandem. Given the massive pool of loans that
bound them together, he believed it was impossible to remedy one without the other.'®
In an attempt to insulate NBFIs from the direct control of the chaebol, they were
compelled to appoint non-affiliated directors and utilize independent accounting agencies.

In December 1997, the won was converted to a free floating system, the cap on foreign-

held equity in Korean firms was increased to 55 percent, and the restrictions on foreign

' Ibid.
187 Lim 2010, 201-2.
188 Kalinowski 2009, 294; Eichengreen et al 2012.
189 park, Yong Soo 2011, 596.
199 \Woo-Cumings 1999, 132.
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participation in the bond market were completely lifted.®* These reforms were followed
up on in May 1998 with the liberalization of the money market and the removal of all
restrictions on foreign equity holdings of Korean firms.*** In particular, the removal of
the cap on foreign equity holdings would have a dramatic effect (see Figure 5.4) on the

ownership structure of some of Korea’s most vaunted firms.

Figure 5.4
Foreign Owned Stocks in Major Firms (%)
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Samsung SK Telecom POSCO KB Hyundai Hyudai Shinhan LG Chem KEB
Electronic Motor Electronics  Bank

Sources: K. K. Lee 2005 and http://stock.finance.daum.net cited in Park, Y.S. 2001, 599.

In pushing through his aggressive reform agenda Kim Dae Jung tapped a coalition
that included groups that were staunchly anti-Chaebol, those that were seeking to attain
greater rights for minority shareholders and foreign investors who were long unhappy
with the status quo of the Korean financial system.'®® Though Kim Dae Jung and many
in his coalition were seeking to fundamentally transform the structure and function of the
Korean political economy, he often resorted to the most elemental tactics of the

traditional developmental state to advance his agenda in the private sector, namely the

' Yoon, Il-Hyun 2011, 706.
192 | bid.
198 Kalinowski 2009, 294.
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threat to withhold credit from firms that did not bend to the state’s will. Thus, any of the
chaebol who resisted following through on Kim Dae Jung’s proposed inter-chaebol
subsidiary swap—known as the ‘Big deal’—designed to winnow firms’ business
operations found themselves threatened with the loss of funds, which given their extreme

194

state of peril, was tantamount to a death sentence.™ Thus, many of Kim Dae Jung’s

corporate regulatory reform policies were formulated to place the chaebol “under tight
state control and interfere deeply with their business activities, rather than to promote fair
competition in the market.”'® This contention can be correlated with Woo-Cuming’s
valuable insight that for Kim Dae Jung, financial liberalization was not viewed primarily
as a means for improving the allocative efficiency of the financial system, but rather “the
most effective way to sever the link between the repressive state and the chaebol.”%
Thus, while the IMF and other external actors served as an expedient focal point for the
public’s anger over the unavoidable economic dislocation tied up with such deep

197

reforms,™" the financial liberalization carried out by Kim Dae Jung largely reflected his

administration’s preferences which were bound to its own definition of the situation.'%®

194 park, Yong Soo 2011, 596-601. See also Woo-Cumings 1999, 130; Pirie 2006, 59. An example of this
process is detailed by Park (2011) is the state’s directive that LG’s semiconductor unit be transferred to
Hyundai. When LG balked at this, the state ordered that all further loans to LG Semiconductor be cutoff
leading to LG’s eventual acquiescence. Further evidence of the state expansion that took place during the
IMF reform process can be found in Kalinowski’s (2009: 293) observation that Korea’s IMF reform efforts
were unique in that they involved an expansion of the state’s provision of social welfare outlays, which
resulted in part from Kim Dae Jung’s invocation of the well-known militancy of Korea’s labor unions.
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Thus, while Kim Dae Jung’s success in harnessing the public’s widespread
displeasure with the chaebol to push ahead with his reform agenda and overturn key
portions of the sordid state-bank-chaebol nexus, another pillar of Korea’s developmental
epoch, the economic bureaucracy, was to survive relatively unscathed. In fact, Lee et al
contend that its powers actually expanded during the reform period as these efforts served
to encumber the ability of politicians and industry specific bureaucrats to deliver
particularistic benefits to their clients placing more authority in the economic bureaucrats
concentrated in MOFE.™® The ostensible division of labor between the newly founded
FSC/FSS and the BOK—which was supposed to have full autonomy—were quickly
reconfigured into a unified entity with MOFE at the head.?®® After its long struggle to rid
itself of the MOF/MOFE’s interference, the BOK continued to be held under its sway
even after being granted formal autonomy as MOFE retained a significant influence over
the appointment of a majority of the BOK’s Monetary Policy Committee.””* Thus,
though the economic bureaucracy suffered an initial blow to its independence at the
hands of the IMF and the reforms it facilitated, the power vacuum left in the wake of the
financial crisis and the political gridlock playing out between competing parties in the
National Assembly created a situation where “former state planners and finance
bureaucrats found themselves leading comprehensive reform. The power of elite

economic bureaucrats hardly suffered a blow.” 202

199 9005, 30; Lim 2009. See also Kim and Lee 2006, 415-422.
20 Kim and Lee 2006, 415.
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Despite the earnest efforts of Kim Dae Jung’s administration to implement far-
reaching, and at times painful, financial reforms, the magnitude of the issues facing the
chaebol and their financial largesse reemerged in 2001 when he was forced to extend the
government’s guarantee to facilitate rolling-over a massive volume of chaebol debt.”®®
This program, which received IMF backing, demonstrated the structural deficiencies
plaguing Korea’s system of corporate finance were so ingrained that it was not possible
to remedy them in one fell swoop without wreaking total havoc on the economy. The
arduous process of selling off Korea’s moribund commercial banks to foreign purchasers
provides further evidence that the state retained significant reservations about
relinquishing the keys to its primary vehicle for extracting the chaebol’s compliance.?*!
One particular instance of note is when the state was able to come to terms with
Newbridge Capital in its bid to purchase Korea First Bank but failed to close a deal with
HSBC in its efforts to acquire Seoul Bank. Kirk argues that contrary to the assumption
that selling to a bank would be preferable due to the potential osmosis of advanced
management practices and financial products, the logic driving the decision actually ran
in the exact opposite direction as selling one of Korea’s largest banks to an international
financial giant such as HSBC ran the risk of it demanding the maintenance of “stringent
standards” as they could have “exploited Seoul Bank as a mechanism for enforcing them.”

Chief among these concerns was that HSBC’s ownership of Seoul Bank would serve as a

beachhead for the foreign financial community—many of whom were locked in a bitter

23 Horowitz 2002, 99.
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battle with the state over the enforced rollover of Daewoo debt that was being thrust upon

them.2%®

These incidents offer evidence that the Korean state was not—even amidst a
severe financial crisis and highly vulnerable to the IMF’s dictates—fully resolved to the
implementation of a neoliberal political-economic order. Indeed, even after the IMF
reform period was completed Korea remained “far from the kind of open society seen in
the West."?%® In addition, the public—who held the chaebol liable for the crisis’s onset
and thus had mostly backed Kim Dae Jung’s efforts to rein them in—began to lose their
belief in necessity of continuing such efforts as the economy started to recover on the
back of the chaebol’s robust export sales.?’” Nevertheless, the reforms implemented
during this juncture yielded meaningful departures from status quo. The political
outcomes of this period denuded the state of many of its primary industrial policy tools as
well as serving to greatly enlarge the presence and power of foreign financial actors
within the domestic economy.?®® Further, the financial opening that accompanied the
IMF reform process led to a significant influx in foreign stakeholders in the domestic

economy that would serve as an “internal watchdog” even after the IMF had left.2%

2% |bid., 148.

208 | ee and Han 2006, 323.
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For instance, as a result of the reforms, by 2003 Korea had the fourth largest
proportion of foreign held stocks of any exchange in the world.?’®  More concretely, as
part of its conditions the IMF had insisted that Korea become a party to the WTO’s
Financial Services Agreement, which had the effect of codifying its commitments within
the framework of accepted international practices.”** Foreigners unquestionably became
more prominent in the Korean economy meaning the state would find neither the ready
compliance it was accustomed to receiving from Korean banks nor the acceptance of
heavy state interference in market activities. This represented a significant curtailment of

its ability to shape the economy in accordance with its predilections. %*?

