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Japan and Korea in Globalization
and its Backlash:
Challenges and Prospects”

Yukiko Fukagawa

Today my topic will be the economic performance of Japan and
Korea in globalization and the backlash against globalization in those
nations. My basic conclusion is that Korea seems to be doing much
better in handling the backlash due to various structural features.
Now, there are small booms that have benchmarked Korea’s performance.
Historically, this is a very new kind of trend. In fact, at one point
I wrote a piece for Korean newspapers saying that I am quite sure
the time will come when Japan starts focusing on, and learning from,

Korea’s performance in the global system.

My outline will be as follows: I would like to point out three real-
ities in globalization that are sometimes ignored due to emotional, po-
litical, and/or social reasons. One is that the growth structures have
changed drastically. The second issue is that—because the global
economy has undergone significant change — the patterns or the strat-
egies of economic growth and industrialization seem to have changed
a lot—especially for Japan and Korea—because we are the first generation

of industrializing countries in Asia. We are based on GATT-type

* Transcript of a speech given at the IGE/Samsung Electronics Global Business
Forum on Thursday, April 8, 2010



12 Yukiko Fukagawa

foundations instead of the WTO. The third issue is the Korea-Japan
FTA. It has never been successful, but the reality is that the Korean
and Japanese markets are already merged in many respects. So the
FTA talks are just to institutionalize and confirm that the two markets
are integrated. These three realities are very different when compared
to the time before the collapse of Lehman Brothers. Secondly, I
would like to talk about the impact of globalization’s backlash in the
context of comparing Japan and Korea. Finally, I will try to extract
some implications from my logic on regionalism in a competitive

framework.

In the post-crisis global economy many uncertainties remain in
mature economies. At the moment, market sentiment is very opti-
mistic — and naturally so— because many countries have been spend-
ing incredible amounts of money to boost their economies. But there
are still discussions about how to exit from this situation with soft
landings. This is especially true for Japan and the United States be-
cause their budgetary deficits are huge. Also, there is a European
Union crisis stemming from Greece. Many people are now saying
that the BRIC countries (Brazil, Russia, India, and China) are going
to move the global economy forward. Yet, in closely examining their
structures it is clear that they have fragile foundations and fragile na-
tional sectors. Swinging liquidity, a shortage of credit, or too much
credit are difficult situations that those countries have to deal with.
Again, closely related to exit issues, there are big issues between
China and the United States in terms of rebalancing their distorted
and imbalanced structures. Also, the financial crisis appears to be

somewhat contained at this time but the speed of adjustment by the
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real economy — the manufacturing and service sectors —has been very
slow. In that sense, there is still a lot of risk, especially due to the
rise of protectionism. If the world solely depends on the big, en-
ergy-consuming emerging powers for the future sustainability of the
global economy, there are clearly some resource sustainability issues
on the global level. Even though the world is in the midst of historic
changes, the systems that govern these changes are very uncertain.
The WTO is very stagnant, COP15—the Copenhagen climate change
conference that took place in 2009 and dealt with environment issues —
essentially failed, and whether the G-20 can replace the G-7 remains

uncertain. We are all living in a world of uncertainty.

(Figure 1)
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Looking at Figure 1, it shows the budgetary deficits of the United
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States, Japan, England, and Germany. The deficits of the United
States and Japan both exceed 10 percent of GDP, which is very serious.
England is even more severe. Germany is getting much better, but
still all of the mature economies are suffering from huge budgetary

deficits along with high unemployment rates.

Basically, the United States was the only country recording huge
current account deficits while Asia was financing it. The capital flow
from the United States to the Asia-Pacific has been increasing since
the start of the present crisis. On the other hand, the flow of money
from the Asia-Pacific to the United States has been declining.

While China has been very strategic, Japan has been in a slightly
different position. Even though Japan is worried about the future of
the U.S. dollar, politically it cannot really move against it. The U.S.
dollar continues to maintain the position of key currency and China
still invests in the U.S. dollar. Because so much money is coming
back to the Asian-Pacific —especially to the emerging markets—
China has decided to maintain the stability of the Chinese yuan. Due
to this, China has been suffering from too much liquidity and that
has pushed up the property market, seen in Figure 2. In particular,
Shenzhen — which neighbors Hong Kong—has been extremely vola-
tile, as illustrated by the dotted line. Moreover, the fluctuations be-

came very large following the international shock.

So we are in the process of correcting the global imbalances.
However, Figure 3 shows that the United States is still recording a

large deficit while the other countries are trying to finance it. China
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(Figure 2)
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has been emerging quite rapidly to finance the
the media likes the idea of G-2.

U.S. debt.

That is why
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Mature economies have all of the problems. Growth is expected
to rely heavily on emerging markets like Brazil, Russia, India, China,
and Middle Eastern countries (see Figure 4). Before the crisis emerg-
ing markets only contributed about 30% of global economic growth.

Now, more than 50% of growth is being driven by the relatively

large emerging markets.

(Figure 4)
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The growth structure of emerging markets is very important. This
is a crucial factor when comparing the performances of Korea and
Japan. I think many Japanese have already started to realize it, but
the leading Korean firms— the big four or five— are responding quite

well to the environment in emerging markets for various reasons.

The structures of big countries with large populations, like China
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and India, share some similar characteristics. First, mass consumption
in these countries is very different from Japan and Korea, which are
very homogeneous. China and India are children of globalization, and
market demands vary tremendously from old economies to new
economies. New economies still need infrastructure and very simple
consumer goods, but they also need very sophisticated services. They
need everything from low-tech to high-tech products, as well as
goods and services. Also, the way that these new economies sustain
consistent incomes is very different from the way Korea and Japan
sustained theirs in the past. They have greatly benefited from global
fragmentation and the agglomeration of industries. From the Korean
media, I sometimes feel that people still try to think about economies
on a national basis, using comparative advantage and Heckscher-
Ohlin-type ideas learned at university. The real structure of econo-
mies is now very different, so attracting foreign direct investment
(FDI) and having huge industrial agglomerations can be successful.
Therefore, the very basic measurements — like GDPs for examples —
are not as important because economies are now more region-based

rather than nation-based. This means a lot.

Emerging markets are clearly not textbook cases. The market seg-
mentations are very unique. First, the populations of these emerging
markets are expanding. Demographically they are very young, espe-
cially in India and Brazil. The rapid rate of urbanization is another
recent phenomenon of globalization. China is a good example of this.
Its economy is very much dominated by big cities and surrounding
economic blocks. People continue to move from rural areas to the

cities. One of the positives of this is —because all of China’s service
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functions are concentrated in the cities— the poor workers coming
from rural areas earn more disposable income to spend on goods and
services than if they were to live in more rural areas. Of course, if
they are living in a city they benefit from the relatively sophisticated
financial services which allow them to borrow. Also, their demand

for goods is stimulated by sophisticated marketing and advertising.

Digitalization is another feature of globalization. I do not need to
express this in detail because Korea, being an IT society, is well
aware of its effects. Emerging market consumers have received a
wide range of benefits from technology. Their information base is
largely composed of the Internet and mobile phones instead of TVs
as in the past. These consumers know quite a bit about fashionable
products, and that is why they try to consume the most fashionable,
most high-end products. Even those who cannot afford these products

try to follow the trends.

So, the growth structures in emerging markets are quite different
from when Japan and Korea were developing. Emerging markets are
bringing many new consumers to the market, and these new consum-
ers are very diverse —even within a single country —due to the tre-
mendous variation in infrastructure, geography, family size, and
lifestyle. Moreover, there is class segmentation due to the income
gap, which is significantly larger than in years past. For marketing,
understanding segmentation in the large emerging markets is quite
important. Information is already globalized, making consumers more
responsive to manufacturers via mobile phone, blogs, and social net-

working sites like Twitter. The economies are very different from
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those of the past. For example, economies of scale still apply because
these new markets are large, but the scope is also very important.
These new consumers are very demanding, so cost performance is a
crucial factor to be successful in these emerging economies. Customer
satisfaction is very important because IT-type consumers are incred-

ibly responsive.

The reason I am stressing these differences is because Korean
firms seem to be much better tailored to these consumers than
Japanese firms. Korean firms are segmented and well-managed in
terms of marketing, brand image, and customer satisfaction. I think
Korean firms have, at times, benefited from the painful experiences
of the so-called “IMF Crisis.” Firms must either satisfy the consum-
ers or they must get out of the market. Korean firms learned this very
basic principle while Japanese firms never faced this sort of painful
experience. Japanese firms very much depend on the domestic market
simply because the Japanese market used to be number two in the
world, and that is their weakness. This is why they have not been
able to catch up to the Korean firms in terms of acquiring market

share in the emerging markets.

The second —and more fundamental — point is the fact that the in-
dustrialization model has been rapidly changing. While there is still
some discussion about comparative advantage, and some nationalistic
Korean media still criticizes the trade deficit with Japan, I believe
these ideas are still bounded by a kind of nation-based framework.
However, it is no longer the nations but the industrial networks

across borders that will decide competitiveness. At times, the nation
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as a whole does not mean a lot. If we look at the East Asian growth
model we see many different features— especially in terms of their
institutions. The first generation industrializers like Japan, Korea, and
Taiwan are essentially based on nation-states and national economies.
That is why local entrepreneurship has been emphasized. There has
been heavy government intervention through so-called “industrial
policy.” In technology, skill building is quite an important issue, and
to support long-term skill building industrial capital —raised through

the banking sector —was needed in the economies of East Asia.

