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PREFACE 
 
 
 
The 1960s saw the growing recognition of a need for public sector reform 
among Asian governments, motivated by the increasing demands of society 
on modern government as well as the need to address operational 
inadequacies left by departing colonial powers. Initial reforms consequently 
involved a great deal of experimentation in order to expand the scope and 
performance of the public sector through initiatives such as restructuring, 
human resource management and training and development. Also known as 
the era of ‘big government’, while increased autonomy of states facilitated 
incremental changes failed to deliver the desired impact in most states, it 
gave rise to neoliberal ideologies which advocated for less government 
intervention and cuts on expenditure. Neoliberal reform initiatives pursued 
by governments consequently led to significant and radical transformations 
that were generally supported by international financial institutions and 
other aid agencies. These developments thus reveal the extent to which 
governments in Asia have attended to public sector reform, despite 
variations in the resources and support in reform policies over the decades 
since the 1960s.  

In spite of a common interest in public sector reform, differing political 
economies, social conditions and cultures across the Asia-Pacific region 
have resulted in a divergence in the approaches of reform adopted by states. 
Given the development of multiple trajectories of reform among Asian 
governments, it is therefore necessary to understand diverse contexts of the 
historical, socio-economic and institutional influences behind public sector 
reform. 

The purpose of this book is to explore varying reform trajectories in the 
region and engage in a discussion on shared experiences and variations on 
common themes on public sector reform in Asia. This book will provide a 
holistic picture of government reform activity in East and Southeast Asia 
through four country case studies of South Korea, Cambodia, Laos and 
Vietnam. Each case study offers a detailed understanding of each country’s 
reform trajectories and the context within which actions have been taken. 
The results of the analysis provide lessons that will be useful for other 
developing countries as well as deepen our understanding of public sector 
reform.  
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CHAPTER ONE 

INTRODUCTION 
 
 
 

The Context of Reform 
 
This is a book about public sector reform in four countries – South Korea, 
Cambodia, Laos and Vietnam - located in East and Southeast Asia. These 
regions have in general enjoyed sustained economic growth over at least the 
last three decades (much longer in South Korea’s case) and have made 
remarkable gains in raising the levels of living of their populations. Poverty 
has been greatly reduced, life expectancy has increased substantially, and 
education availability and attainment have grown enormously. All the 
countries under study have achieved these feats after having emerged from 
international and civil wars which devastated their territories and people. 
This makes their attainments all the more remarkable. 

Despite the commonality of war, sustained economic growth and major 
welfare gains, there are contrasts especially between South Korea and the 
three late starters in Indochina – Cambodia, Laos and Vietnam. South 
Korea’s export-oriented industrialization commenced in the 1960s well 
before the others started. The Indochina countries were still engaged in wars 
of liberation and civil conflicts that were only resolved much later and at 
enormous cost. Thus, they still have much catching up to do on South Korea. 
The case study countries also contrast in their political systems. Korea is a 
democracy while Laos and Vietnam are one party authoritarian states and 
Cambodia is a hybrid regime with some elements of democracy but with 
increasing authoritarian features. All the countries have experienced 
profound political changes that have impacted significantly on their 
development trajectories. 

Nevertheless, a common element in all cases is that the state has played 
a major role in promoting socioeconomic development. It has built 
organizations and led the way to development. These are all countries where 
such developmental leadership by the state is expected by the citizens. The 
separation between state and business is often less than in Western countries 
and the idea that the state and business are in partnership is common. This 
can of course have unwanted side-effects such as cronyism and corruption 
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which can distort the policy frameworks for development. This is especially, 
but not exclusively, the case where strong institutions for government 
accountability are lacking.  

What is Public Sector Reform? 

Before getting into the details of the case studies, it is important to 
understand what we mean by the subject of this book - public sector reform. 
Clarification of terminology enables both the writer and reader to clearly 
identify what is of concern and why. Otherwise, there can be confusion and 
misunderstanding. This is especially the case with public sector reform as it 
is closely related to two other terms – public management reform and public 
administration reform. These labels are often used interchangeably, a 
practice that applies to this book. 