However,
evidence that belies the definitiveness of this conclusion can be found in the fact that in
2001 the U.S. filed a WTO suit claiming that the state-owned Korean Development
Bank’s purchase of Hyundai’s corporate bonds was in contravention of WTO
regulations.”*®> The EU followed suit in October 2002, lodging a WTO complaint that

Korea was transgressing on its liberalization commitments by continuing to subsidize the

shipbuilding industry.?*

The extent of the reforms carried out under the Kim Dae Jung Presidency
certainly represents a sea change in the structure and function of the Korean political

economy. The evidence presented above lends credence to Haggard and Maxfield’s

9 park, Yong Soo 2011, 598-99.
211 Kwon, Eundak 2004, 78.
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conjecture that financial liberalization is most likely to occur amidst a severe crisis as the
voices favoring liberalization will see their power increase while the defenders of the
status quo will find their positions diminished.”*> However, the crisis itself can only
partly explain the nature of the reforms undertaken as it is vital to consider the
significance of Kim Dae Jung himself. As someone who had fought—and almost died—
to overthrow the dictatorship, championed the rights of workers, and held a significant
nationwide stature, he was well positioned to serve as a credible advocate for the
implementation of reforms to the financial system that the Korean elite and most of the
public had long resisted. His nearly complete embrace of the IMF conditions went a long
way in legitimating the reforms and quelling what held the potential to be a widespread
public upheaval. To be sure, the IMF was often cast as a villain to make the dramatic
opening of the financial system appear unavoidable, but his genuine support for the

bailout conditions went along way to ensuring their viability.

Even so, Wo0-Cuming’s observation that while the IMF and Kim Dae Jung
shared a belief in the necessity of financial liberalization, their varying conceptions about
what the ultimate ends entailed is critical to understanding the policy outcomes during,
and more importantly, after the crisis subsided. For Kim Dae Jung, financial
liberalization was a means of combating the chaebol’s corruption and mismanagement
rather than an end unto itself. The gravity of the changes thrust upon the Korean political
economy during this period were certainly not trivial by any measure. However, the
state’s utilization of finance to force chaebol reform, the continued state support of

industry—as indicated by the WTO cases and the relatively undiminished economic

2151996. In this chapter, they cite Korea’s relatively stable macroeconomic condition as a reason for its
lack of reform during the 1980s and early 90s.
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bureaucracy indicate that many of the developmental state’s pillars remained intact.
Certainly the presence of more international actors in the domestic economic sphere
offered a previously absent check on the state’s ability to utilize financial policy as a tool
of industrial policy. Thar said, as the ensuing (2003-2010) period demonstrates, the
Korean state acted in ways which indicated it retained a skepticism of the neoliberal
model and continued to intervene in financial markets wherever and whenever it felt its

core interest were in peril.

A Reversion to the Mean? 2003-2010

The State and Finance in the post-IMF Era

To the surprise of many contemporary Korean political observers, Roh Moo Hyun
was victorious in the 2002 election and assumed office after campaigning as a left-wing
candidate, marking the second consecutive victory for a progressive oriented party. Roh
at first sought to continue the financial reforms begun by his predecessor and focused
specifically and improving the health of the banks by pushing them to restructure and
offering support through the purchase of non-performing assets via the Korea Asset
Management Corporation.?'® Also, as with Kim Dae Jung, he sought to utilize banking
reform to facilitate an improvement of the chaebol’s management by altering regulations
so as to allow banks to diversify their business activities outside of their traditional focus

217

on the large industrial conglomerates.””" Thus, the belief that improvement of the banks’

and the chaebol’s business practices remained inextricably linked represented a

218 park, Yong Soo 2011, 598.
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continuity from the previous administration into Roh’s. However, towards the latter half
of Roh’s administration and continuing into Lee Myung Bak’s administration (2008-2013)
the state began in many ways to revert to its more traditional role of harnessing its
political and economic power to advance the interests of the chaebol with the belief that
they—and especially their export revenues—must be bolstered as the ultimate engine of
Korean prosperity.?*® As with Kim Dae Jung, Roh was surrounded by genuine reformers
who believed in utilizing marketization as a means for advancing democratization while
at the same time stamping out the rampant corruption that colored the chaebol’s
interactions with the state, but “as time passed, the original commitments to restructure
Korea’s state-led industrialisation and chaebol-oriented politico-economic system on the

part of those progressive-minded reformers withered rapidly.”**

This withering was matched by a renewed caution towards the international
economic system in that policymakers in both the Roh and Lee administrations continued
to eschew the notion that internationalization of finance was an unmitigated good and
that Korean financial system still lacked the capacity to operate in a completely
liberalized regime. Deputy Finance Minister for International Affairs, Tae Shin Kwon,
alluded to these sentiments, stating that “[t]he truth is that there is no ‘one size fits all’
solution. Each country has to assess its level of economic development and degree of
integration into international financial markets.”?? This statement explicitly captures the
underlying source of divergence between Korea and its economic partners among the

advanced industrial economies. The U.S. and EU consistently accused Korea of failing

18 |bid.; Kalinowski 2009.
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to meet the liberalization obligations commensurate with its level of development, while
the Korean government continually insisted that its level of development was still such
that it should be allowed certain exemptions from the criteria the most developed
economies were expected to adhere to. More specifically, Korea moved away from its
blanket claim to developing country status and, as with the liberalization of the
agricultural sector, focused on particularly underdeveloped components—e.g. the
financial system—of its economy and sought temporary dispensations from meeting
international standards from the advanced industrial economies. The fact that such
claims and counterclaims arose in the mid-1980s and were still present almost twenty
years later is testament to the long-running difference of opinion regarding the standard

of liberalization that the Korean state should be held too.

The State and the Banking Sector

In late 2003 foreign investors bristled at their perceived exclusion from the
auction of LG Card following its collapse in the wake the bursting of a consumer debt
bubble. The rapid expansion of the consumer lending market had emerged in the
financial crisis’s aftermath as lenders sought alternative sources of revenue, leading to a
more than doubling of the credit card market from 2000-2001 totaling $152 billion in
2001.! Contemporary reports suggested that the state pressured the firm’s creditors to
find a domestic buyer so as to stem the tide of foreign takeovers of Korean financial
firms.??> Thus, although Newbridge Capital and GE Capital had expressed an interest in

acquiring LG Card the state apparently believed that the continued transfer of Korean

221 Einancial Times, 4/22/2002.
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financial institutions into foreign hands posed a significant threat to its interests—a loss
of its control of the domestic economic sphere being chief among these—even though
eschewing foreign bids would clearly damage its reputation among the foreign financial
community.??® Further, beyond its own prerogatives the Korean state was also facing
mounting pressure from the public who were also becoming disenchanted with the level

of foreign ownership in the financial sector.??*

A prime example what drove the state’s concerns about high degrees foreign
involvement in the financial sector emerged shortly after the unsuccessful LG Card
auction when it was unable to immediately secure the participation of the foreign-owned
KEB and KorAm banks in a state structured bailout—KorAm eventually joined, but KEB
held firm and refused to participate.?”®> This failure represented a significant break with
past practices when the state took for granted that domestic banks would follow its
dictates in matters it deemed important to the overall economy’s well-being. Merrill
Lynch analyst Bryan Song summarized the nature of this transition whereas “[b]oard
members at Korean banks used to have no influence in the past...there is now much less
room for the government to intervene in bank management, as foreign shareholdings
have increased substantially.” Nevertheless, the bailout did go forward with the state-
owned Korean Development Bank leading the way—and subsequently taking control of

