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Distinguished Guests, 

Ladies and gentlemen,  

 

I am greatly honored and pleased to be here today surrounded by 

many distinguished leaders of governments, businesses and 

academia of New Zealand.  

 

I sincerely hope that my presentation will deepen your 

understanding of the Korean economy and further enhance mutual 

benefits between our two esteemed countries.  

 

Please allow me to open my speech with a very brief history, 

achievements, and development of the Korean economy; how it 

grew from the devastated stage to become the 10th largest economy 

in the world according to 2004 status released by the World Bank.  

 

After explaining the issues related to growth and development, I 
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will present the challenges Korea faces and its growing interests in 

globalization.  In closing, I would like to share with you the current 

and future prospects of the economic relationship between Korea 

and New Zealand.  

 

 

1. Transformation of the Korean Economy from 1945 to 2005 

 

1.1. Overview 

 

In terms of its transformation from 1945 to 2005, the Korean 

economy has foreseen a dramatic improvement of living standards. 

For instance, per capita income rose about 180 times for the last 45 

years, from 89 dollars in 1961 to over 16,000 dollars last year.  

 

I would like to note that the successive formula for growth was laid 

during the country’s key period utilizing the seven consecutive 

Five-Year Economic Development Plans that began in 1962 and 

ended in 1996. Although the financial crisis of 1997 and 1998 has put 

a temporary halt on its growth, the economy nevertheless returned 

to normalcy and continued its steady climb for growth in 1999. 

 

In terms of structure, Korea, an agricultural society in the early days, 

has transformed into a nation of industrial powerhouse where 
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services and manufacturing make up about 95 percent of the 

nation’s workforce and production. 

 

1. 2. Economic Take-off with Outward-looking Strategy (from 1960 

to 1980) 

 

During the early 1960s, the economic conditions underwent chronic 

capital shortage, weak technological base, and underdeveloped 

private sector. However, even with such hopeless conditions Korea 

was backed by strong economic will to rise from poverty and 

relatively a large labor force willing to work for low wages despite 

their high educational background. The government abandoned the 

previous import-substitution policies and embraced an outward-

looking development strategy in the early 1960s.  

 

To address the domestic capital shortage, the government actively 

sought for foreign capital in forms of aids and borrowing. Foreign 

currencies obtained this way were used to import capital goods, raw 

materials, and advanced technology. Private enterprises then 

combined them with well-educated labor force to produce export 

goods. Furthermore, the exports in turn provided more foreign 

currencies in a virtuous circle of economic growth and reproduction. 

In this export-promotion era, the government’s supports to 

businesses were industry-neutral which meant that whoever 
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outperformed in exports would receive financial and tax supports. 

This stance changed in the 1970s when the government began a 

systematic effort to promote heavy and chemical industries (HCIs).  

 

The drive toward HCIs was motivated in large part by the urgent 

need to build up a defense industry in the face of national security 

concerns. The government selected such industries as iron and steel, 

electronics, and others, and picked up national champions, who 

would actually implement government plans. The government 

provided them with long-term subsidized loans mobilized through 

the National Investment Fund and specialized banks, and made an 

implicit commitment to rescue failed projects. 

 

In further, the HCI drive was followed by a dramatic change in 

industrial structure. The share of light industry products in total 

exports initially rose but began to decline in the mid-1970s, and now 

it is below 10 percent.  

 

On the other hand, the share of HCI products steadily increased 

throughout the period to reach 83% last year. Within HCI, 

information and communication technology (ICT) products take up 

about a quarter of the total exports. 
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1. 3. Changes in the Development Strategy (from 1980 to 1997) 

 

In marking the Korea’s development strategy for the 1980 to 1997, 

there have long been controversies regarding the government-led 

development strategies in general and the HCI-drive in particular.  

 

On the one hand, many contributed to the rapid economic growth 

and the build-up of major industries such as automobile and ICT to 

these policies. On the other hand, it is also recognized that these 

policies were not sustainable in the long term as they entailed 

prolonged financial repression, over-investment in HCIs, high 

inflation and large fiscal deficits. These in turn led to inefficient 

resource allocation, macroeconomic instability, and rising inequality. 

The negative economic growth and political crisis in 1980 served as 

a catalyst for changes in overall policy stance. 

 

1.4. Delayed Economic Reforms and the Financial Crisis 

 

Unlike in stabilization policies, the government was not very 

successful in liberalizing the market and defining a proper role for 

itself. Financial deregulation commenced with the removal of 

various restrictions on bank management and the privatization of 

commercial banks in the early 1980s. Restrictions on interest rates 

and international capital flows were gradually removed.  