One of the most popular definitions is provided by Pollitt and Bouckaert 
(2004: 8) who argue that it ‘consists of deliberate changes to the structures 
and processes of public sector organizations with the objective of getting 
them (in some sense) to run better’. So what form do these changes take? 
Several examples will illustrate this. Reforms could be concerned with 
altering the structures of government organizations. They could be 
concerned with decentralizing authority to local governments or to local 
branch offices of a central government department. Some reforms are 
concerned with human resource management and deal with recruitment, 
promotion, training and the performance management of officials. In some 
cases, the reformers may be concerned with reducing staff numbers or 
downsizing organizations to save money. Changing processes is another 
reform activity such as introducing new computer software, making 
registration of businesses easier or streamlining budgeting. In recent years 
we have witnessed many reforms that bring private sector management 
techniques into the public sector and the opening up of government 
activities to competition from the private sector. This is seen in contracting 
out, deregulation or even privatization where the government sells off state 
assets or hands over activities previously performed by government to the 
private sector.  

As can be seen, there are numerous items that can be listed under the 
label of public sector reform (Turner, Hulme and McCourt, 2015). Many of 
the same sorts of reforms occur in different countries but there will always 
be differences. Economies will be at various levels of development, as for 
example South Korea compared to Cambodia, Laos and Vietnam. The 
history, institutional structure and political system of a country will have 
significant effects on what combination of reforms are chosen or even how 
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important public sector reform is among the policies being adopted and 
implemented by government 

In order to avoid getting swamped by detail we need to step back to 
clearly delineate some of the major characteristics of all public sector reform 
initiatives. De Guzman and Reforma (1992) provide a short but useful 
checklist. First, public sector reform is about deliberate, planned change to 
public sector organizations. Second, it is about innovation, that is doing 
something new in the structure of the public sector or in the way it operates. 
Third, the reforms are undertaken with a clear purpose – to improve the 
effectiveness and efficiency of the public sector. Fourth, state leaders see 
the need for reform coming from forces in the organizational environment 
of the state. They are responding to environmental pressures and 
opportunities, but different countries will often respond in different ways. 

Public sector reform is always happening in all countries. However, it 
comes in various shapes and sizes and with differing degrees of urgency. A 
crisis of state finances may force the politicians to reform in order to cut 
costs and obtain international loans. By contrast, there may be a 
developmental vision by the political party in power that requires public 
sector reforms to be undertaken for the vision to be realized. Reforms may 
be incremental with governments making small changes to public sector 
operations. Alternatively, there could be radical discontinuous changes in 
which there is major disruption and reorganization. Such changes are 
normally brought on by crisis and are not preferred by politicians as they 
can generate significant opposition. Reforms can be targeted at specific 
organizations or at the other extreme can be systemic and apply across the 
government to all organizations and officials. The possible combinations 
are endless. 

Finally, it should be appreciated that public sector reform is a highly 
political affair (Turner, Hulme and McCourt, 2015). Different stakeholders 
have different interests that will lead them to promote, support or oppose 
particular reform items. Public sector reform is not simply about rational 
planning whereby the right tool is taken from the reform tool-bag and 
applied. The process is as Caiden (1969: 8) observed almost 50 years ago 
‘an artificial inducement of administrative transformation against 
resistance.’ The politics of reform are of high importance. 

What Drives Public Sector Reform? 

As has been demonstrated, public sector reform can be a complicated 
business and one that is potentially fraught with problems and dangers. If 
this is the case, then why do governments all engage in such reforms? There 
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must be compelling reasons. As indicated above, these forces are to be 
found in the organizational environment. UNDP (2004) has listed some of 
these major forces that account for the universal interest in public sector 
reform. 

First, as the world has become more globalized and economic barriers 
have fallen, or at least weakened, it has become more important for 
economies to be internationally competitive. One of the keys to this 
competitiveness is seen to be an efficient and effective public sector. 
Government needs to provide the environment in which business can 
flourish. Thus, government is compelled to engage in reform if the economy 
is to grow, more jobs are created, and citizens earn better incomes. Countries 
with high-performing economies also have high-performing public sectors. 
All countries in this study have big economic ambitions making the desire 
to be competitive a major force for public sector reform. 