The second generation of industrializers in the region came through
ASEAN — countries like Malaysia and Thailand. These nations are
not purely sticking to local entrepreneurship; they are also attempting
to attract high levels of FDI. The local entrepreneurs, because they
have local advantages such as political vested interests, can concen-
trate more on the resource-based businesses. And naturally, because
they are quite dominated by the Chinese capitalists, the second gen-

eration’s capital tends to be more for trade and commercial capital.

Now, we have third generation countries like China, India, and
Brazil. They are very different even from the second generation be-
cause the global economy has become very integrated. In this model
there is no distinction between outward and inward FDI. In our times,
developing countries usually tried to attract FDI while maturing their
local enterprises. Then later, if competitively successful, the develop-
ing countries would open their local markets to other countries and
then begin to invest abroad. Now we are seeing these third generation

countries do both at the same time. Chinese firms are very active in
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M&A activities because they have accumulated such a large foreign
reserve, and at the same time the Chinese economy remains very
much dependent on FDI. Recently, the Chinese government seems to
be more interested in the industrial policies of the past. Officials are
now saying things like, “Well, in the past we accepted so much FDI
that much of our economy is now dependent on foreign multinationals.
We now need to push up our local firms.” This is quite different from
the first and second generations. Also, because things are quite glo-
balized, and IT infrastructure is well-established, third generation
countries are following a very different type of economic development.
Finance is now very much globalized so they do not have to support
their local entrepreneurship with domestic savings like the first gen-
eration had to. So, third generation industrialization is very different

from the first and second.

The factors determining competitiveness have changed substantially.
In the past everyone was told that developing countries should do X,
Y, and Z so that they could prepare for sustainable growth. Now, it
is most important to coordinate FDI and other outside managerial
resources. The second change is the speed of decision-making. Speed
i1s crucial in a globalized economy because people are competing
against each other. Also, management of a diverse workforce is crit-
ically important because there are so many talented people coming
from different countries. Risk is always important and always there.
If risk is mismanaged the effects greatly impact the emerging
economies. Now, some new type of government/private sector rela-
tionship is needed to adapt to the global changes. That is why I say

that new corporations in both Japan and Korea are very much needed.
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Considering these factors, I would again say that Korea is per-
forming better than Japan because Korea was forced to realize — due
to the financial crisis in 1997 — that the global economy has under-
gone major changes. Also, the speed of decision-making is much
faster in Korea than in Japan thanks to the Korean-style ownership
of firms. The success of Samsung, for example, is widely recognized
to be the result of Chairman Lee Kun-Hee’s leadership. When Korea
was in the midst of the IMF Crisis, the Korean people heavily criti-
cized the family business for ruining the national economy, but now
Korea benefits from these structures. Japanese companies— split by
ownership and management— will have a difficult time catching up
in their current state. Taking responsibility for major decisions is also
important. Japanese firms are very bureaucratic and no one is ever
willing to take responsibility, leaving serious decisions up in the air.

That is why Japanese firms react so slowly.

The second factor is the management of diversity. One of the big
problems in Japan is what I call “Number 2 Economy” syndrome.
When in Japan one never feels to be failing or lagging behind be-
cause the economy is huge. Unfortunately, Japan always records a
current account surplus and the IMF has never had to intervene in
the Japanese economy. So the Japanese do not realize that the world
is diversifying without them. They need to adapt to the current sit-

uation of managing diversity, especially in terms of human capital.

It is very interesting that Korean firms, at times, have domestic
problems with labor unions and the like, but are doing relatively well

outside of Korea. Technically, this is partly due to the fact that
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Korean managers speak English—and other languages — much better
than Japanese managers. Also, Korean firms have accepted global di-
versity by scouting international talent from all over the world. In
terms of human capital, I think that Samsung is far more globalized
than the major Japanese firms like Sony and Toshiba.

2

I understand that much of the old style “Korea Inc.” remains in
government, but still the way Korea Inc. has been doing business
these days is far more sophisticated than before. Now, to sell a nu-
clear plant or a bullet train the government has to be dealt with. Of
course, in this environment sales pitches by the politicians are very
important. Also, the Korean presidential system has proven itself
beneficial. President Lee — an experienced businessman— seems to be
quite aggressive about these international deals. Japan cannot catch
up in this regard either. So those are the major structural reasons for

Japan lagging Korea in the global economy.

Although they share common foundations, the situations of the
Japanese and Korean economies are very different. For Japan, the
global crisis started with the real economy rather than the financial
sector. Of course, Japan is still the largest capital exporter to the
global economy because China is controlling its foreign exchange and
capital export. The shock in Japan’s financial sector came after the
Lehman Brothers bankruptcy and the deterioration of overseas assets.
Japan, of course, invested in everything. Domestically, many Japanese
were too optimistic because the issue of non-performing loans had al-
ready been solved. That is very different from the United States and

Europe because so-called “lost 15 years” in Japan ended with
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Koizumi. Japan seemed to be in good shape— especially in banking.
So, many people thought that Japan would emerge much better than
Europe or the United States. That is why the Japanese yen appreciated.

It was almost the only relatively risk-free international currency.

However, Japan is suffering in the real sector because of the ap-
preciation of the yen. Suffering in the real sector began with a rapid,
historic fall in exports to mature markets. The response by leading
Japanese firms to the appreciation of the yen—and to losing ground
to Chinese and Korean firms— was to invest heavily in R&D and fo-
cus on high-end, technology-intensive sectors. Japanese managers
thought that, because their firm’s products were expensive, the United
States and Europe would be the only potential markets. That is why
the Japanese economy is so dependent on the bubble consumers in
the United States. Toyota serves as a good example of this. It enor-
mously accelerated its production in the United States and it is the

reason why Toyota responded so late to changes in the market.

Another place where Korea suffered little and Japan suffered im-
mensely was in intermediate goods like machinery. In Korea’s case,
if demand for final goods rapidly decreases, it can adjust the in-
ventory by cutting imports. Japan, on the other hand, is exporting
both final goods to the mature market as well as providing inter-
mediate goods to major Asian countries. In the crisis, both sides of
exports were struggling in Japan. In other words, Japan was the final

anchor in the shrinkage of global demand.

Another issue was the quick decrease in consumption in Japan.
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The Japanese economy started to suffer from a deflationary spiral.
Japan is very dependent on the domestic market, depending on ex-
ports only one-fourth as much as Korea. The domestic market con-
tinues to shrink and that, of course, will put pressure on the profits
of Japanese firms. In terms of employment, major Japanese firms
have been radically adjusting employment in a similar fashion to
what happened in Korea during the IMF Crisis. That is another rea-
son why domestic consumption has not picked up — people fear the

possibility of becoming unemployed and worry about their retirement.

Lastly, there have been major changes in Japanese politics after
55 years. These changes can be likened to the crash of the Soviet
Union. The current decision-making process in the government is
very chaotic because the Liberal Democratic Party (LDP) system was
so entrenched. Japan is still probing for exits to get out of its current

situation, but no one knows which direction to take.

Korea— from my observation—is almost destined to suffer from
the roller coaster of financial crises. The crisis in Korea started with
its currency, as many people worried about the expanded property in-
vestment in Korea, which is reported to be related to the sub-prime
loans in the United States. Also, foreign banks and investors were
present. Because global capital is huge relative to domestic financial
assets, Korea is greatly influenced by the inflow and outflow of
capital. In Korea, crises seem to come mainly from the financial sec-
tor and not the real sector. In Korea’s real sector, energy efficiency
is still much worse than in Japan. So, hikes in the prices of energy

and resources always put pressure on Korea’s economy. Also, Korea
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initially suffered from falling exports, but it has recovered quite rap-
idly thanks to the swift response of large firms to the emerging
markets. The dark side of this is that the large firms are doing fine,
but the small firms remain in a fragile state. Thanks to the massive
adjustments a decade ago, the impact on employment seems quite mi-
nor in Korea compared to Japan. Yet, the labor market in Korea has
been quite stagnant. The market has been trying to become more
flexible, but growth without employment has been a feature of the
Korean economy since the first financial crisis. That is the main rea-
son that the impact on employment seems minor. The government
has always been desperate to aid the economy. This is especially true
as Korea faces a rising government debt and an aging society, which

will begin to place downward pressure on the Korean economy.

If we compare Japan and Korea in terms of global change, there
is a crucial difference. Korea has committed itself to following the
global economy while Japan is plagued with its Number 2 Economy
syndrome. That is, the Japanese government has never been very seri-

ous about FTAs and firms continue to stick to the domestic market.

Simply put, Japan is not ready for globalization. After the crisis
began, the Japanese yen nominally appreciated and firms rushed into
high value-added goods and hi-tech R&D. Korea was different with

its depreciated currency and its export drive to emerging markets.

With regards to the international financial order, Japan has the
largest amount of financial assets, but it is a follower in constructing

the architecture of the financial system. Japan remains calm and
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responsive. On the other hand, Korea seems to be much more
aggressive. It is chairing the G-20 Summit in November, and it will

be able to represent the voices of the smaller, open economies.

Japan has always been praised as being the most energy efficient
and as the country with the highest resource-saving productions. But
sometimes the Japanese even criticize themselves about this. A good
analogy of this is Yuna Kim and Mao Asada. Yuna Kim represents
a globalized model. She was trained in Canada, and her performance
fits into the newly established rules. That is why — by not taking too
much risk—she could perform much better than Mao Asada. Mao
Asada represents a very different character. A Russian coach trained
her, and these days the Russian style has become out-dated. This is
why Mao Asada is sticking to the triple axle, a technically difficult,
very risky jump. Mao Asada and her coach still think that as an ath-
lete she should perform the most difficult routine in order to get a
gold medal. This is just like Japanese firms. They stick to technology
to get an edge on their competition because most Japanese managers
in technology firms are engineers. They are taking a huge risk by
spending so much money on R&D. The Korean firm models are like
Yuna Kim. They do not spend nearly as much on R&D. They wait
to see if there is a huge market for a product and then if there is,
they rush into the market and make huge profits. Korea has a market
strategy with middle technology and that seems far more feasible

than the strategies put forth by Japanese firms.