 

 6 

Liberalization was accelerated in the 1990s as Korea prepared itself 

to join the Organization for Economic Cooperation and 

Development (OECD). The overall process was, however, slow and 

drawn out as the government intervention in the economy 

continued. Continued intervention spread moral hazard among big 

corporations and financial institutions, which believed implicitly in 

the “too big to fail” principle. The average corporate debt level was 

much higher than in other countries, and large amounts of non-

performing loans (NPLs) were accumulated in the banking sector.  

 

The Korean economy became increasingly vulnerable to external 

shocks where the Southeast Asian crisis that started in the middle of 

1997 eventually led to massive capital outflows from Korea at the 

end of 1997. The Korean government had to rely on IMF rescue 

packages. 

 

The new government that took office in 1998 swiftly introduced 

many reforms to overcome the crisis. Efforts were focused on 

cleaning up the NPLs, liberalizing capital accounts, improving 

corporate governance, and expanding the social safety net. The 

Korean economy showed a V-shaped recovery in 1999, and external 

positions improved substantially. Corporate and financial sectors 

became stronger after a painful restructuring process. 
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2. The Current Status of the Korean Economy 

 

2.1. The Current Status of the Korean Economy 

 

The Korean economy recorded relatively low growth rate of 4.0% in 

2005 due to stagnating private consumption and equipment 

investment. However, private consumption and facility investment 

have been recovering since the beginning of the year and these two 

main factors for economic growth are expected to continue their 

stable increasing courses. Moreover, merchandise exports have been 

increasing despite the increase in won’s value against dollar. As a 

result, an economic growth rate slightly higher than 5% is 

anticipated in 2006.  

 

2.2. Risk Factors of the Korean Economy 

 

While the Korean economy is expected to achieve higher growth in 

2006 due to recovery in domestic consumption and equipment 

investment, and solid growth in merchandise exports, a few external 

factors may hinder the nation’s momentum for further growth. 

 

The two most prominent risks include the possibility of petroleum 

price hike and decrease in the exchange rate, particularly against the 

US dollar. As already known, the low production capacity of 
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petroleum producing countries and geo-political instability in the 

Middle East greatly reduced the supply of petroleum, and resulted 

in rapid increase in petroleum price. If sustained, this hike in price 

may cause serious problems for Korea with such high dependency 

on petroleum imported from Dubai and no other domestic natural 

resources.  

 

The value of Korean Won has appreciated more than 6% currently, 

compared to the last year-end exchange rate. The strong Won works 

against Korean products in the world market in the perspective of 

price competitiveness, which results in the loss of market share and 

pressure on exporters’ profitability. While the exports performance 

of the nation is still solid, further strengthening of Korean currency 

will erode its competitiveness without question. 

 

 

3. Challenges Ahead 

 

3.1. Potential Growth and Productivity 

 

Now, I would like to turn to a discussion on Korea’s potential and 

the aspects for economic growth. The overall economic growth of 

Korea conventionally depended on the growth of the two most 

important factors of production, namely physical and human capital. 
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Gross investment rose slightly over 10 percent of GDP in the early 

years to more than 30 percent in recent years.  

 

Another important factor of production, the human capital, also 

recorded a marked increase. The enrollment rate for elementary 

school has remained at close to 100 percent since the early years. At 

the same time, the enrollment rate for secondary and tertiary 

education increased substantially. Now almost all children in Korea 

finish high school and over 80 percent of them go on to college, with 

the age-specific enrollment rate at over 60 percent. 

 

However, this pattern of economic growth heavily relying on factor 

mobilization and accumulation has run its course. While factor 

accumulation explained about 5.1%p of average annual growth in 

the 1990s, this figure dropped to 3.2%p in the early 2000s.  

Considering that this figure will drop even further, the future 

growth should rely on productivity. Recognizing this problem, the 

Korean government exerted efforts to build up an environment to 

enhance productivity, which include improving education and 

training system, promoting R&D activities, creating investment-

friendly environment and upgrading institutional quality.   
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3.2. Income Disparity 

 

Throughout the periods of rapid economic growth, Korea has been 

proud of relatively equal income distribution compared to many 

developed as well as developing countries. While the nation’s stance 

on income equality is still reasonable compared to other countries, it 

is true that some measures indicate the worsening of income 

distribution and widening of income gap up until the financial crisis. 

This widening phenomenon can be seen among wage earners as 

well as households including self-employed and unpaid workers. 