Second, public sector reform is essential for sustainable human 
development. Almost all countries of the world signed up to the Millennium 
Development Goals (MDGs) and have followed up by agreeing to the 
Sustainable Development Goals (SDGs). To achieve the targets of the 
MDGs required governments to change systems and processes. Many did 
just that and increased the level of human development in their countries. 
They need to do the same again for the SDGs. Governments are also under 
pressure from their citizens to improve service delivery or see this as a way 
of justifying their rule through strong performance. All countries in this 
study are propelled into reform by their need to provide sustainable human 
development. 

Third, the breakdown or weakening of administrative systems can 
provide considerable impetus to public sector reform. In such circumstances, 
the state is always expected to get the country’s economy going again and 
provide services in education, health and other sectors. The private and non-
government sectors are unable to perform these tasks. They can help but it 
is government that must always shoulder the major burden. In all the case 
study countries, the breakdown of administrative systems has been evident 
as all started on the developmental path after debilitating international wars 
and civil conflict. They all needed to rebuild the state. 

Fourth, democratization has been a driver of reform in some countries. 
The change from authoritarian rule brings in new demands and expectations 
from citizens. New representative political institutions and integrity 
organizations add new dynamics to the way in which the state operates and 
the nature of its responsibilities. This factor affects two of our case study 
countries – South Korea and Cambodia – but is of little relevance for the 
two one-party authoritarian states – Laos and Vietnam. 
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There is an additional factor, not listed in the UNDP (2004) report that 
can have a powerful effect on public sector reform. This factor is finance. It 
is normally shortage of finance that pushes governments into reform. 
Unsuccessful economic policies, as in the cases of Laos and Vietnam, can 
be extremely powerful incentives for major discontinuous reform. 
Democratization and the accompanying rise of welfare state institutions can 
put much greater pressure on the public purse and force governments to seek 
efficiency-seeking measures as in South Korea. Shortage of finance can also 
stunt the growth of public administration as in Cambodia after the ousting 
of the Khmer Rouge when the country was strongly influenced but little 
funded by Vietnam. 

The Approach of the Study 

For this study of public sector reform in four countries of East and Southeast 
Asia a particular methodology has been adopted. It is one in which a broad 
view of reform is taken. That is, in each case study the full range of 
significant public sector reforms are set out to give readers a holistic picture 
of government reform activity. While there is much overlap between the 
different countries in the general types of reform undertaken, there are 
considerable variations in the actual activities undertaken and the degree of 
importance allocated to the reform areas. For example, decentralization is 
common to all countries but the degree of decentralization and the activities 
it involves show much variation. The choice of taking the broad approach 
to reform contrasts with much work in the field which focuses on specific 
reforms. 

A second distinguishing element of the approach is that there is 
historical contextualization. Reforms are tracked over the decades so that 
their significance can be appreciated in terms of the whole public sector 
reform program and how that changes over time. The underlying 
assumption is that if one does not understand the history of reforms then it 
is impossible to explain circumstances and events today. 

This leads to a third feature of the approach. As well as historical 
contextualization, the cases study countries are also located in their 
socioeconomic, demographic and political environments. It is well known 
that public sector reforms are influenced by the environmental 
circumstances of a country. These are drivers of reform and need to be 
spelled out in order to explain why particular reform trajectories have been 
adopted. 

Finally, the approach uses an exemplar country, South Korea. The other 
three countries – Cambodia, Laos and Vietnam – have much lower levels of 
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socioeconomic development. However, all aspire to be developmental states 
just like South Korea. The latter is of course an outstanding example of how 
a country can move from being one of the poorest countries in Asia in the 
1950s to being an economic powerhouse in the contemporary world. Not 
only that, it has also undergone a transformation in the welfare that it 
provides for its citizens. Such achievements are well known across Asia, 
including in Cambodia, Laos and Vietnam with whom South Korea has 
close relations especially in terms of foreign direct investment (FDI). But 
the governments of these countries are also interested in the policies, 
institutional structures and reforms which were employed by South Korea 
to make the transition from underdevelopment to world power. The 
Southeast Asian case study countries are not planning to replicate South 
Korean experience, but they do strive to learn from it, to see what lessons 
are there that might be applied in their countries. 

The Case Study Countries 

In this section, the case study countries are briefly reviewed to provide a 
preliminary understanding of their reform trajectories and the contexts 
within which actions have been taken. This provides a basic understanding 
of each country’s reforms that is elaborated on in detail in the ensuing 
chapters. 