The rapid recovery of the Korean economy is very obviously sup-

ported by the massive spending of the government. Figure 5 shows
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(Figure 5)
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fiscal spending for economic stimulus packages.

Korea is second only to Russia in total fiscal spending for eco-
nomic stimulus with 3.6% of GDP. Japan is far lower with around
2.4% of GDP. Also, when talking about interest rate cuts, Japan was
the lowest because its interest rates were already around zero percent.
Again, Korea was in a much better position because it was able to
drop its interest rates during the crisis.

Japan still thinks of itself as a big power, which is a serious
problem. Figure 6 compares the percentage of exports that are cov-
ered, or will be covered, by FTAs that have been signed, or are being

negotiated, by the two nations.

As the graph shows, if Korea ratifies all of its pacts—including
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(Figure 6)
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one with Japan which is currently being negotiated — 62.7% of its ex-
ports will be covered by FTAs. I think that this is the right direction
for Korea’s economy. Yet, Japan has been quite slow about negotiat-
ing FTAs and this is because of the domestic agricultural sector. This
has been a major issue for the LDP and even for the new Democratic
Party. With the ratification of Korea’s FTAs, Japan will not be able
to catch up to Korea’s speed in agricultural liberalization. As I said,
Korea is putting a lot of effort into catching up with the present third
generation of industrializers while Japan stays with the model of the
first generation. The illusion that high technology means power is
common among policymakers. On the other hand, Korea still worries
about its trade deficit with Japan. Many people still believe that
Korea needs to catch up to Japan and solve the trade deficit. These

ideas are wrong and outdated.

Korea’s leading firms have clear priorities with segmentation and
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concentration in markets while Japanese firms do not have clear
priorities. From the government to leading firms, no one can easily
get out of this Baramaki situation. (Literally translated as “rose strew-
ing”, baramaki is similar to pork-barreling, where the government
spends heavily on public works to win votes.) It is difficult in Japan
to cut out something or to concentrate on one thing. This is why the
speed is very slow in Japan and the results are never clear. Korean

firms benefit from their speedy decision making process, partially

thanks to family-business structures.

(Figure 7)
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Figure 7 compares Japan and Korea in terms of productivity
change. The upper line, marked with squares, represents Samsung

and LG and the lower line, marked with diamonds, consists of Sony

and nine other Japanese electronics firms.
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As Figure 7 shows, Japan has been very flat, but Korea’s pro-
ductivity change has risen quite rapidly since 1996. Table 1 supports
this, showing Korea’s major products, and their market share, which
has been steadily increasing. The global market shares in DRAM,
mobile phones, automobiles, and TVs have all gone up tremendously
since 2005.

(Table 1)
Global Market Share of Korea's Major Products
(Unit: %)
2005 2006 2007 2008 2009
DRAM 47.3 448 49.0 49.6 61.0
Mobile Phone 194 18.1 20.7 245 30.6
Automobile 43 45 4.8 51 7.3
Shipbuilding 35.6 35.2 35.6 33.8 344
TV 19.6 24.3 28.2 33.7 36.1

Note: 1. Figures for 2009 are estimates by Samsung Ecomomic Research Institute

2. For Automobile, figures are market share for U.S. 2009 figures based on
January through October

Source: Korea Automobile Manufacturers Association and the Korea Shipbuilders’

Association

Finally, I would like to add that the Japanese and Korean markets
are already integrated in some sense. Even though Korean firms are
outperforming Japanese firms, the macroeconomic structures between
the two have not changed a lot. Still Japan is providing a lot of capi-
tal and intermediate goods to Korean exporters. Many people criticize
it, but I think that is the reason why leading Korean firms have been
able to gain huge profits—they do not invest in unproductive sectors.

Japan cannot stop it because of the Baramaki and the emphasis on
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having a harmonious society. When Korea’s firms were performing
significantly poorer than Japanese firms, Korea could claim that it
had not yet caught up to Japan. But now, things have changed
significantly. Japan is no longer dominating, and Korea is a strong

competitor.

Since the Lee Myung-Bak administration took office, Korea has
become very vulnerable to the fluctuation of currencies. Countries
have to take currency stabilization seriously, but it is not an easy
challenge. In terms of employment, Japan and Korea need to make
more of an effort in upgrading the service sector instead of the manu-
facturing sector because the manufacturing sector is already
globalized. The service sector is the only sector that has room for im-
proving productivity, which will, in turn, increase job employment in
things like tourism, culture, education, finance, and logistics. In these
service industries geography is important because Japan and Korea
are eternal neighbors. Therefore, the movement of people is natural

between the two.

To conclude, Korea outperforms Japan for several reasons. First,
Korea is more competitive in emerging markets and in the global-
ization model. In some sense, Korea and Japan are in the middle of
a seesaw game. Japan has scattered all of its precious managerial re-
sources into R&D without prudent analysis. It is a big risk. Also,
heavily investing in R&D, which does not directly help profits, puts

more budgetary constraints on other departments like marketing.

Also, Japan is providing very talented people to the whole world—
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and especially to Korea due to the similarity of the industrial struc-
tures of the two nations. I have noticed that Samsung has been great-

ly aided by hiring Japan’s recently laid off workers.

Korea is the opposite. Product development is based on the
customer. Also, Korean firms— with their intensive marketing and ad-
vertising in emerging markets —have been successful. Korean firms
are sometimes very venturous about mass production and that can

lead to profit gains, better patents, and better human resources.

Japanese small and medium-sized firms specializing in high qual-
ity intermediate goods at cheap prices are contributing to Korea’s
great success. Because the two nations have different priorities, I
think Korea’s foundation for growth has now become very well es-
tablished due to the failed response by Japanese firms. Japan is laid
back about the economic power paradigm, its FTA negotiations are
moving very slowly, and its anti-globalization emotions are driving
the vested political interests of the politicians. I am very pessimistic
about Japan’s response to globalization and optimistic about Korea’s

response.

Of course, Korea screamed about globalization too during the Roh
Moo-Hyun administration. Now, Korea’s political cycle seems to be
very different from Japan’s. Also, Korea’s political vested interest in
the domestic market, except for real estate, is much smaller and less
established than Japan’s. Japan needs a more consistent and compre-
hensive globalization strategy, and it needs a stronger sense of

urgency. Korea probably needs a risk averse benchmarking target,
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and Japan can no longer be reliable. It needs to stand on its own feet
by taking more risks. After all, if there is no investment into original
products and others’ inventions are just followed, a poor image might
be established. Being a small country, Korea also needs an anchoring
market, an institutional mechanism to balance against the instability

that can be brought on by globalization

Japan and Korea actually have a good combination of interests
which could provide the foundation to establish a new partnership.
Deep market integration can be a good rationale, starting from fi-
nance standardization, and the mutual recognition of the importance
of human capital because we are both confronting the issue of aging
populations. Because the model has changed, industrial accumulation
is very important. From Kyushu to the Ulsan area, the automobile in-
dustry cluster is the biggest in the world. If Japan and Korea work
together, I think the accumulative effect will prove successful. The
two nations will likely have to alter their values regarding pro-
ductivity-based growth and job creation as both are affected by global
competition. So the strategy should be to optimize the commonalities
between the two nations and to keep in mind the fact that Japan and

Korea are eternal neighbors.

The conclusion of today’s talk is rooted in three realities. First,
the world is a multi-polarizing world with the emerging markets.
Japan and Korea have to adapt to this reality. Second, a new in-
dustrial paradigm has emerged. Third, Japan and Korea are moving
in a seesaw motion with their markets already quite integrated. Korea

outperforms Japan in the first and second realities and this is partially
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due to the third reality—the seesaw. Considering these points,
Japan-Korea integration should be revised based on their common
agendas in areas like finance, the environment, and logistics. The cru-
cial framework to start with is that Japan should realize that it is not
a superpower anymore, and Korea needs to understand that region-

alism will complement globalism.
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Questions & Answers

Q | am the Brazilain ambassador to Korea and am probably only per-
son here from a developing economy. To me, you are all from advanced
countries. Dr. Fukagawa, you, made a very comprehensive exposition but
you did not mention one aspect of the world economy, agriculture. | am
a simple man, not an economist. The term economy comes from the
Greek word ekos which means house. In the house you have to eat and
I do not understand how you can discuss the world economy without
eating. You have been talking about competitiveness and advances in
technology. What are people going to eat? The population is growing but
the food is not. | am not Malthusian, but | am worried about that. Then
you talk about protectionism. Japan, Korea, and Asia at large cannot
stand for protectionism. They want to sell TVs, computers, and cell phones,
but they are very protectionist about agricultural products. They do not
want to import food like rice and beef. | think that economics nowadays
is a little bit distorted and the theories of capital, labor, and markets are
products of the 18th century. This is very old. If you are talking about glob-
alization, you have to consider everything. Tomorrow you will not be able
to eat microchips; you will need corn, wheat, and soybeans. | suppose
everyone here is from industry, not agriculture. So, what are we talking
about? We are forgetting the fundamentals. We have to eat and we have
to drink. All the water and food are in the third world. You cannot, sell mi-
crochips and not import food because civilization might destroy itself
through the process.