However, these disparities have been showing signs of decline since 

the financial crisis. 

 

3.3. Industrial Restructuring and Challenges from China 

 

An agriculture-oriented society when it regained independence in 

1945, Korea’s industrial structure of the economy rapidly 

transformed. While claiming 15% of GDP in 1963, the 

manufacturing sector grew rapidly and led exports and growth of 

the Korean economy. Along with the remarkable growth of 

manufacturing sector was the rapid growth of high-tech industries 

although low-tech industries were considered as the propeller of 

growth with the largest portion of value added and employment up 

until the early 1990s.  
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In the mid 1990s and since then, medium-high tech industries took 

the largest share of value added. However, in recent years, high-tech 

industries took over the top spot and accounted for the largest share 

of value added. Nevertheless, low-tech industries still accounted for 

the large share of employment together with medium-high tech 

industries. 

 

During the period 1993-2004, the comparative advantage (CA) of 

Korea in high-tech industries increased rapidly. The nation recorded 

CDA (comparative disadvantage) in medium-high tech industries, 

though the index improved substantially. While its CA in medium-

low tech is maintained on the similar level with slight fluctuations, it 

is noteworthy that low-tech industries have lost their CA since the 

mid 1990s. 

 

China’s industrial structure swiftly caught up to that of Korea and 

established strong CA in high-tech industries. Nevertheless, a closer 

look at sub-classification of industries shows some substantial 

differences between the two nations. More specifically, Korea’s CA 

in high-tech industries is focused on computers & office products, 

and radio, TV & communications equipment. In semiconductors 

and electronic valves and parts, CA decreased, however, the level of 

CA is still higher than those of major developed countries such as 
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Japan and the US. While China gained CA in some high-tech 

products, technology level in the production process of these 

products are different from that in Korea and often more labor-

intensive. 

 

Among major medium-high tech industries, Korea also showed 

continual increase in CA in industries such as motor vehicles and 

trailers, showing immense contrast to China. Machines and 

equipment industries in Korea recorded CDA, nevertheless, the 

index has improved steadily.  

 

 

 

3.4. Aging Society 

 

Another challenge Korea faces now is that of aging society. As late 

as in 1971, Korea’s life expectancy was 62, but it increased by 16 

years to 78 in 2005, thanks to consistently improving living 

conditions and health care system. On the other hand, the fertility 

rate dropped consistently, making Korea the country with the 

lowest fertility rate in the world. Presently, an average birth per a 

Korean woman is only one child during her lifetime although this 

rate was more than four children in 1970. The proportion of the 

population aged 18 years and younger was over 51% in 1970, but 
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declined to 24% last year. 

 

As a result, the Korean population will reach around 50 million and 

begin to decline in about 10 years. It is expected that the share of the 

old in Korea will be greater than Australia and New Zealand in 2025. 

The implication of this rapid aging is enormous. Business 

environments will change for many industries. The working 

population will decline, while the number of dependents will 

increase. The burden on pensions and the nation’s health care 

system will grow and fiscal balance will deteriorate. How will the 

Korean government and people deal with this issue will bear 

critically on the future course of the Korean economy. 

 

 

4. Korea’s Efforts for Globalization  

 

4.1. Korea and Globalization 

 

One of the most important tasks that Korea faces is broadening the 

perspective and upgrading the mindset of citizens to globalization 

as befitting the world’s 10th largest economy. Korea was coined as ‘a 

hermit kingdom’ until the late 19th century. Due to a geo-political 

reason that the Korean peninsula is a strategically important point 

for all the superpowers, Koreans have been always sensitive to 
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foreign domination. Even after the adoption of an outward-looking 

economic policy from the early 1960s, Korea remained basically a 

very nationalistic country.  Although the government welcomed 

foreign loans and technology, direct investment was allowed only 

when there was no direct competition to domestic businesses. The 

total amount of direct foreign investment that came into Korea 

during 1962 to 1997 (35 years), amounted to only US $24 billion, a 

fraction of what goes to China in one year. When the door was open 

by the financial crisis, the same amount of foreign investment 

poured into Korea in just two years.  

 

The financial crisis changed the attitude of Korean people towards 

foreign investment substantially, as they recognized the importance 

of maintaining jobs and attracting investment. However, recent 

episodes of private equity funds making huge profits without 

paying tax once again created animosity and distrust among 

Koreans toward foreign investment in Korea. I personally believe 

that the current episode will not further develop into continuing 

general anti-foreign sentiment. Nonetheless, the government also 

needs to make more efforts to improve the tax system on the one 

hand and to educate people more on international rules and 

practices.  
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4.2. Korea’s Efforts on Globalization and FTA 

 

In a sense, the economic history of Korea cannot be told without 

mentioning its market opening. With progress in economic 

development, we have been taking earnest steps toward market 

liberalization.  