South Korea 

South Korea is one of Asia’s great success stories and an exemplar for the 
other case study countries in this book. As revealed in the chapter, South 
Korea started to build a developmental state from the ruins of the Korean 
War in the 1950s. A succession of authoritarian governments directed the 
nation’s meagre resources into the push for economic growth. Citizen 
welfare was of secondary concern. Thus, the thrust of public sector growth 
and reform was to assist economic development as the overwhelming 
priority. The public sector recruited the private sector in the form of large 
family businesses, chaebols, to join in a partnership to produce the 
economic growth. Particular industries were selected by the state for 
investment and development and the chaebols were able to secure cheap 
loans and other favors from government for supporting the latter’s economic 
policies. The bureaucracy grew in size and was expected to be loyal to the 
President in the furtherance of his policies. 

The chapter shows that after three decades of authoritarian rule and great 
economic success, cracks began to appear in the authoritarian Korean 
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regime. Sectional interests engaged in protest and citizens began to voice 
demands for improved welfare. Eventually, democratization came in the 
late 1980s and with it some changes to public sector management. A more 
welfare-oriented public administration has been introduced although South 
Korea still lags behind most other OECD nations in the amount allocated to 
social spending. Greater transparency and accountability have been seen in 
government activities although there is still considerable distrust of public 
sector institutions among citizens. More attention to service delivery has 
occurred and e-governance has flourished. Participatory governance has 
been promoted at times but support in government has been inconsistent. 

The economic orientation of government has changed from the earlier 
state-directed industrialization to a more neo-liberal policy stance. This is 
reflected in privatization, opening up of markets and chaebols taking 
production offshore. It can also be seen in the import of certain elements of 
New Public Management (NPM) that uses the private sector as a model for 
public management. The state has, however, not left everything to market 
forces to determine. There has been much state activity in promoting 
innovation. This has been seen in such emerging industries as biotechnology 
and in the operations of the culture industries.  

The chapter reveals how democratization led to moves to empower local 
governments. However, the embedded Confucian ethics and practices of 
South Korean public administration have meant that strong forces for 
centralization remain. This is especially manifest in the great power 
allocated to the President and by association, the executive organizations of 
the state. The problems that this can create are discussed in the chapter in 
connection with the 2016-2017 presidential scandal that led to the 
impeachment of President Park Geun-hye for abuse of power and 
corruption. 

Cambodia 

Of all the case study countries, Cambodia was perhaps the worst affected 
by conflict. The genocidal Khmer Rouge regime which ruled from 1975-
1979 inflicted huge damage on the nation, people and economy. The 
invading Vietnamese forces which defeated the Khmer Rouge found no 
state structures in Cambodia. The public sector had to be rebuilt from 
scratch with very limited resources. Finance was in short supply and 
educated persons had either been killed by the Khmer Rouge or fled abroad. 

In the early post-Khmer Rouge years, attempts were made to build a 
state structure modelled on Vietnam in a one-party state. This was only 
partially successful as resources were in such short supply. It was only after 
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the signing of the Paris Peace Accord in 1991 that large amounts of aid 
flowed into Cambodia and state-building could begin in earnest. Also, the 
Peace brought democracy. Cambodia connected internationally through 
membership of the Association of Southeast Asian Nations (ASEAN) and 
later the World Trade Organization (WTO) and adopted a liberal approach 
to trade and FDI. The economy grew rapidly from a very low level, but the 
growth was sustained eventually leading Cambodia to join the ranks of the 
Lower Middle-Income countries in 2016. 

The chapter provides details of the economic policies of government and 
the pattern of growth and improved welfare for the population which 
remains mainly rurally based. But the chapter also sets out the public sector 
reforms that have accompanied these achievements. The considerable 
growth in the size of government is tracked as is the change in functions 
associated with going from a communist to liberal democratic regime. There 
is also attention to the planning strategies of the government and how it has 
been heavily involved in directing socioeconomic development. 

Public sector reform has been a constant feature of government in 
Cambodia since the Paris Peace Accord. It was formalized under the high-
level Supreme Council for State Reform (SCSR) and the creation of the 
implementation agency, the Council for Administrative Reform (CAR). A 
variety of measures have been utilized to boost performance including 
salary incentives, improved recruitment and training. Also, a National 
Programme for Administrative Reform (NPAR) is consistently updated and 
based on the philosophy of ‘serving people better’. There has also been 
decentralization to local levels of government, first in 2001 and again in 
2008. However, power is still centralized in the Cambodian state and the 
legislature is weak compared to the Prime Minister and his Council of 
Ministers. 