A Food is the most basic and probably the last thing that anyone
wants to give up. Most Asian countries — including China if you look
at it on a per capita basis — are resource poor countries and know the
importance of agriculture. At the same time, we are very worried about
the future of our food because of that. That is why many Korean and



Japan and Korea in Globalization and its Backlash 37

Japanese firms have invested heavily into Brazil and other agricultur-
ally resource rich countries like some of the former Soviet Union

countries.

One of the most fashionable recent businesses in Japan is the wa-
ter business because Japan is worried about the sustainability of water
resources. This is also why Japan is investing so much into environ-
mental technologies. I think that Asian countries have room to coop-
erate with the big emerging markets that have rich natural resources
to make our environment more sustainable. I think that Japan is, at
least, heading in that direction. Japan is being criticized by European
countries for tuna fishing, but recently Japan has found new ways to
cultivate tuna to help sustain that resource. Again R&D is really im-
portant and can aid in this process. So there is reason to be optimistic

about the wisdom of mankind.

Q My question is not directly related to today’s topic. Since Prime
Minister Hatoyama came to office some anti-American policies have
been passed. One reason for this might come from his family history. His
grandfather was a Prime Minister as well and served in the Diet at the end
of WWII. Around that time his grandfather wrote a column labeling
General MacArthur a war criminal. Subsequently, he was banned from
paricipating in politics because of column, and possibly this sparked his
anti-American sentiment. My guess is that Prime Minister Hatoyama'’s back-
ground influences his political and economic policies. Would you mind
sharing your opinion on this matter?

A Prime Minister Yukio Hatoyama family history is certainly in-

teresting, but he is trying to balance Japan’s relationship with the
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United States and Japan’s relationship with the rest of the world.
Because former Prime Minister Koizumi was strongly committed to
the U.S.-Japan alliance, Hatoyama has been consistently rejecting U.S.
policies. He has also been promoting the Asian community and shak-
ing hands with neighbors. At the same time, he is an idealist, not a
realist. His family translated a very famous book about European in-
tegration, and he himself seems very attracted to this type of in-
tegration idea. With the economic gloom in Japan, the business com-
munity appears to be supporting his Asia-focused attitude. Bureaucrats
are probably threatened by their Korean counterparts’ attention to
FTAs, so they are supporting Hatoyama’s ideas as well. The idea of
having an East Asian community is a mixture of the interests of the

business community, the bureaucrats, and Hatoyama’s family.

As for Toyota, I think many Japanese feel that it is being used
as a scapegoat for the deteriorating relationship between the United
States and Japan. Also, American politicians have been aggressive
about playing up the failures of Toyota. It is true that Toyota made
a big mistake by responding so slowly. That said, it is also interesting
that the irritated U.S. security lobbyists have exacerbated what has
been going on with Toyota. The issues involving Toyota and the
U.S.-Japan alliance seem to have become synchronized in some

sense.

Q Wil globalization be easier for some countries and more difficult for
others? How about Korea and Japan?

A Yes, because a country like Singapore has an open economy,
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the globalization process will be easiest. Singapore has much to gain
and little to loose in the process. Korea is also moving in this direc-
tion by investing handsomely in English education. This has already
proven helpful. On the other hand, the language barrier still exists in
Japan. Furthermore, as I discussed in my presentation, Japan’s belief
that it is the second largest economy is debilitating for its economy.

It needs to adapt and follow global trends.

Q You dlready mentioned that Korea and Japan are already in-
tegrated in many respects, but | believe that integration is not that well
established between companies. Although | believe that Japanese firms
consider Chinese companies a threat, we hear talk on the news about
M&As between Japanese and Chinese firms. Would you elaborate on this
point? Also, in your opinion, why do you think Korean companies do not
acquire Japanese or Chinese companies?

A Especially among the older generation there are negative feel-
ings when Chinese firms try to take over Japanese firms through
mergers and acquisitions. Generally though, business transactions with
China do not provoke emotional responses like candlelight vigils.
People do not pay too much attention to the ownership and control-
ling managers of a company as long as employment is maintained.
So if there is no massive restructuring or a large number of re-
dundancies made, Japanese society does not frown on M&A activities

by foreign companies.

The reason why there are not that many cases of M&As with

Korean firms is because it belongs to the first generation of indus-
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trialization. We have negative feelings about M&A activities. Chinese
firms have money, but besides a few cases — like the takeover of IBM
personal computers —they have not been very successful so far. In
terms of Korea and Japan, frankly speaking, we are very closed
societies. Even though Korea might be desperate, and is leading
Chinese firms in terms of diversity management, the decision-making
process is very inward looking. Also, using non-Korean people and

different managerial resources are difficult for both parties.

China is, in some sense, different from Japan and Korea partially
because it easily adapted to M&A activities. China has been influ-
enced by the current globalization period. It learned about capitalism
in a 21" century context while Japan and Korea learned about capital-
ism in a 20" or 19" century context. That is why China seems fairly
easy going about M&A. Japan and Korea are conservative not only
about accepting M&As but also acquiring other companies. 1 think

that the historical background is a crucial difference.
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Policy Response to the Crisis

Fiscal Spending for E ic Stimulus Policy Rate Cuts of Major Countries
Russia  eocss—n 3 ] [ -40 - Japan
Kores Ee—————0
Saudi Arabia EEEE—— 3 3 -150 B ndonesia
China — 3.1
South Africa EEE—— 3 -1S0 M Mexico
Austria EE——— 2O
Japan — 2 A4 -175 —— US
[SEE=——————) { .
-276 P
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e — -250 N 6razi
Germany | 16 Rz
Mexico jmmmmmn 15 -250 N Canada
Argentina m——— 15
Indonesia 14 -275 I Euro Zone
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France jmmm 07 -3 T Kores
India m=m 06 .
Brazil jmm 05 0 el India
haly =02 - -100 G A ustiala
Developed Country s 19 -A5) (e UK
Average mE—— | L ]
0 1 2 3 4 S -550 -350 -150

Note: Percentage In terms of 2007 GDP.
Source: Intemational Monetary Fund and International Ananclal Center.
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Change in Productivity—Japan vs. Korea

J(Sony, 9)
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(E 1)
Global Market Share of Korea's Major Products
(Unit: %)
2005 2006 2007 2008 2009
DRAM 47.3 44.8 49.0 49.6 61.0
Mobile Phone 19.4 18.1 20.7 245 30.6
Automobile 43 45 48 5.1 7.3
Shipbuilding 35.6 35.2 35.6 33.8 344
% 19.6 243 28.2 33.7 36.1

Note: 1. Figures for 2009 are estimates by Samsung Ecomomic Research Institute

2. For Automobile, figures are market share for U.S. 2009 figures based on
January through October

Source: Korea Automobile Manufacturers Association and the Korea Shipbuilders’

Association
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An Overview of China:
Economic Prospects and Challenges”

Danny Leipziger

I think it is no exaggeration to say —as I have spent a number of
decades examining and benefitting from the experience of Korea—
that Korea has been very good for my career at the World Bank.
However, I was asked to speak about China today —a topic on every-

one’s mind. Let me start by highlighting some basic points.

In the world’s worst economic crisis since the Great Depression,
China’s economy still managed to grow 8.7% in 2009. This is in
stark contrast to negative growth rates in other parts of the world.
In the first quarter of 2010 —on an annualized rate — China is growing
close to 12%, which I believe creates the danger of overheating as
double digit growth is very hard to sustain. At the same time, the
composition of growth changed during this crisis due to the very
large fiscal stimulus package instituted by the Chinese authorities to
make up for the fact that exports were clearly lagging. There was also
a change in the composition of demand in the 2008 to 2009 period.
In the last year alone housing prices rose substantially —almost 12%
nationwide and 32% in the 36 largest cities. This is obviously why

there is concern about a real estate bubble. The exchange rate has—

* Transcript of a speech given at the IGE/Prudential International Finance Lecture
on Tuesday, May 18, 2010.
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since the end of 2008 — been re-pegged to the dollar. After some ap-
preciation over the previous period, the Chinese authorities obviously
felt that in this crisis they did not want the exchange rate to continue
to appreciate. This is a controversial topic, and I will come back to

it in a moment.

The external picture for China is quite mixed. Although exports
dropped precipitously in the second half of 2008 and early 2009 this
was quickly reversed. There were very few countries that— other than
Korea—have experienced this V-shaped recovery that is written
about in text books. At the same time, the trade surplus has dropped
from a high of nearly 10% of GDP to 5% in 2009. This is the good
news. The bad news for those that are concerned about imbalances
is that a 5% of GDP surplus is still quite substantial. This has led
to an increase in foreign reserves —known to be roughly $2.5 trillion
at the moment. As exports declined—and then began to recover—
there was a shift in composition which saw exports drop from about
40% of GDP earlier in this decade to 27% with a commensurate in-

crease in government investment.