 

Import liberalization was initiated in the late 1970s, and continued 

throughout the 1980s. Though the pace of the financial market 

opening was gradual up until the 1997 financial crisis, a big-bang 

type approach replaced the gradualism of pre-crisis years, quickly 

completing the financial market opening process.  

 

I have reminded you of this economic liberalization history of Korea 

in order to emphasize our sincere belief in market opening.  We 

have learned from the past that Korea’s economic success ultimately 

depended upon its timely transformation to a more open economy. 

In light of this, I am aware that there is a room still left for opening 

in areas such as agricultural products and services, which will 

provide valuable opportunities for New Zealand. However, as 

politics is becoming increasingly involved in market opening issues, 

achieving rapid progress in these areas is not easy.   

 

In addition, a rapid increase in foreign presence in financial markets 

has raised public concerns over further market opening. How 
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uneven and tricky this process may be, the Korean government’s 

position on further opening is firm. 

 

As a case in point, I’d like to draw your attention on our policy 

stance on FTA.  

 

Korea’s foreign trade policy traditionally followed the path of 

multilateralism under the framework of the GATT and WTO.  

However, recent setbacks in the Doha Development Agenda, 

accompanied with a new trend of bilateral or regional agreements 

are affecting our strategies to accelerate international cooperation.  

We seek to utilize FTA as well as multilateral platforms as a catalyst 

for deepening and broadening our economic opening process.  

Currently, Korea is actively participating in FTA talks with various 

economies.  

 

The Korean government embarked upon an ambitious and 

articulate FTA strategy with a number of its trading partners.  

Following Korea’s first FTA with Chile, which was ratified by the 

National Assembly in 2004, negotiations on FTA with other 

countries have progressed at an accelerated pace.  As a result, we 

successfully completed talks with EFTA and Singapore in the same 

year as this completion was followed by FTA with the ASEAN.   
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The Korean government also held the first round of talks of FTA 

negotiation with the US early June of this year, and is now 

preparing for the second round of talks in Seoul this July.  The 

envisioned FTA with the US would help the global standards 

embedded in the US’s various norms and systems to spread to the 

Korean economy. This would contribute to upgrading Korea’s 

economic and social systems. While our FTA talks with Japan are in 

the doldrums at the moment largely due to differently shared 

perception in the level of agricultural reforms, we are still earnestly 

exploring future possibilities. 

 

In addition, at present Korea is preparing for more advanced talks 

for FTA with such economies as Canada, Mexico and India.  It also 

aims to extend its FTA talks with economies including China, EU 

and MERCOSUR. New Zealand should be regarded as the most 

ideal trade partner with whom the FTA talks should precede, 

considering strong complementary relationship shared between 

Korea and New Zealand. However, as discussed previously, politics 

is becoming increasingly involved, and some complicated issues 

such as trade of agricultural products prevent further progress in 

FTA talks between the two countries.    

 

It is true that some domestic concerns have arisen about the Korea-

US FTA among some interest and political groups.  However, the 
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Korean government understands the immense benefit that both 

nations can reap from FTA, and is firmly determined in pursuing 

the talks.  

 

 

5. Korea and New Zealand – Economic Opportunities 

  

In light of the great economic opportunities between our two 

countries, I wish to discuss the level of trade activities. As of 2005, 

Korea was the 7th largest trade partner of New Zealand, while New 

Zealand was the 42nd largest trade partner of Korea. 

 

More specifically, Korea exported $265 billion to the world, where 

0.2% or $595 million was exported to New Zealand in 2005. This 

amount explains 2.6% of New Zealand’s total imports from the 

world.  In the same year, Korea imported $248 billion from the 

world, where 0.4% or $890 million was imported from New Zealand. 

This is 3.6% of New Zealand’s total exports to the world. 

 

One of the most striking findings from the two nation’s trade 

relationship is the complementarity. While Korea has built up 

comparative advantage in high-tech manufacturing products such 

as semiconductors, IT equipment and electronic parts, the nation 

traditionally possessed comparative disadvantage in natural 
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resources and agriculture products.  