There have been problems with public sector reform in Cambodia. 
Corruption and lack of accountability are still major issues while patronage 
networks pervade the bureaucracy and link public servants to political 
leaders. The levels of skill, while improving, are still inadequate for a high-
performing government apparatus while innovation is often lacking. 
Salaries have improved but are still low. Thus, while Cambodia has 
achieved much following the ousting of the Khmer Rouge there is still a lot 
of public sector reform to undertake to ensure that the government is 
‘serving people better’. 
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Laos 

Civil war in Laos commenced in the 1950s in an anti-colonial struggle by 
the communist Pathet Lao against the French. Conflict continued against 
the Royal Lao Government and Laos was caught up in the war in 
neighboring Vietnam. In 1975, the Pathet Lao took over government and 
created a one-party communist state based on central planning of economy 
and society. This experiment with central planning was a failure and in the 
early 1990s, Laos introduced market-style reforms known as the New 
Economic Mechanism (NEM). As the chapter shows, the advent of the 
NEM was an abrupt change but it was followed by a continuous process of 
incremental change along market lines. While the label NEM has long been 
abandoned the reforms that have taken place are a continuation of the NEM 
marketization process as Laos has gradually opened up its economy to the 
region and the world and has made impressive gains in GDP and citizen 
welfare. 

As the chapter demonstrates, the socioeconomic progress of Laos has 
been closely guided by the ruling Lao People’s Revolutionary Party (LPRP) 
and the government. The party and state have maintained tight control and 
have sometimes had to face major crises, but they have shown pragmatism 
in their reforms and the responses to the crises. Nevertheless, national 
planning remains a major concern of government. This gives direction to 
the public sector reforms that are seen to complement the planned economic, 
social and political policies. 

The chapter uses two case studies to exemplify the design and 
implementation of public administration reform in Cambodia. The first is 
on administrative restructuring to facilitate trade policy. This was driven by 
the need to be more internationally competitive and necessitated profound 
changes to the bureaucratic regulations that constrained rather than 
promoted trade. The second case study is education reform. Activities in 
this sector reflect the party and government’s realization of the importance 
of education for national development. The history of incremental reforms 
is traced in the chapter and shows a large amount of activity in the form of 
gradual changes that have transformed Laos’s education system from its 
underdeveloped state in the 1980s. 

In addition to the two case studies the chapter ranges broadly across 
other significant innovations such as in privatization and relations with the 
private sector including banking deregulation. These and other innovations 
represent the long-term loosening of the party’s grip on economy and 
society in Laos, but one should not interpret this as a retreat from control. 
The LPRR still exerts enormous authority but in a market-oriented society 
that has now joined the ranks of the Lower Middle-Income nations, a long 
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way up from 1975 when the Pathet Lao took over an underdeveloped 
economy and a society dealing with huge post-war problems.  

Vietnam 

The final case study is Vietnam, a country involved in thirty years of war 
that ended in 1975. Like the other countries featured in this book, Vietnam 
suffered huge losses of life, massive destruction and an economy in ruins. 
Since then, progress has been remarkable and has been achieved through 
pragmatic policy choices, a willingness to make radical policy changes, and 
then constant incremental reforms to the institutions of government and the 
ways in which they operate. 

On taking office in 1975, Vietnam introduced central planning to 
organize economy and society. The system was a failure as it delivered very 
slow growth, high inflation and very limited welfare gains. This led to the 
introduction of a radically new approach to development known as doimoi 
(renewal). This market-oriented policy brought about remarkable high and 
sustained economic growth and much improved citizen welfare. It was all 
achieved while maintaining the political stability of the one-party state. 

The chapter traces the history of Vietnam’s successful socioeconomic 
transformation indicating the policy issues and steps taken by government 
to address them. It also identifies the incremental approach to public 
administration reform which was eventually introduced to facilitate the 
doimoi policies and the institutional mechanisms for implementation. The 
chapter examines each of the major areas of public sector reform including 
regulatory change, organizational restructuring, institutional reform, human 
resource management and public finance. Also covered are the extensive 
modifications to the relationships between the state and private sector and 
the more modest changes in central-local relations.  
 