In Figure 1 there is only one line that I find particularly interest-
ing, and that is the calculation of the output gap — the difference be-
tween where the economy is performing and what the potential
growth rate is. I will come back later to the fact that I am not a great
fan of calculations of potential growth rates. This is not because they
are done by my former sister institution, the IMF, but because I do
not believe all the factors in the potential growth rate calculation are

immutable. That is, that they are not subject to policy change. The
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interesting point is that in 2009 and 2010, and in the forecast for
2011 as well, China’s economy is basically operating at its full
potential. There is no output gap according to these calculations. One
has to wonder how long an economy can produce that potential
growth rate without inflation taking hold. An honest assessment of
China’s prospects in the next few years has to be rather positive be-
cause global exports have recovered, consumption is stable, and this
will allow the government to reduce its fiscal stimulus. The stimulus

in China has been reported to be close to 6% of GDP, although only

(Figure 1)
China: Main Economic Indicators
(percent change, unless otherwise indicated)
2006 2007 2008 2009 2010f 2011 f

The real economy

Real GDP 116 129 96 87 95 8.7

Domestic demand 1/ 8.7 107 9.4 138 9.7 86
Consumption 1/ 84 10.1 8.8 9.7 96 9.1
Gross capital formation 1/ 1 114 10.2 183 9.7 82

Contribution to GDP growth (pp)

Domestic demand ¥/ 9.4 10.4 88 12.7 8.1 83
Net exports 1/ 22 26 08 -3.9 0.4 05

Contribution net exports (WB, pp) 2/ 38 a4 18 4.8 0.4 05

Exports (goods and services) 2/ 238 199 86 -10.6 14.7 9.4

Imports (goods and services) 2/ 159 141 5.1 39 16.4 92

Potential GDP growth 105 104 10.1 104 9.3 87

Output gap (pp) 00 25 2.1 0.4 0.6 06

CPI increases (period average) (%) 15 48 59 08 3.7 28

GDP ceflator 36 75 11.4 -2.1 27 26

External terms of trade -08 -0.9 -4.3 B6 -29 -0.1

Fiscal accounts (percent of GDP)

Budget balance 3/ -08 06 0.4 -28 -28
Revenues 183 199 19.5 206 19.6
Expenditures 19.1 193 19.9 234 224

External account (USS$ billions)

Current account balance (USS bin) 250 3r2 426 284 304 341

As share of GDP (%) 9.4 11.0 94 58 55 54

Foreign exchange reserves (USS bin) 1066 1528 1850 2400 2818 3289

Other

Broad money growth (M2}, e-o-p (%) 16.9 16.7 178 27.0 17.0

Sources: NBS, PBC, Ministry of Finance, and slaff estimates.

1/ WB estimations using data on contribution to growth (Tabile 2-20 in China Statistical Yearbook).

2/ WB staff estimates based on trade data for goods from the Custorn Administration,

adjusted for estimated difference in price development for services trade.

3/ For 2009 and 2010 this is the commitment data presented to the NPC
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about half of that can be found in the fiscal account. In other words,
half of the stimulus package was financed off the balance sheet of

the central government through the banking sector.

The labor market is the major preoccupation in China and the rea-
son why the exchange rate has not been allowed to find its natural
price. Despite some initial increases in unemployment, the domestic
stimulus — which largely substituted government demand in infra-

structure for exports —has absorbed a fair amount of the labor.

Let’s turn to inflation expectations. If one looks at the double digit
growth in early 2010, as well as the appreciation in housing, it is rea-
sonable to begin to worry about inflation— particularly if this were
not China. China has some mechanisms to enable it to deal with in-
flation the way market economies obviously would not. But one
would think that under those circumstances tighter monetary policy
and exchange rate appreciation would be the right combination of
tools to deal with inflationary expectations. I will come back to that
later. So as I said, China is operating close to its growth potential
while in the United States the economy is operating 5% below its

potential.

Figure 2 presents a very dramatic picture of potential growth rates
for the United States, Japan, and Germany. For all of the major
economies it only gets back to its potential growth rate trend by
about 2014. It gets closer in 2012, where it is only 1 to 2 points be-
low potential, but this is in contrast with China which is operating

close to its potential and gives some idea as to why people have been
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(Figure 2)

Output Gap in Percent of GDP
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relying on Chinese demand.

The graph on the left in Figure 3 plots what has happened to pri-
vate consumption and fixed investment over the last 25 years. In gen-
eral, consumption was coming down prior to the crisis, and fixed in-
vestment was increasing. The trend of consumption in the 2008~2010
period is basically flat in China, and exports obviously fell. The piece
of aggregate demand that was missing was taken up by government
spending. On the right is the percentage of GDP that is accounted
for by the service sector compared to the log of GDP. While it is
natural that the service sector will grow, China is significantly below

trend among the 100 countries represented in Figure 3.

Another imbalance, if it can be put that way, is the location of
GDP production. No one says that there should not be growth poles,

or centers of growth but— as illustrated geographically by the size of
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(Figure 3)

Rebalancing the Economy Towards Consumption and Services
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the circles in Figure 4— GDP is largely produced by coastal provinces.
This is not news to anyone working in China, but it is useful to see
a map of the entire country and realize that this is at the heart of
a lot of the transition problems that the country has faced. First, hun-
dreds of millions of people are coming from rural areas to the coast
for employment. There are also very large income disparities between
urban and rural and between the major growth poles and the poorer
parts of the country. This is not an issue for short-term economic
management, but it clearly is an issue for longer-term economic

management.

Coming into 2010, the government’s policy stance has been to
keep the economy on as high a growth path as possible — especially
after pulling out all the stops in 2009. I already said that on the fiscal

side—even though the numbers show a 5.8% fiscal stimulus— the fis-
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(Figure 4)

GDP Production by Province

]
/ N \

cal deficit is about half of that. Nonetheless, there was a tremendous
fiscal effort which was matched by very loose credit. A 30% growth
in credit in 2009 would make even Alan Greenspan look like a con-
servative on monetary policy. Although this year China says that
credit will rise about 18%, it has also instituted some measures to
reign in credit—be it on reserve requirements of banks or curbs on
second or even third home ownership. Obviously, China has some
means at its disposal that are not in the classic text book of central
banks, but some monetary tightening can be expected. At the same
time, the fiscal stance will remain stable, and the deficit is still in
the manageable range although there are problems reported at the lo-

cal government level.

In China local governments are able to create state enterprises at

the local level by either mortgaging land, selling it, or borrowing
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from the local bank. This means that local governments were able to
live beyond their means. Of course, this is fine when interest rates
are low, but it can become a problem when interest rates start to rise.
So this is something that is on the horizon. As I said, the current ac-
count surplus is now only 5% of GDP, but even 5% is a problem
when the world is trying to recover from this deep recession. I think
it is the same concern one might have about the Eurozone — forget-
ting about exchange rates for the moment — where there is a country
like Germany which has a large surplus. Even in that grouping, very
large surpluses imply large deficits on the parts of others, and if they
do not have the fiscal position to sustain it the problem of twin defi-
cits—which characterized the U.S. economy going into this recession—
becomes an issue. In the medium term the challenges facing China
are to rebalance, with the sources of growth coming increasingly from
domestic consumption, without triggering further inflationary expec-
tations. | think it is remarkable that with the growth rates being in
the 9% to 10% range there has not been— except in the housing mar-
ket — widespread inflation. There may be various explanations for this,

but I would be surprised if inflationary pressure did not continue.

The second medium-term challenge is spatial inequalities because
this affects jobs, migration, congestion, and harmony—one of the
stated goals of the 11" Five Year Plan. Looking at Figure 4, it is hard
to see a harmonious society with such large inequalities. I think a
challenge that China itself has identified based on growth accounting
is the need to increase the efficiency of public investment, partic-
ularly now that it has received this large jolt, and the need to see

increases in total factor productivity (TFP). TFP is much easier to
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raise in manufacturing than in services, and we see that in Korea. As
it makes this transition to a larger service economy — although China
is many decades behind Korea— it will also face the problem of low-
er TFP. There will be issues of economic wealth which will begin
to dominate the interest of the population. Obviously, China has the
political means to suppress that at the moment but, just as in the
OECD countries and elsewhere, there are new concepts about eco-
nomic welfare. This includes the economics of happiness and a num-
ber of other variations on the welfare theme. I do not think the
Chinese population will be immune to these pressures, and at the
same time the government will eventually have to review its own role
as it inevitably will have to step back from some economic decision
making. It will have to create either the institutions or mechanisms
to allow markets to work but not allow them to misbehave. So we
have learned a lot in this last crisis. If anyone saw the book by
Akerlof and Schiller, entitled Animal Spirits (Princeton University
Press, 2009), it recounts hundreds of years of the economic thinking
that markets should not be left unattended, but I will leave that for

the question and answer session.

Let’s take a look at China from a few different angles. Figure 5
shows tertiary education percentages for a number of East Asian

countries, with China ranking between Indonesia and the Philippines.

I also like this chart because it shows Korea versus the OECD
average. Korea—like in ice skating — outperforms many other countries.
We can also look at how countries do in terms of innovation. I am

not a huge fan of the use of the number of patents to measure in-
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novation, but it is a commonly used measure. The United States,
Singapore, Japan, and Korea have much more going on in terms of
patents and innovation than does the average nation. This is only in-
teresting when contrasted with countries like China, and some other
East Asian nations, that are a bit behind the average in terms of pat-
ents and innovation. This helps to explain China’s thirst for technol-
ogy and access to that technology. Someone asked me how Korea
should feel about China wanting access to all of Korea’s R&D and
technology. My off-the-cuff response was that the shoe is now on the
other foot, and Korea now understands how Japan felt when Korea

was chasing it.

(Figure 5)

Access to tertiary education in developing East Asia

(tertiary gross enrolment rate, in percent)

Cambodia
Vietnam
Lao
Indonesia
China
Philippines
Malaysia
Hong Kong, China
Mongolia
Japan
Korea

EAP Average
OECD Average L

0 20 40 60 80 100

Let me now turn to the long-term. As I said, China lags far behind

in certain aspects of education that are extremely important for the
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service economy. High productivity in the service economy is not at-
tainable with such a low level of tertiary education. There are also
going to be issues of healthcare. As it turns out, the allocations — pub-
lic monies that go to hospitals —in China are based on a formula of
which the major variable is how many pharmaceuticals that hospital
dispenses. That, multiplied by some number, gives the allocation of
resources for the hospital. That is not a good way to do health care —
unless one happens to be in the pharmaceutical business —and it will
eventually start to cost increasingly more. Moreover, the quality of

care is not high.