LG Card—in a $4.2 billion bailout.?%®

223 |bid.
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For its part, the Korean government defended the bailout on the grounds that for
domestic banks, LG Card’s bankruptcy would have been more costly than supporting the
bailout and that it did not pressure them into acquiesce.??’ Regardless of the merits of the
state’s claims that it was not pulling strings behind the curtain to engineer LG Card’s
bailout, the process where foreigners felt they were summarily blocked from bidding for
the firm in conjunction with the subsequent takeover by a state-owned bank left many
with a feeling that the mainstays of the state driven financial system—such as the
exclusion of foreigners and the state influencing banks’ decisions—were being
reassembled.?® As with the foreign financial community, Korean policymakers also
voiced their own displeasure with certain aspects of the post-IMF political-economic
order. In his first address as Finance Minister, Lee Hun Jai made an apparent reference to
the resistance offered up by the foreign-owned banks by insisting that “selfish” financial
institutions threatened the stability of the entire system and that “[t]he market is not a
children's playground where you only do things that you like” and that “[t]hose seeking
only personal gains without regard for market stability shouldn't be tolerated.”**® These
comments get to the very crux of the matter in regards to the wide gap in perceptions
about financial institutions’ obligations in terms of offering support to maintain systemic
stability. Minister Lee when on to state—in an apt summation of how many Korean

policymakers felt about the effects of financial liberalization—that though “[m]arket
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liberalisation has revitalised the economy by creating new opportunities...at the same

time it has caused greater economic uncertainties and Volatili‘[y.”230

The case of LG Card demonstrates that the rise in foreign ownership in the
domestic financial sector was a source of trepidation on the part of state officials.
Ironically, the rationale for its desire to keep LG Card in under Korean ownership was in
part demonstrated by the resistance of foreign-owned banks to participation in the
ensuing bailout. Thus, the changes brought about by the reforms that occurred under Kin
Dae Jung and the belief that they would embed a source pro-market advocacy in the
domestic economy via greater internationalization were evident in this instance as a
portion of the traditionally compliant banks refused to follow the state’s lead. However,
that the end result entailed the bailout going forward with the support of other banks and
spearheaded by the state-owned KDB demonstrates that these anticipated constraints on
state behavior were incapable of preventing it from forging ahead with its agenda. There
were certainly reputational costs—in terms of the credibility of the state’s commitment to
financial liberalization—incurred due to the nature of how this process was carried out,

but they were costs the state was clearly willing to pay.

However, while the case of LG Card exposed the state’s concern about the
potential pitfalls of excessive ownership by external economic actors, policy outcomes
several years thereafter point to the fact that it was equally concerned about the
domination of banks by internal economic actors, namely the chaebol. A series of
reforms measures were announced in mid-2005 that sought to curb the chaebol’s

influence in the financial sector by mandating that firms with assets over 2 trillion won

20 1hid.
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will have their maximum allowable voting rights in financial institutions reduced to 15
percent from the current 30, while firms with assets over 6 trillion won would be
prevented from utilizing more than 25 percent of their total net assets in other firms.?*!
Representing the chaebol’s increasing willingness to aggressively combat state efforts to
curtail their activities, Samsung filed suit against the government in the Constitutional
Court arguing that the policy violates it freedom to deploy its assets in the manner of their
choosing and, in fact, is a case of “reverse discrimination” against domestic capital.?®*
Despite the significant setbacks the chaebol incurred during the financial crisis and a
dedicated effort by Kim Dae Jung to rein in their vast economic clout in pursuit of
creating a more diverse domestic economic milieu, in the words of economics professor,
Kim Sang Jo, the chaebol’s “economic power has increased so much that it has become
impossible for politicians to control [groups] like Samsung” and as a result “[c]haebol
reforms [have] become increasingly difficult.”?®® The FKI challenged the policy’s
underlying premise, with FKI official Yang Geum Seung declaring that “there is no
evidence that corporate governance directly affects earnings and performance™ and that

he does not see “see any logic behind the government policy.”***

This showdown provides evidence that the chaebol was far from cowed by the
financial crisis, of which their massive debt loads were a central contributor, and that
their readiness to challenge any attempt by the state to restrict their activities continued

largely unabated in the post-crisis era.  Further, when taken in conjunction with the
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previously detailed concerns about growing foreign ownership in the financial sector, it is
apparent that the state was concerned about any one faction—foreign or domestic—
dominating the financial sector providing some indication that maintaining influence over
the financial sector was an economic imperative, as was the case with its deep
involvement in the LG Card bailout. The legacy of state dominated finance had yielded a
particular logic for financial institutions that often resulted in their inefficient
management and a low institutional capacity on the part of regulatory agencies which
proved difficult to overcome even after significant liberalizing reforms were instituted.?*
Thus, rather than the ability to control cross-border capital flows, the state’s primary
concerns in terms of financial policy in the post-crisis era centered on the “lending
culture of South Korean financial-sector firms and the capacity of South Korean
authorities to successfully regulate the more complex financial system enabled by

liberalization.”>*

The state’s preference for preventing the domination of the financial sector by
either the chaebol or foreigners created a dilemma as the chaebol often stood as the only
domestic actors with the resources to purchase the financial firms when they were sold by
the state or shed by other firms as part of the large-scale financial sector reorganization
that was initiated by the crisis. The state appeared to seek out some middle road with
The Financial Investment Services and Capital Markets Act of 2008. With newly elected,
and more chaebol friendly, president Lee Myung Bak at the helm this legislation removed

the restrictions on the holdings of financial firms by non-financial ones—that had
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accompanied the privatization of banks in 1984—and eliminated the 40 percent cap on
the amount that firms with over 2 trillion won in assets could utilize to invest in
affiliates. ”*”  However, the removal of limitations on the ownership of financial
institutions was not to include the four largest chaebol, Samsung, LG, Hyundai, and the
SK Group. Thus, while the “[l]ifting ownership restrictions [were] seen as a way to
prevent large financial institutions from falling under foreign control,” the state still
sought to prevent the largest and most powerful chaebol from gaining control of the
financial sector.”® The crux of this problem was evident in that state’s difficulty finding
a domestic buyer for the 57 percent stake of Woori Bank it a had purchased during the
financial crisis and was slated to be sold by the end of March 2008, which was eventually
delayed when no suitable candidate emerged.?*® In fact, more than two years later the
state’s attempts to sell off the its Woori holdings were again unsuccessful as Hana bank
and several other domestic financial firms pulled out of a proposed sale which was seen
as a blow to efforts to privatize and strengthen the financial sector.?*° Thus, the persistent
state concern for the financial sector’s viability as well as the rapid rise of foreign
ownership, and a desire to restrict Korea’s largest forms from controlling major financial
institutions yielded a scenario where the state’s ability to craft a policy that satiated all of
these goals simultaneously proved unsurprisingly elusive leading to outcomes embodied
by the state opting to retain its ownership of Woori for years after expressing the

intention to divest itself.

287 Oxford Analytica Daily Brief Service, 3/6/2008. On Lee Myung Bak’s pro-chaebol orientation see
Kalinowski 2009.
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The Continuation Financial Industrial Policy

In the latter half of this period, the state’s policies began to give the impression
that it had not completely forsworn the necessity utilizing subsidized finance in order to
assist domestic firms. In mid-2009 it launched a nearly $4 billion investment fund
spearheaded by the state-owned Korean Development Bank and the Industrial Bank of
Korea—who were to contribute $1.6 billion of the total funds—to be joined by the by the
National Pension Service and other institutional investors to stimulate corporate
investment through the purchase of stocks and bonds in order to provide funds for
infrastructure investment or the expansion of growth industries.?** The following year,
the state-run Korean Finance Corp unveiled plans to invest $81.9 billion to promote
‘strategic’ industries, including renewable and nuclear energy. The plan dedicated 42
percent of the fund for ‘new growth drivers’ with the remaining 58 percent to be divided

242
In

between SMEs (32 percent) and ‘long-term strategic industries’ (26 percent).
addition, the state continued to maintain a system under which “[s]tate-owned financial
institutions supply export insurance and credit to companies making shipments and
arranging projects overseas” with these financial supports by way of export or direct
loans being targeted at “capital goods, such as industrial plants, ships, industrial
machinery, electrical equipment, vehicles, iron and steel products, non-ferrous metal
products, aircraft, optical instruments, and precision and medical equipment.”243 Thus, as

with the banking sector, the state’s continuing keenness for the utilization of state

managed entities to extend generous outlays to the private sector with the hope of
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incentivizing their investment into targeted areas and the promotion of exports reflects a

lingering confidence in its traditional policy tools.