CHAPTER TWO 

SOUTH KOREA 
 
 
 

The Context of Reform 

Overview of State Policy 

Following the end of Japanese imperial rule in 1945, Korea faced several 
years of uncertainty before the Republic of Korea (South Korea) came into 
being in 1948. Autocratic ruler, President Rhee Syngman, led the First 
Republic of Korea from 1948 to 1960 with the full support of the US 
government and military, which regarded South Korea as a ‘buffer’ state for 
containing the spread of communism. Following the rigged 1960 presidential 
election, nationwide uprisings pressured Rhee to resign in April 1960. This 
opened the way for a military coup in 1961 led by Major General Park 
Chung-hee, who established the Third Republic of South Korea in 1963. 
The Fourth Republic of South Korea began in November 1972 with the 
adoption of the Yushin Constitution, which effectively gave President Park 
control over the parliament. Korea’s economic transformation was overseen 
for three decades by authoritarian military rulers, beginning with Park 
Chung-hee (Buzo, 2007; Jang and Shin, 2008). President Park quickly 
established a highly centralized regime though following a lengthy period 
in power from 1962 to 1979 he was assassinated by the director of the 
Korean Central Intelligence Agency. President Park’s successor, President 
Chun (1980-1987), used the geopolitics of the Cold War to sustain 
authoritarian rule by military governments and claimed that it provided the 
Korean state with strong political leadership, security and a path to rapid 
economic development (Amsden, 1989). 

Korea’s developmental state established mutually beneficial relationships 
with family-owned private sector businesses, or chaebols. These business 
groups were provided with access to low interest loans and granted 
monopolies over particular product markets (Wade, 1990). The increasingly 
close relationships that formed between the Korean state and these family-
owned conglomerates ultimately gave rise to rampant corruption between 
chaebol owners, ruling party politicians and senior government officials 
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(Jang and Shin, 1008). A contributing factor to Korea’s economic collapse 
following the Asian Financial Crisis of 1997 was the provision of large low-
interest loans to these chaebols by Korea’s state-owned banks (Quah, 2007). 

Changes occurred in Korea’s domestic political environment from the 
mid-1980s. The most important involved pressure for increased 
democratization. In June 1987, over a million protestors (notably university 
students and workers) participated in nationwide anti-government protests 
called the June Democracy Movement. The national government’s 
presidential nominee Roh Tae-woo acceded to the demands of protestors 
and announced the ‘June 29 Declaration’, which called for the holding of 
direct presidential elections and the restoration of civil rights. A revised 
constitution was approved by national referendum in October 1987 and led 
to the establishment of the Sixth (and current) Republic of South Korea. 
Following these protests by students, industrial workers and civil society 
groups in 1987, more open elections were permitted that gradually brought 
an end to the era of military governments. The first civilian government 
under President Kim Young-sam was elected to power in 1993. This 
progress of democratization has restricted the capacity of Korea’s 
developmental state to intervene in the economy as it could under 
authoritarian rule and has led to the adoption of more democratic decision-
making processes and policies (Lim, 2009; Peng and Wong, 2004; Song, 
2003). 

From the 1990s, the developmental state model gradually transformed 
into an increasingly neoliberal and welfare-focused state, albeit still 
underpinned by export-oriented economic growth (Lim and Jang, 2006). 
Democratic pressure from citizens led to improved welfare services (Lim, 
2009; Song, 2003). The size of Korea’s welfare state was modest, however, 
compared to the welfare states evident in western European and 
Scandinavian countries (Lee and Ku, 2007). Korea’s citizens were provided 
with more limited forms of social insurance in the form of unemployment 
benefits, health insurance and pensions than citizens in Western developed 
countries. During the authoritarian period (1962-1987) welfare was viewed 
by military governments as an individual responsibility and Korea’s 
expenditure in areas such as public health was low by international 
standards and remains as such (Greig, Hulme and Turner, 2007). For 
example, health care is dominated by the private sector in Korea which 
provides approximately 80 per cent of the hospital beds because of a history 
of underfunding public hospitals from the 1970s onwards (Kim, 2005). 