As I said, China lags in the field of innovation although it has
been very successful in aspects of industrial policy. One has to be
very clear that China’s planning has been very good. Go to Shanghai
and look at the model of the city where small Legos show what will
be built in the next five or ten years. Obviously, China is thinking
ahead. Of course, the building of new cities and ports becomes much
easier when properly financed, and inconveniences like hurdle rates
and the costs of capital do not have to be dealt with. But I think an
honest assessment would be that China has been very effective, and

presumably it will continue to be so.

Nevertheless, the society is aging, and as the population levels off
this will create problems for China and other nations going through
the same experience. There were reports in the news in the last few
days about how the Japanese are going to deal with the shortage of
labor by using robots. The Japanese public feels more comfortable

with robots than they do with immigrants, which is an interesting so-
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ciological observation. Anyway, whether it was the one child policy
or just normal economic growth, there is a pyramid that is going to
change shape in China. There will be a smaller percentage of the

population needing to support a larger percentage of the population.

The pension system is not quite up to standard yet. There are is-
sues of portability. If a person moves from one part of China to an-
other can the pension be taken along? These are big issues. I men-
tioned climate change as being a longer term challenge. Not because
the global pressure is going to get to China—1I think China is rather
immune to it—but it is realizing on its own that not dealing with cli-
mate change issues is going to be more costly in the long term. So
it is in its economic interest to deal with it sooner rather than later

as eventually the clean-up costs will be higher.

Regarding international factors that affect China, I am in the camp
that feels China was given a free pass on the exchange rate, but that
free pass seems to be eroding. In the last year we have had world
leaders from Europe, the head of the IMF, and many others mention-
ing to China that its exchange rate is out of line. But—as in most
issues of economic policy — I think China will deal with it because
it 1s in its interest. There are good reasons to support the gradual ap-
preciation of the exchange rate. First, inflationary pressure will be
abated. Second, domestic consumption will increase. Those are two
issues that are in China’s national economic interest. Obviously,
China does not want the exchange rate to affect exports, but I think
China’s competitive advantage in some of areas is significant already.

Increases in productivity can make up for changes in the exchange



An Overview of China: Economic Prospects and Challenges 81

rate. So as I say, this will help consumers to gain and will reduce
inflationary pressure. I also happen to be one of those contrarians
who is not yet willing to entrust the world economy to one of the
new entrants. Let’s remember that China’s economy is $4.2 trillion
compared to a global GDP of $60 trillion— with the United States
somewhere about $14 trillion. While China is extremely important
because of its impact on global growth, its demand for natural re-
sources, its huge stock of reserves, and a very high carbon-intensive
growth path, let’s also look at 4 versus 60. The level of reserves will
be about $2.8 trillion by the end of this year, and that is in a country
with a per capita income of approximately $4,000. That is $2,000 per
head — or half a year’s earnings —that every Chinese citizen has sit-
ting in the central bank of China. That is a fairly large number. If
it were put to referendum, which obviously it would not be, I would

expect the Chinese public to prefer to spend some of that money.

What can China learn from The Korean experience? First, China
can learn that the exchange rate is only one of the tools of national
economic policy. Korea was always conscious of the competitiveness
of the exchange rate, but it never allowed it to be so far out of line
that it either caused international difficulties or allowed policy makers
to forget other important aspects of economic policy. Second, the
transition to a more balanced economy favoring consumption can be
successfully navigated, but in my view it requires a strong and safe
financial sector. When people ask me how Korea made this transition
to encourage more consumption my answer is usually two words:
credit cards. I think a brief walk around Myeong-dong is illustrative

of how that transition occurred. More seriously, I think if the Chinese



82 Danny Leipziger

public is to increase consumption beyond the speculation in housing,
a prerequisite is to deal with the financial sector so there will not be
difficulty in the future. It obviously requires effective regulation be-
cause the capital account is not open in China, and the exchange rate
is not flexible. So when the capital account is opened, and the ex-
change rate becomes more flexible, those changes need to be pre-
ceded by some regulatory changes. As I have mentioned already, the
importance of the service sector highlights the area of education and
the knowledge economy. In some parts of the world this is just a
catch phrase, but in Korea— apart from renaming the ministry — it has

been a very clear agenda item for the government.

For Korea, there are implications as China’s economy moves
forward. I think that China plays an interesting role as a hugely im-
portant market, but also as a strategic competitor. What that means
for the way in which companies operate in China differs by sector
and corporation. I read a lot about joint ventures in China, and while
I do not know if these joint ventures are hugely profitable, it is clear
that everyone wants to have a foot hold. I do know that for American
companies it is a mixed picture. I think technology is obviously the
key determinant of competitiveness. Korea is spending a lot on R&D
and it is trying to identify future industries. It is interesting that in
the 1980s Korea was largely criticized for the heavy chemical in-
dustry experience but, while it was a mixed outcome at the end, with-
out that experience some of the large corporations that are currently
experiencing success in the international market would not exist.
Industrial policy does still exist, but fortunately it is not connected

to a repressed financial sector. It is not that subsidized credit has dis-
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appeared, but there is this very interesting—and in my view pro-
ductive — relationship between government and business in identify-
ing sectors that may be competitive in the future based on
technology. Technology has aspects of a public good which makes
it amenable to public policy if done in the right way. I think Korea’s
three leg policy of exporting to the United States, the Eurozone, and
China was obviously sound and successful. At least one of those
three markets was functioning fairly well over the last two years

which helped Korea’s V-shaped recovery.

Recently there have been some editorials — including one by my
former boss, the president of the World Bank —about how the world
is now a G-2 world. He did not ask me before he wrote that editorial,
and I do not think he would have changed his mind, but I happen
to think that this is wrong. I think that China is still an emerging
economy, and its goals are still quite dissimilar from the OECD
countries. Although it is growing faster than others it is not on par,
and public demand — once it is allowed — will create policy trade-offs
and inconveniences that the current government is spared. The preva-
lence of market interference — whether in the form of Google and in-
tellectual property or in other areas —makes China a less reliable eco-
nomic partner. One does not need to look at the Doing Business sur-
veys to discover this. It is obvious. I do not think that global con-
cerns are yet sufficiently high up in the list of priorities for China,
but that will change, which brings me to the last thing I would like

to cover today—the future pace of globalization.

Recently, one of the final volumes of the Growth Commission—
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on which I served along with Han Duk-Soo and a number of other
senior policy makers from around the world—was issued. The first
report was issued in May of 2008, which was not the best of timing,
and the second report was issued in October of 2009, after the crisis.
All of the reports looked at the major drivers of growth historically,
what do policy makers think of those drivers, and what do policy
makers advise. As part of the last round of analysis we had a number
of conferences with many of the names regularly seen in the
Financial Times and elsewhere discussing what globalization might
look like in the future. Some of these papers are compiled in this
book that Professor Michael Spence and I put out. I think it is fair
to say that going forward we expect global growth will be lower and
below its potential for a number of years, and this will raise concerns
about jobs, distribution, and fairness. In many countries the commit-
ment to the open trading system will be challenged, particularly
where domestic unemployment rates are high and where the dis-
tribution of income has become rather unequal like the United States
—in which the distribution of income has gotten successively worse
over the last 15 years, the distribution of wealth is even more
skewed, and the average worker has not seen an increase in real in-
come since the early 1990s. This will have implications for the future
of globalization. Industrial policies, however they are referred to, will

become more prevalent in political economies.

As I alluded to before, there was criticism of industrial policy in
the 1980s, but there was a reassessment in the 1990s. 1, along with
Dani Rodrik and a few others, was open-minded to industrial policy

if done in a smart way. I now think that the pendulum is swinging
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in that direction. There are many European countries looking at as-
pects of, what we would call, industrial policy. As I said, there is
a difference between industrial policy where credit is controlled and
provided at subsidized rates, and saying electric cars may be a good
idea and the government— in partnership with business in such a way
that business bears the risk — puts money toward R&D that could help
solve the technological problems. Then, if electric cars fail, it is a
company failure and not a government failure. Nevertheless, in-
dustrial policy is not the dirty word that it was a decade or two ago.
As I said, the nexus between government and business needs to work.
Some countries have been successful, many of them in East Asia, but
also in parts of Europe even though it is less well-known. I think
Finland has had a very strong industrial policy, and as long as in-
dustrial policy revolves around science and technology areas—and is
well-constructed — one can make an argument in favor of it. In the
end, I think the pendulum has shifted towards the East Asian way
of doing things.

My final thoughts will be on Korea’s economy, on which I am
optimistic. I think that the management of the crisis has been exem-
plary, both in terms of the stimulus package as well as monetary
policy. It was done in text book fashion, and has led to a V-shaped
recovery. The monetary quantitative easing that took place can be
easily reversed. I think the green growth agenda, quite apart from
politics, was a very smart way to package the fiscal stimulus. I think
the big issues in fiscal stimulus discussions were on how to spend
the money. In the United States there was a big debate whether it

should be tax reduction or expenditures. Then, even within ex-
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penditures, because of their long lead times, should all of the bridges
just be repainted? That is a fiscal stimulus as it creates employment
and is probably a good thing, but it does not have a huge rate of
return. So the green growth agenda has worked very successfully in
Korea. I say this because I am here with 20 George Washington
University MBA candidates looking at green technology areas. I
think this is a good combination of fiscal stimulus with smart policy
going forward, particularly since the green technology is centered on
exports. I think in terms of the short-term Korea gets an A, and in
the medium-term things are very wisely put together. For the

long-term let’s return to potential growth rate calculations.