To be sure, the financial programs detailed above were initiated amidst the global
recession sparked by the 2008 international financial crisis when governments from even
the most liberal economies were seeking to boost their economies through an array of
stimulus policies. However, Kalinowski argues that many of these policies are best
understood when placed in the context of Lee Myung Bak’s—a former Hyundai CEO
himself—full embrace of the chaebol as the true engines of the Korea economy and that
rather than reverting the developmental state policy of industrial cultivation, Lee’s
“business-friendly policies do not support infant industries but amount to a government
subsidy for sunset industries, such as an oversized construction sector dominated by the
chaebol.” ** For instance, a significant portion of the aforementioned government
funding for renewable energy development actually went to the long-established nuclear
energy sector.?*®> For Lee, the imperative was to utilize state financial support not only to
protect Korea’s sunset industries, but also to grow the chaebol into to truly global scale
operations which, with exception of Samsung and Hyundai, they had been unable to
attain.?*® This gets to the heart of the increasing concern about the structure of Korean
industry in that the many of the chaebol were “too big for Korea but too small for the

world 9247
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Yong concurs with this assessment as he argues that from Lee Myung Bak’s
perspective, expanding state support to the chaebol represented the best path to
improving the economic wellbeing of the general public as their success will ‘trickle

down’ into other portions of the economy.?*®

While he eschews Kalinowski’s conceptual
distinction between the developmental state and the ‘Chaebol republic’ eras, his
sentiments echo Kalinowski’s in so far as the belief that state has not truly abandoned its
role as a hub of private sector facilitation and development. In sum, despite the decades
of neoliberal reform initiatives advocated by multiple presidents and a major IMF
shepherded overhaul, “the developmental state has continued to remain as a dominant
institutional and policy framework favoured by the majority of Korea’s political and

. .. 249
economic decision makers.”

Contesting the Won’s True Value

Another source of continuity from the pre-crisis era was the deep anxiety about an
overly rapid appreciation of the won and the corresponding reduction of the
competitiveness of Korean exports, which so much of the Korean economy relied on. It
was this very concern that drove the state to resist calls for the removal of capital controls
against heavy pressure from both the U.S. and OECD. As Kim Young Sam’s
government flatly refused to yield to the OECD’s insistence that the removal of the
restrictions on capital inflows be substantially liberalized regardless of the gap between

international and domestic rates of interest. To this end the state continued to maintain
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control over the BOK?? and while being officially classified as ‘independently floating’
by the IMF, often engaged in interventions that were thought to be well outside mere
levelling operations and directed specifically at stemming the won’s appreciation.”®! In
mid-2004, that state sought to establish a ‘war chest’ of won dominated bonds that it
could sell in order to tamp down on any appreciation of the won that they felt was too
great by selling them off.?> In May 2006, as part of an effort to curtail the won’s
appreciation, the state issued directives that would lift restrictions on Koreans’ ability to
purchase property overseas as well as on the issuance of won dominated loans to
foreigners.?® International Herald Tribune columnist Phillip Browning pointed out that
the state’s robust efforts to maintain a weakened won only served to further enhance the
attractiveness of Korean assets to foreign buyers which the state and many of the public
considered a threat while at the same time stoking the ire of trade partners.* To be sure,
Korea was targeted by the G7 economies for its efforts to combat the won’s appreciation
and pressured to cease with such currency interventions in order to correct the significant
trade imbalances it ran with its economic partners.”> Even in the wake of the won’s
rapid depreciation amidst the 2008 financial crisis, as policymakers expressed concerns

about won’s quickening appreciation threatening to stymie the export-led recovery they

made it clear that would intervene to stem the tide of what they dubbed ‘speculative
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traders’ overly optimistic bets on the won’s future value with currency traders reporting
that “foreign exchange authorities were spotted buying dollars...to ease pressure on the

local currency.”256

Again, these efforts to boost the export sector for fear that an erosion of their
competitiveness could result in damage to the overall economy provide clear evidence
that the state’s unwillingness to fully buy into the notion that prices derived solely from
the free operations of market mechanisms would deliver optimal economic outcomes.
Browning’s observation about the connection between won devaluation and increased
foreign ownership also makes clear that many of the state’s objectives often conflicted
with one another. Regardless, as with the deep concerns over the upward pressure on the
won that drove policymakers in the 1990s to draw a firm line at capital account
liberalization until the risk of the rapid inward flows had abated with the lowering of
Korean interest rates, the state again demonstrated with its actions that it put a supreme
importance in retaining the ability to fight won appreciation in a defense of its export
sector. More importantly, policies pursued to meet this objective took place during the
presidencies of both the progressive Roh Moo Hyun and conservative Lee Myung Bak

indicating that such efforts tended to transcend political affiliation.

Such policies were clearly to the benefit of the exporters concentrated amongst
the chaebol, while consumers and firms that relied on imports were forced to pay higher
prices in order to support this policy, which lends credence to Kalinowski’s claim that the
Korean political economy increasingly came to work largely in the service of the chaebol.

Thus, while the structure and function of the Korean economy did indeed undergo a

26 Einancial Times, 1/13/2010.
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many important alterations during the financial crisis, in the years following the crisis the
chaebol as well as long-standing state support for them began to reemerge and issues
deemed of the highest import—such as the won’s exchange rate—clearly retained their
centrality in the state’s policy agenda reflecting an enduring skepticism of a wholly

market-driven financial order.

Conclusion

As it represented the crucial binding agent cementing the state’s dominion over
industry, the process of fundamentally restructuring finance in Korea was bound to be
one infused with controversy and friction. To be sure, the legacy of the state’s firm hold
over the levers of finance not only yielded a system defined by the heavy involvement on
the part of state officials in private sector decision making but also a domestic financial
system comprised of pliant banks perpetually on the cusp of insolvency, which had been
nurtured to function as cogs in the developmental state’s machinery rather than
autonomous profit-seeking entities. The evidence detailed in this case consistently points
to the difficulties even reform-minded policymakers encountered as they sought to
unwind this state-bank-chaebol nexus that constituted the bedrock of Korea’s eminently
successful economic development program. However, as policymakers and firms sought
to perpetuate the Korean economy’s ascendancy up the production chain, they
increasingly found themselves hemmed in by Korea’s relatively antiquated financial
system. In sum, to paraphrase Fioretos, though the developmental era’s finance system

had proven efficacious in spurring industrialization, the character of the challenges it
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began to face in the 1980s were of a different nature, which the old system of far less

equipped to resolve.®’

This reality, in conjunction with the steep pressure Korean official were receiving
from economic partners to liberalize its financial system, and further abetted the
increasing prominence of avowed neoliberals within the bureaucracy all created a general
momentum in favor of greater financial liberalization. Even the chaebol, who had long
been the greatest beneficiary of the developmental financial system through their
privileged access to subsidized credit—though they certainly were compelled to pay
significant autonomy costs—»began to pressure the state to liberalize the financial system
so as to provide them unmediated access to global capital markets. The chaebol’s
position within the domestic balance of power had been further enhanced as
democratization, and the rise of NBFIs served to augment their political influence and
financial autonomy, respectively. However, in spite of this emerging coalition of reform
advocates, suspicions about the efficacy of financial liberalization loomed large within
the bureaucracy and among significant segments of the public. Central to this resistance
was the powerful MOF, who exhibited not only a desire to limit or slow the pace of

reforms, but also the capability to act upon these proclivities.