The most recent scandal affecting Korean politics was the impeachment 
of President Park Geun-hye (the eldest child of former authoritarian 
President Park Chung-hee). President Park was forced out of office in 
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March 2017 following allegations that she and Choi Soon-sil (Park’s long-
time counsel) pressured Korean companies into donating large sums of 
money to non-profit organizations established by Choi (Fendos, 2017). 

Macroeconomic and Fiscal Policy 

Korea’s authoritarian governments under Presidents Park and Chun (1962 
to 1987) promoted export-led industrialization under a developmental 
model of economic growth (Beeson, 2004; Haggard and Moon, 1990). Five-
year economic plans were a strategic tool utilized by Korea’s developmental 
state to shore up its legitimacy. Each five-year plan saw incremental 
changes in production, from basic manufacturers to heavy and chemical 
industries. Instrumental to this process were the chaebols that entered into 
close partnerships with the national government to achieve the targets of the 
five-year plans (Kwon and O’Donnell, 2001). These plans initially focused 
on developing light manufacturing industries staffed especially by women, 
such as footwear, but later supported investment in heavy industries such as 
chemicals, automobile production and shipbuilding by the late 1960s and 
early 1970s. Economic planning in the 1980s and 1990s focused on capital-
intensive and technologically advanced industries such as semiconductors. 
Korea’s economic growth has increased rapidly from the early 1960s, 
despite a brief decline during the period of the Asian Financial Crisis from 
1997. This crisis resulted in substantial employment downsizing among 
large chaebols and small and medium enterprises (SMEs), with the chaebols 
in particular undertaking substantial restructuring (Kwon et al., 2015). 

Since the ending of the Korean War (1950-1953), Korea’s economic 
performance has been impressive and has seen the country rise to become 
the seventh largest export economy in the world. Welfare indicators have 
also improved to levels equivalent to Western countries in relation to 
education, health and income. Since the 1997 Asian Financial Crisis, South 
Korea has seen a return to economic growth. However, as the Korean 
economy became more integrated into the global economy, the Korean state 
was less able to control national economic planning, or to allocate resources 
to chosen industrial sectors. In addition, Korea’s government’s came under 
increased pressure from the United States government and international 
financial institutions to liberalize its exchange rates and to permit increased 
foreign direct investment (FDI) in the country, particularly in exchange for 
International Monetary Fund (IMF) support following the Asian Financial 
Crisis of 1997 (Wong, 2004). Korea’s economy in the aftermath of the 
Asian Financial Crisis has moved towards the manufacture of more 
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sophisticated and higher value-adding technologies and the country’s ability 
to compete on the basis of low labor costs has declined dramatically.  

In the 2000s, Korean industries began a process of globalization, with 
factories moving offshore to other countries in Asia, Europe and North 
America because of increased labor costs at home and to guarantee access 
to international markets (Kwon and O’Donnell 2001). The economic policy 
options available to Korean governments have become fewer in number due 
to participation in international regimes such as the Trade-Related 
Intellectual Property Rights (TRIPS) and The Agreement on Trade-Related 
Investment Measures (TRIMs) (Wade, 2003). Democratization and the 
growth of elements of a welfare state have also forced the Korean state to 
be more responsive to political pressure from the electorate for improved 
services and enhanced social protections rather than focusing solely on 
economic development at all costs as had been the case under authoritarian 
rule (Lee and Ku, 2007; Kwon, 2005). This means that the state’s tasks have 
become more complicated with many more items to which it must attend 
and pay for. Accountability has also become more important with 
governments having less autonomy to act independently of public and 
sectoral wishes. In response to both domestic and international pressures 
there has been innovation in public sector management, most notably seen 
in Korea’s global leadership in e-governance (O’Donnell and Turner, 2013). 

In recent years, Korea has seen a steady increase in the government’s 
debt to GDP ratio. In 2015, government debt equaled 37.9% of the country’s 
GDP, up from 8.24% in 1996. In 2016, Korea’s GDP was US$1.41 trillion. 
The South Korean economy continues to be underpinned by the export-led 
production of high-end technological components, vehicles (cars, ships, and 
parts), and refined petroleum. In 2016, Korean exports totaled US$483 
billion and import totaled US$389 billion. As shown in Table 2.1, South 
Korea’s top exports in 2016 were integrated circuits (i.e., semiconductors 
and computer chips) US$91.2 billion; cars US$40.1 billion; refined 
petroleum US$25.5 billion; passenger and cargo ships US$25.9 billion; and 
vehicle parts US$25.5 billion (Observatory of Economic Complexity, 
2017). 
 