Prior to the crisis, the IMF had done some potential growth rate
calculations for Korea, and it showed that over the long-term the
growth rate would decline to a rather low number, particularly for
East Asian standards. A year or so ago a colleague and I took a look
at those calculations!), and we found that there were three factors that
could affect Korea’s long-term potential growth rate in a significant
way. By significant I mean raising it by two percentage points in the
theoretical models if everything was done. The first factor was retire-
ment age. Given demographics, Korea cannot afford to have people
retire at 55 if they are going to live until age 80. For 25 years some-
one else has to pay for them. So this is an issue given the size of
the labor force. Second, female labor force participation has a long

way to go in Korea. It is below Japan and way below the OECD

1) Ianchovichina, Elina and Danny Leipziger (2008). How can Korea Raise its
Future Potential Growth Rate? World Economics. Vol. 9 No. 4. October ~
December 2008.
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average. Currently, women are getting into the labor force at junior
levels with greater ease, but I do not see that many vice ministers
of finance or trade who are women. I think there are obviously social
and other issues to be dealt with, but unless Korea wants robots,
Korean women would be much better in the labor force. Finally, TFP
in the service sector needs to be dealt with. So we made adjustments
on these three things. We brought TFP up to the levels close to the
TFP that is seen in manufacturing, we brought the female labor par-
ticipation rate up to Japan’s rate, and we changed the retirement age
from 55 to 62. With these changes the potential growth rate can be
significantly affected.

Finally, Korea has an opportunity to assert itself globally using the
G-20 to its advantage. It should not just be a one-off leadership
position. There is some debate about whether every country in the
G-20 merits membership, but Korea certainly does, and so it has op-
portunities for leadership. Many still see Korea as a much more reli-
able partner than China. It may be a much smaller market, but it is

a much more predictable and open one. Thank you for your attention.
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Questions & Answers

Q It was mentioned that China’s stimulus was 6% but balance sheets
only showed about 3%. Would you please highlight the connection be-
tween the two? Also, it was mentioned that in 2009 credit growth in China
was 30%. At this time, China was already under the policy of credit
tightening. | would like to know how and why the policy of tightening cre-
ated a 30% expansion of credit. Finally, it was mentioned that the pendu-
lum in industry policy is now swinging back to be more in favor of in-
dustrial policy. This is very interesting in light of the fact that Japan was
very famous for Japan, Inc., when the entire country was under industrial
policy, but currently it is completely out of industrial policy. However, the
United States had an industrial policy in the housing sector which turned
out to be a debacle. In view of those experiences, how do you view the
long term world trend towards globalization?

A Let me answer in reverse order. It is true that support for the
housing market could be seen as an interventionist policy which
failed. But it depends on how industrial policy is structured. I was
careful to put most of my positive comments on the R&D side. I
think even if industrial policy is put in a positive light—but many
other things are done wrong— it is not going to work. In the housing
sector in the United States many things went wrong. Government was
encouraging home ownership— which the question defined as in-
dustrial policy and is possible —would not have been possible had in-
terest rates not been kept well below what the Taylor rule, or any
other objective measure, would have called for. So I guess my an-
swer is that industrial policy can either succeed or fail depending on
the complementary policy environment. I think the United States did
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a lot of things wrong with monetary and supervision. For its part,
Japan is doing a lot of things that are keeping it in a negative growth
trap. On the question of credit tightening, I am led to believe that
China used other means to try to tighten while at the same time still
providing credit. I have the feeling that in 2008 through 2009 China
pulled out all the stops. It did the maximum on fiscal and monetary
and then tried to tighten up on the housing market but not credit per
se. We have to remember that international credit dried up, and Korea
also had issues in 2008 with rollovers. Brazil put a lot of money
through its state banks when the international markets cramped up.
I would distinguish between overall credit availability and trying to
tighten up in the housing market. On the fiscal side, I do not know
enough to give you the right answer. I am dealing with reports that
said only half of the deficit showed up as fiscal. That state banks and
others were acting in a way that was the equivalent of fiscal stimulus.
I do not have the exact details as to how it was done, but it was ob-
viously done differently than in Europe, and I have the feeling that
there were off-balance sheet ways in which fiscal stimulus was

provided.

Q What kind of political system might China have in the future? There
are different estimates on when China’s GDP will exceed the United States,
and Korea has been a successful model of both economic development
and transitioning political systems from a dictatorship to democracy.
Many people believed that once GDP per capita exceeded a certain
level the people’s desire for democracy and freedom would become so
strong as to create change in the political system. Will China be able to
maintain this one party system or will there be a transition to democracy?
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If there is change to a new system, there is bound to be turmoil. How can
such turbulence be overcome?

A 1 am not sure economists are the best to answer that question.
That people’s demands for a better life and more consumption go up
with development is clear. People’s interest in democracy is probably
not a linear function of economic progress. They are probably quite
interested at lower levels of development, but it is just that sub-
sistence and other things dominate their concerns. I think it shows
up later just because the fact that other things recede in importance.
I am not able to predict what kind of system will emerge, but this
preoccupies China as well. There are models which China does not
want to follow, such as the Russian model, which creates crony
capitalists. There is Vietnam, which is still a one party state, but has
opened up its markets much more. When a new class of people that
have a lot of wealth is created it is not good for democratic
development. So yes, there may be a time when China’s economy
surpasses the United States. Whether or not it will be a one party
state at that time I cannot predict. The difficulty is that it is hard to
construct the political system as wanted. The country that was most
able to do that was Singapore. Although it was a one party state, it
seemed to stress meritocratic features and seemed to make that tran-
sition very well—albeit in a small island economy. Doing it in
Singapore and doing it in China are totally different stories. So, I do

not know the answer to that question.

Q A few years ago some experts on China’s economy raised the issue
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of non-performing loans (NPLs) in the banking sector in China, which ac-
counted for a big portion of China’s GDP. Some say it was as much as
30% of China’s GDP. But these days such discussions are seldom raised,
and | wonder why. You also did not mention NPLs in the banking sector
in China. Did China successfully resolve this issue?

A 1 remember that when I went to China in the 1990s state-owned
enterprise (SOEs) issue and NPLs were the major preoccupations. I
am assuming the quality of the supervision has improved. I have not
seen a recent number, but I do not think NPLs are anywhere near
30% of GDP today. So it may be that the problem has gotten smaller.
The second answer might be that with abundant credit and very low
interest rates a lot of things can be hidden. So even if NPLs are 10%
it 1s not discussed when there is ample credit. But, as in any econo-
my, the issue of NPLs may come back if and when the interest rates
begin to increase and people cannot repay. My understanding is that
the Achilles heel of the SOEs is the local government ownership. The
third way is to look at it is that with $2.5 trillion in reserves bail
outs become easier. I think the problem is a lot less than it was a

decade ago.

Q It was mentioned that China is not doing enough for the environ-
ment, but | have also heard the opposite said. People working on this is-

sue say that China is adamant in refusing any externally imposed rules;
however, internally it is very worried about the environment. From the spe-
cialist’'s point of view China is really doing the best it can do. Also, most
of the government-sponsored stimulus packages are notoriously ineffective.
How do you see the stimulus package? Were there any productive results?
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A Well, there were positive results to the extent that it was spent
on already planned infrastructure. This is one of the difficulties of un-
planned economies such as the United States’ where there is no stock
of investments that have been properly vetted that can be accelerated.
My impression is that China, because of the planning mechanism,
was in a position to accelerate investments which had a decent rate
of return. So contrary to the painting bridges and repaving roads—
which all countries do to some extent to create employment— I have
the feeling that China was much more strategic in how it did it. On
climate change, I agree that the China is going to do what it is going
to do. Three or four years ago the classic solution to the problem of
global externalities of China building one dirty coal-fired power plant
per week was to make the Chinese government indifferent to building
a $250 million dirty power plant versus a $350 million clean power
plant. The difficulty is that the economy that is producing unwanted
carbon is also running a current account surplus of 8% or 9% of
GDP, and accumulating reserves that are unknown in modern times.
Thus, it is very hard to say that China should be subsidized.
Moreover, China does not want to be dictated to by the international
community. All that said—and I am not a climate change expert— I
do sense that in the past two years China’s position on climate
change has changed. I think it is beginning to see it as in its interest.
It becomes a question of the $250 million power plant being cheaper
today, but the cleanup costs, the reduced life expectancy of the pop-
ulation, and the increased health problems make it a smarter thing to

improve now. I think that is the trend.
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Q The United States views China’s currency as undervalued by 20% to
40%. Of course, China does not admit this. China sees this as a power

game between the two nations, and declares that it will not yield to ex-
ternal pressure on this issue. What is the likely compromise between the
two nations on this currency issue? When will China relax on this issue, how
much will it relax, and in what way?