To be sure, even reformer minded leaders such as Kim Young Sam favored an
approach that Korea’s bilateral partners, as well as institutions such as the OECD,
deemed far too cautious and overly contingent on hitting benchmarks. A chief concern of
Kim’s administration was that permitting the free flow of capital would result in a

strengthening won and in turn a loss of in competitiveness for Korea’s critical export
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industries. Even after the significant reforms put in place during by Kim Dae Jung in the
aftermath of the financial crisis, the evidence presented above makes it plain that a
decade later—and with another ostensibly neoliberal advocate in the presidency—the
Korean government was facing a torrent of criticism for interfering in the currency
markets to tamp down on the won’s value. Similarly, the feebleness of Korea’s financial
institutions had been employed by policymakers in all three of the decades covered in this
study as a rationale for the need to proceed with financial liberalization in a cautious,
piecemeal manner. The fear was that a full opening of the domestic financial sector
would precipitate its domination by foreign financial institutions.  Thus, when
considering that the underdeveloped nature of the financial system was in no small part a
consequence of the developmental era, it is apparent that the institutional arrangements
forged long ago continued to weigh heavily on the calculations Korean policymakers

were making decades later.
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CHAPTER 6

CONCLUSION

This study set out to advance our understanding of the process of economic
liberalization in Korea. The results of the case studies yield important insights into the
form and content of Korean policymakers' efforts to refashion a developmental model
whose merit had been validated by the nearly peerless results in terms of Korea's nearly
twenty year run of double-digit growth rates. However, the 1980 debt crisis in many
ways heralded an era where the very foundations of this model would face an onslaught
of challenges from both internal and external sources with economic liberalization
continually rising to the fore as the most efficacious remedies for the developmental
state's mounting ailments. To be sure, liberalizing reforms were regularly touted not only
by external stakeholders with a clear incentive to improve their access to Korea's
increasing lucrative market, but also by a vocal faction at the domestic level—often led
by the presidents—who were able to attain some notable successes in their aim to
dismantle the apparatuses that developmental state and usher in a market-centered
neoliberal political-economic order in its stead. Yet, as the case studies elucidate, these
efforts at reform tended to generate varied outcomes that consistently evidenced that the
new social forces unleashed by democratization, as well as those residing in the well-
established bureaucratic institutions, were often effective in blocking, curtailing, or

delaying liberalizing reforms they found distasteful.

Synthesizing the evidence presented in the three case studies we find that though

Korea policymakers were hard pressed to institute the sort of comprehensive—in theory,
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mutually reinforcing—sets of neoliberal reforms as in each of the case studies certain
areas of the economy were deemed, at least at present, ill-suited for the depth of reform
envisioned—or often demanded—by external actors. For example in the trade case,
though Korea moved steadily towards rolling back a significant proportion of its
protective measures targeted at manufacturers, policymakers continued to offer up
protestations that Korea’s underdeveloped agricultural sector was simply incapable in its
current state of staying operational under a more liberalized policy regime. These
entreaties were also an expression of the new political reality in post-democratization
Korea where agricultural interests proved quite adept at mobilizing anti-liberalization
civil society organizations to produce massive shows of strength in the streets. The
degree to which these shows of force on the street rattled high-ranking officials is evident
in the fact that at one point members of Roh Tae Wo0’s administration warned bilateral
partners that the granting any further trade concessions threatened to topple the

government.

Similarly, in the FDI policy realm the evidence points to some movement towards
a more liberalized policy orientation as Korean policymakers increasingly sought to
break with the developmental state’s long-standing conscientious curtailment of FDI in
favor of alternative means of securing foreign capital and technology. Under this logic,
FDI was to be permitted only when it served a specific development goal that was
unachievable through other means, so as to delimit the power of foreign firms within the
Korean economy. However, despite a seemingly genuine acceptance by successive

presidential administrations that Korea’s traditional loans and licensing model was now
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incapable of delivering the economic assets needed to fuel Korea’s continued industrial
upgrading, the evidence detailed in the case study again points to the role of the
bureaucracy and civil society interest groups in blunting the measures that were enacted
to spur FDI in Korea. In this case, the chaebol also played a role in hampering efforts to
liberalize some components of FDI, most notably the ability for foreign firms to conduct
hostile takeovers of Korean ones. As such, rather than the more sectoral tinge of trade
politics, a great deal of the domestic consternation surrounding FDI centered on concerns
over ownership and more specifically the ability of foreign actors to take controlling

stakes in Korean firms.

Even in the wake of the AFC when most of the remaining restrictions on FDI
were jettisoned and Kim Dae Jung effectively forged a societal consensus regarding the
need for a vast increase in Korea’s intake of FDI, prospective foreign buyers continued to
voice their belief that in many instances they were sidelined when seeking to purchase
controlling stakes in Korean firms. Further, as the worst phase of the crisis began to
recede, the consensus that appeared to emerge from the need to broaden Korea’s FDI
portfolio began to erode as the large profits captured by foreign buyers upon reselling set
off another wave of public protestation and demands for the state to again limit the
activities of foreigners seeking to buy Korean firms. The ‘Hub Initiative’ rolled out by
Roh Moo Hyun’s administrations seemed to take FDI back in the direction—albeit in a
far more liberalized iteration—of Korea’s developmental view of FDI as a tool to be used
in the service of meeting specific technological needs. By the end of the study, Korea’s
FDI intake in absolute terms had certainly grown orders beyond where it had stood in

1980, but when measured in terms of its representation within the overall economy we
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find that Korea still garners FDI at rates far below those of other OECD or upper-middle-
income economies. The domestic political dynamics discussed above certainly played a
role in making Korea an outlier among its cohort in terms of the overall level of FDI it

attracts.

In finance, a similar story emerges where concerns over the effects of
liberalization persistently led to truncated initiatives by the state, often to the chagrin of
external actors, intent on seeing a more open policy regime take hold. In comparison to
trade and FDI, financial liberalization presented perhaps the trickiest collection of
decisions. Though, import restrictions and the curtailment of FDI were certainly
important building blocks in the developmental state apparatus, in many ways the states
firm grip on the levers of finance served as its foundation. For this reason, the case
demonstrates that throughout this period policymakers were reluctant to relinquish

entirely the powerful tools financial interventionism granted them.

For example, in conjunction with his overall neoliberal initiatives, Chun Doo
Hwan’s administrations did initiate bold departures from the status quo such as officially
severing the state’s ties to the financial system by privatizing the four major state-owned
banks in the 1980s. Nevertheless, the evidence presented in the study finds that for all
intents and purposes the banks remained firmly under the government’s thumb with
officials at the MOF still controlling the appointment of their top executives and
organizing bailouts of chaebol on the verge of bankruptcy—a practice the continued well
into the early 2000s. As the chaebol’s expansionary zeal often placed them at risk of
default, the state’s ability to foster bailouts to rescue them from receivership was
considered essential to maintaining economic stability. To be sure, the institutional

295



legacies associated with the state’s long time oversight of finance had created a three-way
interdependence amongst the state, industry, and the banks. This arrangement yielded
financial institutions that, as the junior partner in this triad, who stood little chance of
weathering a fully liberalized domestic marketplace. This in turn made the state highly
reluctant to extend complete national treatment to foreign financial institutions despite
the litany of stern criticisms directed at such practices from foreign stakeholders. To be
sure, even in the wake of the AFC when a several of Korea’s major banks were sold off
to foreign ownership, the resulting profits garnered by them in the deals set off a
firestorm of public indignation and resulted in a series of investigations that again made
foreigners skeptical of the depth of reform that Korea had genuinely undergone as a result

of the crisis and subsequent IMF bailout.

Similarly, while the 1990s policymakers were willing to acquiesce to the
chaebol’s demands to liberalize the rules governing their access to short-term finance
from international sources, the full opening of long-term inward financial flows remained
a bridge too far for even neoliberal advocates such as Kim Young Sam. Korea’s high
interests—which critics charges were, themselves, a result of Korea’s relatively closed
financial system—were a major source of trepidation on the part of policymakers who
feared that a rapid influx of speculative investment would bolster the won’s value,
diminishing the competitiveness of Korea’s crucial export industries. This helps us to
understand the domestic forces behind the variations in financial liberalization in the run
up to the AFC, as well as the state’s continued intervention in the currency markets well
after the crisis had abated placing Korea once again on the U.S. Treasury’s watch as a

currency manipulator.
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Thus, taken in total, the case studies demonstrate that the process of economic
liberalization was neither a smooth progression of sequential steps along a unidirectional
trajectory towards the deepening internationalization of the Korean economy, nor a
simple story of a complete rejection of the neoliberal critiques of its traditional statist
development model. Rather, it is largely a story of earnest efforts on the part of
policymakers to institute neoliberal inspired reforms they saw as necessary to propel
Korea’s economic momentum into the future, but doing so in a manner that sought to
accommodate the concerns and resistance emanating from domestic stakeholders
resistant to the neoliberal ethos, attenuate the potentially destabilizing dislocation that
rapid reforms in certain areas of the economy that had been fashioned from a completely
different set of political-economic assumptions, and retain the backing of a public that
had come to see the dearth of foreign actors in the domestic economy as optimal and not
antithetical to Korea’s growth and prosperity. The significant foreign pressure that Korea
endured over almost the entire three decades analyzed in this study itself lends substantial
credence to importance of these domestic political and historical institutional factors in

determining the varied policy outcomes detailed in the case studies.