  



South Korea 
 

15 

Table 2.1: South Korea Major Exports 2012-2015 
 

 2012 
(USD) 

2013 
(USD) 

2014 
(USD) 

2015 
(USD) 

Integrated 
circuits 

49.1 billion 56.1 billion 63.8 
billion 

63.8 billion 

Cars 42.6 billion 43.5 billion 59.5 
billion 

41.9 billion 

Refined 
petroleum 

51.4 billion 47.9 billion 46.9 
billion 

29.5 billion 

Passenger and 
cargo ships 

29.3 billion 22.5 billion 23.7 
billion 

21 billion 

Vehicle parts 19.2 billion 21 billion 21.4 
billion 

20.4 billion 

LCDs 24 billion 22 billion 21.4 
billion 

20.3 billion 

Source: Observatory of Economic Complexity, 2017. 
 
The top export destinations for South Korean exports in 2015 were China 
(US$131 billion), the United States (US$72.7 billion), Vietnam (US$26.6 
billion), Japan (US$25.5 billion) and Hong Kong (US$6.3 billion) (OECD 
2017; World Bank 2018). Also significant to the economic growth of South 
Korea has been the so-called ‘culture economy’ involving growing numbers 
of visitors to the country. In recent years, the largest number of visitors to 
South Korea have been from China, followed by Japan, the Americas, 
Taiwan and Hong Kong (Korean Tourism Organization, 2018). Tourism 
expenditures rose from US$15.5 billion in 2011 to US$23.1 billion in 2016 
(see Table 2.2).  
 
Table 2.2: Tourism Expenditures per Year 2011-2016 
 

 2011 2012 2013 2014 2015 2016 

Total 
Expenditures 

US$15.5 
billion 

US$16.4 
billion 

US$17.3 
billion 

US$19.5 
billion 

US$21.5 
billion 

US$23.1 
billion 

Source: Korean Tourism Organization, 2018. 
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Foreign Direct Investment (FDI) 

Since 2000, there has been disparity between FDI net inflows and FDI net 
outflows. The long-term trend in FDI movement is reversing from majority 
inflows to outflows. The increase reflects an investment boom overseas by 
South Korean companies. FDI net inflows fluctuated between US$5 billion 
and US$13.6 billion between 2000 and 2015. In contrast, FDI net outflows 
have significantly expanded since 2000. After averaging US$5.2 billion 
between 2000 and 2005, FDI net outflows increased to between US$28 
billion and US$30 billion since 2010 (World Bank, 2018a). 

Human Capital 

South Korea has a literacy rate of 99% of the population though the number 
of school students dropped from 7.23 million in 2010 to 6.08 million in 
2015, as a consequence of South Korea’s aging population. Seven out of ten 
students in 2015 received additional private tuition (68.8% of students). 
Elementary school students were most reliant on private tuition with 81% 
taking extracurricular lessons in 2015 (Ock, 2016). The decrease in the 
population of school-aged child have had implications for tertiary level 
college admissions leading to a significant decline in recent years (OECD, 
2014b).  

The Public Education Normalization Promotion Act of 2014 aims to 
reduce the intense focus in the Korean education system on teaching for 
tests used to select students for selective high schools and elite universities. 
The focus on performing well in tests has meant that a high proportion if 
junior and middle school students spend substantial amounts of time in 
‘cramming’ schools known as hagwon. These additional private classes cost 
Korean parents approximately 20% of their incomes and the Public 
Education Normalization Promotion Act of 2014 seeks to reduce this 
financial burden (Hatch, 2017). Lower-income families struggled to pay for 
the costs associated with extra classes that are common for children of 
higher income parents, reinforcing the disadvantage experienced by 
students from lower income backgrounds when trying to gain entry to 
Korea’s university system. In addition, Korea is facing a substantial decline 
in the numbers of school-aged children leading to declining numbers of 
students entering private universities. This has led to a review of the 
performance of universities that will continue up to 2022, with lower 
performing universities likely to face restructuring and/or a transition into 
vocational education (Ministry of Education 2018). 