 

Major imports of Korea from New Zealand included wood and 

bovine meats. These two categories of products cover more than 

70% of New Zealand’s total exports to Korea in 2005. More 

specifically, 44% of New Zealand’s total exports to Korea were food, 

beverage and tobacco. This industry was followed by agriculture, 

forestry and fishery that claimed 29% of New Zealand’s exports to 

Korea. Primary ferrous metal products and paper products also 

comprised about 6% of exports to Korea, respectively. 

 

While the share of New Zealand in Korea’s import market is not 

particularly large, it is nevertheless substantial considering the size 

of the economy. In addition, for certain kinds of products, New 

Zealand shows a significant presence in the Korean market. New 

Zealand’s opportunity and challenge in Korea may be viewed from 

the figures related to the nation’s performance in the Korean market. 

 

In woods of coniferous species, the share of New Zealand in the 

Korean market soared up to 45% in 2005, from 18% in 1990. In case 

of fruits, its share increased from 29% in 1990 to 36% in 2005. 

Moreover, its import performance of sheepskin and lambskin in 

Korea is very impressive showing 75% of the Korean market share 

in 1990, which grew to dominate the market with the share of 99.8% 
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in 2005.  

 

New Zealand took about 5% of the Korea’s beef market in 1990, 

while the share improved to 30% in 2005. In 2005, New Zealand and 

Australia together took over more than 97% of the Korean beef 

market. 

 

While some sectors showed rapid increase in their shares in Korea, 

some products such as horses experienced rapid decrease in its 

share, and reached only 4% in 2005 from 46% in 1990. For most 

markets that New Zealand’s performance was significantly 

challenged, countries such as Australia and the US have been the 

major competitors. 

 

As I pointed out earlier, Korea has built up its comparative 

advantage in the high-tech and medium-high tech industries. 

Specifically, most of Korea’s exports nowadays include 

semiconductors, electronic goods, IT equipments, automobiles and 

ship-building. In contrast, due to natural environments like scarcely 

endowed land, highly dense population, and rapid industrial 

restructuring, it will be very difficult for Korea to have comparative 

advantage in such sectors as agriculture, forestry, food and dairy 

products.  
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In contrast, there will be steady growth in demand for high quality 

food and dairy products as the living standards in Korea 

continuously rise and the people’s standard shifts to the “well-

being” products (products that are health-oriented) that New 

Zealand has CA.  

 

I have mentioned merchandise trade so far, but there should be even 

greater opportunities in the extension of ties between Korea and 

New Zealand in various service sectors.  

 

For example, the Korean people always regarded education as the 

utmost importance. A large portion of their income is spent on 

education each year. In parallel with the trend of globalization, more 

young Koreans are now going abroad to English-speaking countries 

to receive their education. In 2004, it was estimated that the 

expenditure for overseas education and training reached more than 

$5 billion dollars.  

 

I am aware that more and more Koreans are coming to New 

Zealand to enroll in language schools and regular education 

institutions, nevertheless, this number will be increasing even faster 

if the New Zealand government actively promotes its well-

organized education system to Koreans.  
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Culture and Tourism is also an increasing industry in Korea. While 

it is true that the geographical distance and culture differences 

deterred Koreans’ interest toward New Zealand, popular films that 

showed parts of New Zealand seeded growing interest among 

young Koreans. Currently, Korea’s pop culture is being spread 

throughout the surrounding regions. Many popular Korean artists 

are actively promoting their talents, whether they are actors or 

singers, in countries such as Japan, China, Thailand, etc. Some of 

these Korean films, dramas and music videos are already looking 

into New Zealand as their filming locations.  

 

It is reported that in 2005, some 10 million Koreans have visited 

foreign countries. Although New Zealand takes only a small portion 

of this figure, with appropriate promotions New Zealand, with its 

beautiful environment and hospitable quality, will greatly increase 

this figure capturing the interests of Korean tourists.  

 

 

6. Summary 

 

Ladies and Gentlemen,  

 

I have touched on the changes that the Korean economy has 

experienced. Although these changes are also common to other 
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economies, Korea is unique in that these changes are proceeding at a 

very rapid pace, especially in the area of technology. I also 

presented the efforts of Korea to become globalized, and the 

economic relationship between Korea and New Zealand.   

 

I firmly believe that your experience in the microeconomic reform 

and building up of advanced social and economic systems is very 

valuable to Korea. I cannot over emphasize the importance of a 

strong exchange relationship between Korea and New Zealand, in 

every aspect of economic growth.  I hope that you will consider 

Korea as an important economic ally and that our amicable 

relationship in the future will bring benefits to both countries.  

 

Thank you for your attention.   

 