The results of this study not only enhance our knowledge of the Korean case, but
through its utilization of detailed case studies that incorporated process tracing and within
case temporal comparisons, it also improves our understanding of how these variables
interact with one another and the ways in which their effects vary over time. This
remainder of this chapter identifies the most important findings of the study and is
organized into three sections: the first summarizes the key findings of the study, the

second section explores the results in terms of the independent variables and hypotheses,
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the final section identifies several potential ways in which this study could contribute to
future research on the Korean political economy as well as the factors affecting the

process of liberalization in traditionally state-directed economies.

Summary of Key Findings

The state stood at the center of this project in several important ways: 1) it was
wholly responsible for the final adjudication and implementation of the policies that form
the core of the dependent variable’s measure, 2) given Korea’s developmental state
legacy it had long operated as a hub of economic organization, 3) the state’s preferences
as a whole as well as those of its constituent parts functioned as an important independent
variable, and 4) the state’s transformation into a democratic system plays a critical role in
affecting its preferences and policy outcomes. As a result, the Korean state serves as a
centering force around which many of the studies most important questions revolve.
Over the course of this study a clear tension emerges between the official embrace of
liberalization as both necessary and beneficial to the continued expansion of Korea’s
overall economic fortunes and the residual—yet often firmly entrenched within areas of
the economic bureaucracy—desire on the part of many state officials to either attempt to
salvage the state-centred mercantilistic framework that guided the developmental state

system, or at a minimum slow the pace of reforms so as to temper their impacts.

Given the evidence provided in the case studies, the fact that there were major
policy adjustments taken in the direction of greater liberalization is indisputable.
However, the enduring pressure and recriminations lodged by foreign stakeholders—both

governmental and private interests—is telling in several regards. First, it points to the
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fact the even among Korea’s more economically liberally inclined officials there often
existed a sizable chasm between what international actors believed constituted economic
liberalization and how this process was envisioned by the state. Among the many
examples of this phenomenon, perhaps the aptest involves Korea’s standoff with the
OECD over adjustments to its financial policy. Korean officials held on to the notion that
financial liberalization should be considered an effect of specific empirical benchmarks
being met so as to preclude economic destabilization, while the OECD argued that
liberalization was itself the precursor of a attaining a stable equilibrium in capital flows.
The case studies, through their historical scope and attention to detail identified the
competing conceptualizations of what exactly ‘economic liberalization’ entailed,
demonstrating that in many instances actions that were viewed as ‘bold reforms’ by
Korean policymakers were greeted with vexation, or even antipathy, along with

skepticism from foreign officials and investors.

Often, as with the case of Korea’s entrance into the OECD, the liberalization
reforms that were implemented failed to attain the depths advised or demanded by
external actors. In other instances, as the evidence presented in the case studies often
points to, there was a common belief among foreign economic actors and governments
that the reforms were either inoperable or heavily watered down at the level of
implementation. A theme running through this entire narrative is that there were certain
policy domains that Korean policymakers believed were either incompatible with the
domestic economy’s overall well-being (e.g. adopting OECD standards for capital
controls), or too politically volatile (e.g. the liberalization of certain agricultural goods).

Often these scenarios yielded outcomes that ended up antagonizing both the pro-
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liberalization foreign stakeholders and those domestic interests groups antithetical to

increased liberalization.

Second, within the state’s institutions themselves there was often a stark
divergence not only on the specific form liberalization should take, but in some instances
on its overall efficacy. Here, factors related to Korea’s developmental legacy shaped the
process economic liberalization in several important ways. All of the presidents that
served over the course of the study espoused the general cause of liberalization and
extolled it as a requisite step along Korea’s path to the upper echelons of the international
economy. However, the developmental era had bequeathed a set of powerful and
autonomous bureaucratic institutions that consistently cast a nonplussed if not recalcitrant,
gaze upon liberalization and its implicit and explicit consequences for the status quo.
More importantly, they were endowed with an array of implements that allowed them to

reshape, encumber, or thwart reforms they considered deleterious.

The case studies provide a significant degree of support for the import of this
factor as the incongruity in the types of economic activity that were officially sanctioned
at the highest levels of government and the actual experiences of foreign economic actors
seeking to invoke these new privileges as they often encountered a multitude of
entanglements in their bureaucratic interactions. The case studies’ clear explication of
this process represents one of this project’s important findings as it helps to improve our
understanding that within the Korean case, demonstrable efforts to liberalize foreign
economic policy at the highest levels of government and even accompanying official
policy outcomes in this vein are subject to formal and informal checks by the
bureaucratic agencies charged with their implementation. To be sure, these capabilities
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often emanated from positions well down the bureaucratic chain of command imbuing
seemingly low-level officials with the power to affect a major policy’s final adjudication.
Thus, this study is able to identify and account for important residual forms of protection

that may be unaccounted for in larger studies that utilize aggregate data.

Third, the developmental legacy had implications not only for the state itself but
for the public in terms of its outlook on the nature of Korea’s interaction with the
international economic system. Though the Korean economy is rightly lauded as one of
the world’s greatest economic rags to riches stories, and more specifically an example of
the benefits of an external orientation in seeking to move up the production chain and
accumulate capital. However, this recognition must be tempered by the fact that Korean
policymakers sought to maximize the domestic control of productive assets and insulate
its nascent industrial enterprises through the maintenance of a byzantine regulatory web.
This system conscientiously curtailed direct foreign involvement in domestic economic
affairs whilst suffusing Korea’s industrial giants, the chaebol, with the capital needed to
fuel their ever-expanding export generated revenues. Most important, when considered
in the comparative context of the vast majority of its post-World War 1l developing world
cohort, the Korean economy was a striking success, leaving a public predisposed to a
framework where high levels of economic growth, an export-oriented growth model, and

a large degree of domestic economic insularity were simultaneously achievable.

As policymakers began to grapple with both the external pressures and internal
limitations of this model beckoning for much deeper integration of the domestic
economic environment with the international economic system, they were often met with

stiff resistance from the public. Often the public’s disquietude was fixated on issues
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pertaining to the influx of foreign goods—especially agricultural ones—and the foreign
ownership of Korean firms. Resistance to liberalization in these areas often took the
form of massive, and at times, violent street protests that denounced reforms as mere
capitulations to foreign powers—a charge that was especially potent in the Korean
context as the memory of Japanese colonization remains close to the surface. As the
trade study covers extensively, agricultural issues were often at the forefront of these
anti-liberalization movements with the struggles of farmers serving as a clarion call for
groups opposed to greater foreign involvement in the Korean economy writ large. The
ability of these groups to operate and organize in the open was an outgrowth
democratization which legitimized a wide range of hitherto banned civil society activities.
Further, their ability to impart a great deal of trepidation upon elected officials with no
desire to be caught on the wrong side of an issue that had clearly struck a nerve with the

public had important implications for the process of economic liberalization.