A Obviously, I do not know. I think the undervaluation point is
widely recognized, and there have been a number of interesting edito-
rials that equate the undervalued exchange rate with different a form
of protectionism. Some people have even tried to do calculations
showing that the undervalued exchange rate is equivalent of a 20%
tariff. I think 40% is a bit high, so let’s just use 20%. There is no
doubt that the exchange rate is out of whack. But the United States
is in a very weak position to impose anything these days. I am not
personally worried about China dumping its dollar securities as it will
lose more than it will gain. But the United States has been pre-
occupied and also aided and abetted the imbalance problem. The im-
balance has two sides, supply and demand. The fact that China has
subsidized the exchange rate was matched by overconsumption in the
United States. So there is no moral high ground in that equation. In
my talk I suggested that— similar to the climate change issue — China
will not necessarily bow to international pressure, but it may bow to
its internal cost-benefit analysis. I think as long as it can maintain
a relatively competitive export bundle China can afford to see the ex-
change rate appreciate. It will be a good anti-inflationary tool and it
will increase domestic consumption. If a Chinese policy maker was
told that the demand curve for exports had a certain elasticity, and

the exchange rate could be changed by 10% without much pain being
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felt, that would make sense, and it would bring some international
recognition. For China it is a question of making sure that it has suf-
ficient engines of domestic employment as the economy rebalances
with greater emphasis on consumption. China can then control em-
ployment a bit more at home, rather than having to worry about the
export as being the only driver. To the extent that China can improve
productivity and the competitiveness of its products beyond the pure
cost of labor, I think it can also afford to see the exchange rate move.
I do not know when or by how much, but I think in the medium-term
the RMB will appreciate. It will be because the China realizes that

it is a smart policy.

Q What do you think about China’s capital controls in the immediate
future?

A 1 think that is an issue that China will look at in a very prag-
matic way. | have views on capital market opening and I think coun-
tries should move towards open capital accounts. We have experi-
ences where the regulatory regimes have not been up to speed, so
China would need to work on that. The current discussion in the
Financial Times is in the opposite direction. No one wants to go to
capital controls and currency inconvertibility, but there was a lot of
discussion when Brazil put a tax on capital imports. I actually wrote
a reply to the Financial Times in which I opposed it, as I did not
think it would be effective in preventing the appreciation of the
Brazilian currency, it would raise interest rates domestically, and

would send a bad signal for many reasons. I think everyone agrees
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that this i1s correct, and it did not achieve what the Brazilian author-
ities wanted to achieve. That being said, 1 also happen to have been
on the minority side of the argument when Chile created additional
reserve requirements on short-term capital flows. Most Chilean econ-
omists, many of whom attended the University of Chicago, were op-
posed to it. I think it helped Chile in the crises of the 1990s, and
there is nothing wrong with governments signaling a preference
against short-term hot money. That is a public policy decision be-
cause at the end of the day when the money flows out governments
are left with the result. I see nothing wrong with some disincentive
for shorter term capital flows. That is just to say that, in the spectrum
of laissez fare and control, there is some point in the middle in which
it 1s better to have some control over the types of flows without con-
trolling the capital account the way China does. It is a long answer
to the question, but I think China will move towards greater con-
vertibility and greater opening of its capital account. However, if I
were advising China I would not go cold turkey. I would discrim-
inate, and I think governments should say that they prefer FDI, with
long-term money being a second choice, and with little interest in
short-term money. It affects the exchange rate, there is no control
over it, and it makes other aspects of economic policy much more

difficult. I would draw the line somewhat short of complete openness.

Q There are some criticisms of the G20 summit, the role of the G8, and
the G2. People say that the G20 was invented to cope with the financial
crisis, but that the G8 will play the main role to cope with some kind of
economic system. What is your view on the G20, and the role of China
and Korea within the G20?



96 Danny Leipziger

A 1 think it is an interesting development that the shift from the
focus on the G8 to the G20 happened to coincide with a global crisis
which transcended the G8. I prefer the G7, as I have a bit of a prob-
lem with the 8th member, but I think the G7/8 are an anachronism.
These nations do not control sufficient proportion of world GDP to
be the spokesperson for it. The G20 is sort of a convenience. It ex-
isted, and it was a convenient alternative. It is not a bad grouping,
but there are some odd members of the G20 which would not neces-
sarily be placed there based on economic strength or on the quality
of economic policy. It is an imperfect grouping, and the EU has a
seat, which I have personally always opposed. It should be the G19.
I do not think we will go back to a G8 dominated world, in part be-
cause of what happened in Copenhagen. It appeared that President
Obama was making deals with members of the G20 but not with
members of the G8. I think it means that within the G20, which is
not a bad group of overall economic share, there will be different co-
alitions and different groups which will work on various things. This
is an opportunity for Korea—if it can connect to some other players
in the G20—to assert some leadership. Let’s look at the Doha round,
which is pretty much dead. If Korea could get China, Brazil, and
India together to reinforce the international appetite for sticking to
global trade rules and openness — whether that means ratifying Doha
or not is another story —that would be a coalition of very powerful
international trading economies; since the Europeans are somewhat
preoccupied with the value of the Euro and fiscal issues, particularly
post-Greece, and the United States has been pre-occupied with trade
issues because of domestic concerns. A good example is the

Korea-U.S. free trade agreement. The reason for non-ratification is
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not really about Korea. So who is going to take up the mantle this
year in the G20 context for certain issues? I think it will be a sub-
group of the G20 depending on the topic. I am not so worried that

we are going to return to the status quo.

Q I think the decline in the potential GDP growth in Korea is not
caused by a shortage of labor, but by a shortage of domestic investment
and private consumption. In this sense, your stance on the importance of
women’s labor market participation and the change in the retirement age
does not seem to be consistent with the reality that Korea now faces. Do
you have any comment on this?

A The potential growth rate calculations basically come from three
factors: capital, labor, and technology. You are focusing on capital.
I am focusing on labor and technology. I do not think lack of capital
will be the prime problem in Korea—it has very high savings and
investment rates. It is an empirical question: how much future growth
will come from capital, how much from labor, and how much from
technology? 1 think we would agree that TFP has declined in Korea,
and that it is lower in the service sector than it is in the manufactur-
ing sector. So we would agree on the technology aspect. I am focus-
ing on labor because the labor force for 2020, 2030, or 2040 is large-
ly determined by birth rates today. Those birth rates are rather low.
I am not saying that it is a problem now, but it will be an issue for
the future, and it can be addressed in a variety of ways. For one, the
birth rate could be raised. Another relatively simple way is having
people work until 62 years of age. Greece, for example, had a retire-

ment age of 55, and in this crisis raised it to 67. Imagine the person
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who is 54 and is suddenly told they have to work another 12 years.
That is a major shock. At the World Bank I was involved with the
Gender Action Plan, where we were trying to get more productivity
out of the female labor force. So you are focusing on capital, I am

focusing on labor, and in that way our views might be complementary.
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China: Main Economic Indicators

(percent change, unless otherwise indicated)

2006 2007 2008 2009 2010f 2011 f

The real economy

Real GDP 116 129 96 87 95 8.7

Domestic demand 1/ 9.7 107 9.4 138 9.7 86
Consumption 1/ 84 10.1 88 9.7 96 9.1
Gross capital formation 1/ 111 11.4 10.2 183 97 82

Contribution to GDP growth (pp)

Domestic demand 1/ 9.4 10.4 88 12.7 8.1 83
Net exports 1/ 22 26 08 -3.9 0.4 05

Contribution net exports (WB, pp) 2/ ag 34 18 4.8 0.4 05

Experts (goods and services) 2/ 238 199 86 -106 14.7 9.4

Imports (goods and services) 2/ 159 141 51 39 16.4 92

Potential GDP growth 105 104 10.1 104 93 87

Output gap (pp) 0.0 25 2.1 0.4 0.6 06

CPlincreases (pericd average) (%) 15 48 59 08 3.7 28

GDP ceflator 36 75 11.4 -2.1 27 26

External terms of trade -08 -0.9 -4.3 B6 -29 -0.1

Fiscal accounts (percent of GDP)

Budget balance ¥/ -08 06 0.4 -28 -28
Revenues 18.3 199 19.5 206 19.6
Expenditures 191 193 19.9 234 224

External account (USS$ billions)

Current account balance (USS bin) 250 3r2 426 284 304 341

As share of GDP (%) 9.4 1.0 9.4 58 55 54

Foreign exchange reserves (USS bin) 1066 1528 1850 2400 2818 3289

Other

Broad money growth (M2), e-o-p (%) 169 16.7 178 27.0 170

Scources: NBS, PBC, Ministry of Finance, and staff estimates.

1/ WB estimations using data on contribution to growth (Tabile 2-20 in China Statistical Yearbook).
2/ WB staff estimates based on trade data for goods from the Custom Administration,

adjusted for estimated difference in price development for services trade.

3/ For 2009 and 2010 this is the commitment data presented to the NPC

CEAGE FH0) Fo BRAI, FES A X714 ek
= o] fol 71 stk AAIS)7] 2719 Aol tha FARAL A7)F
FE Bag RS A7) 717 e B4
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(ol 2)

Output Gap in Percent of GDP
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(a3 3)

Rebalancing the Economy Towards Consumption and Services
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GDP Production by Province
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Access to tertiary education in developing East Asia

(tertiary gross enrolment rate, in percent)
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AAE AHES BPEUD, Al 7HA Q47) k=] 3714 FHAd %
E Aol @A &S v Ads dsklth @A sl (significant)
T AL BE 2AE U AS Bdor 2% IRIE A% AAES
=4 F e AFE gujsith A WA Q48 E 2EJAFIT AT
X2 B =0 FHarys 804t 7HdskH, 554 SE = 2HE e
T A "k 259 8] 8-S 25\ B3t e Tt A ESlof s
Zolth =Fe o] RS & o] & Aotk EAE o9 A
A g o7} ol vlgstt) YEKTE Wil OECD H Rt 4 v
th Alme od 50l &40 shel Aol MEskar glom, ofA A
T FA- L] Aol oAl A¢-E Wol BA] Xk s ord
of B} AFS] A olqrEo] 1ot A AL o] 2 kA 9
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1) Ianchovichina, Elina and Danny Leipziger (2008). How can Korea Raise its
Future Potential Growth Rate? World Economics. Vol. 9 No. 4. October -
December 2008.
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