A case in point would be the secrecy and equivocations within the domestic
political context that shrouded Korea’s signing of the Uruguay Round agreement.
Though a dispassionate observer may conclude that for an export-centered economy such
as Korea, acceding to this trade enhancing agreement would be a rather noncontroversial
affair as its exporting firms stood to benefit immensely from the rollback of trade barriers
in the world’s largest markets. However, fearing the public’s wrath over agricultural
concessions, the Kim Young Sam administration sought, for as long as possible, to
conceal the exact details of the agreement and convinced the public that the government
would gain exceptions from the provisions particularly distasteful to the public. In the

end the state was able to etch out a ten year exception that only allowed a very limited
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amount of imported rice—which in fact did little to quell public discontent—and merely
delayed the issue rather than resolving it. This incident is indicative of the ways in which,
despite a prevalent expectation of a positive correlation between democratization and an
improving political climate for trade liberalization, in the Korean case the forces sprung
from the process of political liberalization were often at the forefront of efforts to defend

the status quo against efforts to increase economic openness.

Democratization also yielded important alterations to perhaps the most crucial
component of the developmental system, the state’s deep enmeshment with industry. In
many ways the chaebol were the offspring of the Korean development model as the state
commandeered individuals’ savings and foreign capital, funneling it to these large
conglomerates at subsidized rates with the goal of fostering autonomous national
industrial champions. In return for access to this financing, the state insisted that firms
meet specific economic goals and hone their activities so as to coalesce with its
development objectives. Democratization was critical in hastening a process through
which the chaebol began to extricate themselves from the state’s firm grip on their
operations. As the financial imperatives bound up with a multiparty competitive electoral
system were thrust upon Korean office seekers, the chaebol emerged as the most
important source of campaign and party finance making consideration of their

preferences in the policy process all the more important.

The chaebol’s struggle to free themselves from state interference is one that is
inexorably linked to the process of economic liberalization in Korea and by extension
their policy preferences and their impact on outcomes. Most importantly, as they moved

towards more sophisticated industrial operations and thus closer to the global technology
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frontier, they found their traditional sources of finance insufficient to fuel their growth
dependent model. Thus, as a result of this transformation, the chaebol’s view of financial
liberalization began to shift from its long-held support of the state’s control of the
domestic financial system and its capping of interests rates in particular to one favoring
the loosening of the state’s restrictions on capital flows, which they came to see as
placing inhibitions on their ability to tap foreign capital markets. However, taken as a
whole, the chaebol’s sentiments towards economic liberalization were often driven by the
specific nature of the issue at hand. Thus, in the case of achieving greater autonomy over
their finances and decoupling their operations from the purview of the state, they readily
employed the language of neoliberal orthodoxy, espousing the greater efficiency of an
unbridled private sector. However, they also demonstrated a penchant to engage in a
more nationalistic/mercantilist hued forms of suasions when they believed that
liberalization threatened their own interests. This was most apparent when the state was
seeking to sell the assets of Korean firms held in receivership by foreign buyers,
individual executives or their umbrella organization, the FKI, sought to rouse the public’s

angst by raising the specter of a foreign usurpation of Korea’s economy.

Independent Variables and Hypotheses

The hypotheses that received the strongest confirmation in the case studies are
those centered on factor endowment theory and the role of the presidency and
bureaucratic agencies as well as the expectation regarding the chaebol’s changing
preferences regarding financial liberalization. The evidence presented in the case studies
makes it clear that the holders of Korea’s scarce factor, agriculture, were indeed the most

vocal opponents of liberalization, with their resistance largely concentrated in efforts to
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raise the price of imported agricultural goods or restrict their entrance into the domestic
outright. Further, agricultural interests were consistently effective in galvanizing high
levels of support from large portions of the non-agricultural sector. To be sure, from a
perspective of economic utility alone, the vast majority of the population stood to benefit
from agricultural trade liberalization through a reduction in Korea’s relative high food
prices. Over time, the efforts of agricultural interests demonstrated a growing political
adeptness as they began to augment their traditional recourse to massive shows of support
via street demonstrations with strategies that concentrated on electoral retribution for
legislators voting for bills they considered contrary to their interests. The line item horse
trading that Korea engaged in with Chile during their FTA negotiations to eliminate some
agricultural items from the final agreement and the almost one year legislative stalemate
over ratification even in the wake of securing these concessions serves as an pertinent
example of the ways in which issues involving agricultural imports loomed large in the

minds of officials and affected policy outcomes.

In lending credence to the hypothesis contending that holders of Korea’s abundant
factor would advocate for greater liberalization the study finds that as the Korean
economy transitioned towards greater capital intensity, the chaebol, who dominated these
industries such as autos, heavy machinery, and electronics, began to push for greater
liberalization.  The finance case offers a compelling corroboration of the hypothesis
derived from Frieden’s factor specificity model in postulating that, in wealthier
economies, those firms producing tradable goods are likely to advocate for financial
liberalization. As the study details, while the chaebol generally advocated for the state’s

stringent oversight of the financial system as they saw it as the means for guaranteeing
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the steady flow of subsidized credit. As Korean society, and the chaebol themselves,
became increasingly affluent the chaebol began to push for greater financial liberalization
which they saw as a means to free themselves from the state’s interference, as well as

gain access to international capital.

The contention that within the state, the staunchest advocacy for liberalization
would emerge from the presidency and the greatest resistance would be located within
the bureaucracy was consistently confirmed in all three of the cases. However, the fact
that liberalization promotion was also touted by the autocratic Chun Doo Hwan, as well
as other evidence that emerged regarding the motivations behind presidents’ behavior,
calls into question if the proposed logic underpinning this hypothesis was the primary
motivation for these observed outcomes. The logic hinged on the fact that as the
president faced the entire electorate and thus had the most to gain politically from the
aggregate gains associated with economic liberalization. In many instances, the
presidents seemed more motivated by a desire to stamp out corruption infused into the
state’s dense set of relations with the chaebol and streamline their sprawling operations
that often stretched into almost corner of economic activity. Thus, liberalization was
often touted as a means to rebalance the Korean economic system away from the heavy
domination of the chaebol while the components of liberalization that involved an
expansion of the foreign presence in the domestic economy remained an anathema to a
large portion of the public and a source of concern largely even to more liberally inclined

presidents such as Kim Dae Jung and Kim Young Sam.

The evidence validating the remaining hypotheses is more mixed, but nonetheless

the analysis tied to these propositions offer some important illuminations of the process
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of economic liberalization in Korea as well as the policy outcomes borne out of this
endeavor. Korea’s interaction with foreign governments and international economic
institutions also had significant effects on the trajectory of economic liberalization.
Korea’s ratification of the Uruguay Round agreement and subsequent WTO membership,
its entrance into the OECD, and deep involvement with the IMF as a result of its
unprecedented bailout program and the conditions attached all functioned as forces

propelling the Korean economy towards greater economic liberalization.

However, the highly contentious domestic political environment surrounding
Korea’s accession to the WTO and the OECD demonstrate that the acceleration of
foreign economic policy liberalization enmeshed with these decisions did not lack in
controversy nor concern regarding the erosion of domestic economic autonomy. The
exceptions carved out by Korean policymakers—e.g. rice imports in the WTO agreement
and the relaxation of capital controls in the case of OECD membership—Ilend credence to
the notion that even in their interactions with international economic institutions of a
neoliberal bent, Korean officials were constrained to the degree they could embrace
liberalizing reforms by what they considered to be incontrovertible domestic political and

economic imperatives.

To this end, in the instances of its involvement with the OECD and IMF, the
evidence from the case studies offers some confirmation that interactions with these
institutions were utilized to bolster the efforts to push through liberalization reforms that
presidents felt were unpalatable to the public and domestic interests. While the Kim Dae
Jung administration was widely lauded for its swift adoption of a host of IMF stipulated
reforms, the evidence pointing to a reversion to more mercantilist oriented status quo
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policies in the decade following the bailout calls into question how deeply these took
hold within the overall domestic political economy. Thus, while there can be little doubt
that Korea’s interaction with international economic institutions certainly played a role in
propelling policymakers towards a more liberal external orientation, the case studies
indicate that these involvements were consistently tempered with domestic limitations

rooted in Korea’s developmental legacy.

Similarly, Korea’s contentious economic relations with the U.S. and other major
bilateral partners were characterized by demands for liberalizing adjustments, often made
by the U.S. and coupled with retaliatory threats tied to the Super 301 trade bill. However,
as the evidence offered in the case studies alludes to, U.S. official were consistently
accusing the Korean government of either not acting in good faith or outright reneging on
the implementation of reforms they had agreed to in seeking to lift the specter of
retaliatory measures. The ebb and flow nature of these engagements point to the fact that
in spite of the significance of its close ties to the U.S. in both economic and security
matters, Korean policymakers were far from willing to merely acquiesce to U.S. demands
for greater market access. It also speaks to the employment of more opaque means for
protecting what Korean segments of the bureaucracy deemed to be core economic
interests. Thus, quite often reforms promulgated at the highest levels of government were
often found to be functionally inoperable at lower levels of the government by firms and
investors seeking to take advantage of them. Similarly, the ability of civil society
organizations to rally large numbers to their cause in efforts to foment public resistant to
liberalizing reforms they considered an affront to Korea’s economic autonomy. As with

the effects of Korea’s engagement with international economic institutions the concerted
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efforts on the part of U.S. officials over the course of several decades to engender a far
more liberalized domestic economic order in Korea were repeatedly attenuated by
constraints located within both the bureaucracy and among civil society groups generally
hostile to any efforts to bolster the presence of foreign economic actors within the

domestic economic sphere.

Democratization often worked in ways contrary to the expectations forecasted in
the hypotheses. To be sure, since the transformation to a competitive multiparty
democracy, every successful presidential candidate embraced, at least rhetorically the
merits and/or necessity of greater liberalization and deeper integration of the Korean
economy with the global economy. However, each of those presidents faced formidable
opposition arising from civil society actors who were also empowered by

democratization after decades of repression on the part of the dictatorship.

The evidence points to some modest increases in FDI following the transition to
democracy in the mid-1990s and a rapid expansion in the years following the financial
crisis. However, the fact that Korea continued to lag far behind economies of equivalent
levels of development in terms of the proportion of the total inward FDI to GDP and that
by far the biggest jump in FDI came in the wake of the financial crisis when sinking
Korean firms were sold off to foreign investors in an attempt to stave off further
economic decline point to the conclusion that these periods of FDI growth were not
directly tied to democratization. In fact, as in other issue areas, many of the civil society
organizations that mobilized in the wake of democratization served to inhibit rather than
bolster inward FDI flows as they protested the rise of foreign ownership within the

domestic economy as an erosion of national autonomy. Further, labor organizations—
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whose militancy have garnered a global reputation—were also greatly embolden as a
result of democratization and were consistently cited by foreign firms and investors as

aggravating factor when evaluating Korea’s attractiveness as an investment locale.

Though evaluating the exact impact of ideational forces is infused with
difficulties, the role of ideation diffusion of neoliberal economic ideas is important to
account for when attempting to understand and explain the process of economic
liberalization in Korea. The contention that the growth of neoliberal economists within
policymaking apparatuses will tend increasingly to slant policy outcomes towards a more
liberal orientation finds some support in the Korean case. Perhaps unsurprisingly, the
two instances of extreme economic duress, 1980 and 1997-8, coincided with apexes of
neoliberal economic ideas within Korean economic policymaking circles. The most
definitive evidence of this process and its impact on policy outcomes comes in the 1980
debt crisis when in search of reforms to bring the crisis to heel, Chun Doo Hwan put
himself under the direct tutelage of noted neoliberal reformer Kim Jae Ik and was
persuaded to shift the state’s economic goals away from the high growth/inflation model
that had largely held sway during the developmental era towards a greater focus on

currency stability and debt reduction.

However, often these fits of neoliberal reforms were followed by periods of
retrenchment after the threat of the immediate crisis had abated. The introduction of this
alternative approach to political-economic organization via neoliberal economists often
trained at U.S. universities served to create a set of standing policy reforms that became
the focal point of contestation amongst various stakeholders over the form measures to

sustain Korea’s economic growth should take. Nevertheless, the evidence presented in
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the case studies makes plain that despite the increasing prominence of neoliberal
economists within the bureaucracy and in presidential advisory roles the economic and
ideational legacies of the developmental state era proved difficult to transcend. The
inability of Kim Young Sam’s segyehwa initiative to foster a new ideological template
among the public-at-large embracing economic liberalization as part and parcel to
Korea’s continued economic advance lends credence to the resilience of mercantilist

ideas within Korean society.

Finally, the evidence from the case studies provides some endorsement that
liberalizing reforms in one period facilitated the movement of all productive factors
towards economic activity that allowed them to take better advantage of the more liberal
economic order with the effect of reducing societal resistance to further reforms in the
future. This was apparent especially in the case of the chaebol, which did indeed become
less resistant to, and even advocated of, financial liberalization and the expansion of
Korea’s FTA partnerships. However, Korea’s moribund agricultural sector proved
incapable of adjusting to a more liberal economic order and continued to push heartily for
the maintenance of tight controls on imports. Further, as noted above, these agricultural
centered interests were highly effective in rallying significant support from other civil
society actors who proved willing to take up their cause and push back against any

agricultural concessions the government planned to make in international negotiations.

Similarly, Korea’s financial institutions were generally resistant to liberalization
efforts—even those that appeared beneficial to them, such as the removal of interest rate
ceilings—as they considered these reforms mere steps along the road to the full extension

of national treatment to large multinational financial firms that far outstripped them in
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terms of capital and operational sophistication. While the difficulty of Korean farmers
were to a large degree the result of Korea’s relatively low allotment of arable land, the
feebleness of its financial institutions were primarily the result of the developmental era
and the role they played as state-directed intermediaries chiefly tasked with funneling
capital to the chaebol. These firms continued to struggle even after several decades of
liberalization efforts and continued to lobby for state assistance, be it regulatory or

pecuniary.

Avenues for Future Research

Given its status as one of the world’s major economy’s and its vital position in
what is arguably the world’s most economically important region, improving our
understanding of the Korean political economy is an important endeavor for students of
IPE in general and especially for those interested in East Asia. The results of this study
not only help to answer important questions regarding the economic liberalization in
Korea but also, as with all research, provide signposts for future scholarly endeavors in
this area. Such efforts can benefit from this study’s detailed inspection of the particular
actors involved in the process liberalization in Korea, what their preferences were across
issue areas, and their respective propensity to have these preferences acted upon by
policymakers. For example, this project can assist future scholarship by emphasizing the
need to account for the potential discrepancies between official policy outcomes and the
reality of ground level implementation that can yield far a far different estimation of a
given reforms actual impact, as well as through the identification of the specific

modalities involved in producing this implementation gap.
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Similarly, this project builds on the work of Vogel® and Mansfield and Muntz® in
that its findings vis-a-vis the effects of democratization on economic liberalization
confirm their admonitions that assuming societal preferences based on a straightforward
extrapolation from economic theory derived from prospective pecuniary gains can lead to
an incomplete picture of how issues are perceived and contested by civil society actors.
The evidence offered in this study makes a credible case that even in areas such as
agricultural liberalization where the vast majority of the population stood to receive a
significant economic benefit in terms of paying lowing prices for an immutable necessity,
a sizable domestic opposition coalesced around the agricultural interests claiming that
such reforms threatened to wipe them out. A similar scenario played out in the case of
FDI where there was a stiff societal head wind against efforts to relax prohibitions on
foreign firms’ entry into the Korean market despite the fact that in some cases an increase
in their number held out the prospect of increased employment opportunities. To be sure,
seeking to build upon this study’s finding to further refine our understanding of the
public’s views of liberalization and its consequences for political outcomes is an avenue

of research I intend to pursue in the future.

Additionally, one of the central contentions proffered throughout this study has been
that when seeking to make sense of the mixed, often contentious, nature of Korea’s
liberalization efforts it is essential to recognize that efforts to adopt neoliberal reforms
involved essentially jettisoning a model of economic development that had engendered

one of the greatest economic turnaround stories in modern history. Thus, though this
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study was limited to the Korean political economy, this represents a proposition that can
be incorporated into future liberalization research on other states to test whether, as in the
Korean case, prior economic performance in more statist economies does, in fact, make

liberalization more or less difficult to pitch to domestic stakeholders.
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