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Regi onal Econom c Policy Transition
I n Local Governnment of Korea

Ki-Yong Hong (Dankook University, Seoul,
korea; kyhong@lankook. ac. kr)

¢ . Introduction

The concept of regi onal econom c growt h has a nul titude of facts
based on the set of features that describe the positionin relation
to their policy efforts. Recent world trends related to regional
econom c policy at the local |evel can be traced to several factors
in that its policy progresses from direct involvenent and
intervention to creating a favorable policy environnent thus
enabling local firnms to pronote and develop their initiatives. It
is widely recognized that traditional practices are classified as
suppl y-oriented policy and a rising firm s manageri al capacity as
demand-oriented policy. The | ocal government of Korea is not an
exception to this policy after full nobilization of | ocal autonony
in m d-1990' s.

Looki ng at the historical process of regional econom c policy in
Korea, the Republic of Korea experienced rapid econom c grow h and
transformation since the early 1960s. It went from primry
industries to a nodern industrial and tertiary sector, resulting
inshiftsin populationand econonic activities concentrated to the
Seoul netropolitanregion. At the sanetine, along history of Korean
m gration towards Seoul in order to persue opportunitiesinrelated
to power and weal th m ght have contributed to a concentration of
popul ation. As the nation's capital and |argest city, the Seoul
nmetropolitan has the advantage of being the center for the major
deci si on naki ng bodi es gernane to the public resource allocation,
conmuni cati on and finance, as well as providing a skilled manpower
and mass consuner market. Duringthe 1970s and 1980s, Seoul conti nued
to dom nate t he econony, but nomentumof growth spread to areas near
the capital and to the south-east provinces.

Central governnent policies which sought to naxim ze national
devel opnent in pursuing efficiency nay have been one mmj or cause
of increased regional inequalities, and such tendencies toward
pol ari zati on may have been exacerbated by the concentration of

aggl onerationeffectsinafewfavored areas, that of Seoul and Pusan.
Such concentrations of population and economic activity have become a major concern

to policy makers who strive for balanced regional economic development.

To date, the regional econom c policies pursued i n Korea have
been regarded as a conponent of the national econom ¢ devel opnent
strategy with very limted local participation. This has arisen
|l argely because of the strong sectoral policies of central
governnent, insufficient |ocal financial resources for regional
econom ¢ policy, theinternational political situation surrounding
the peninsular, and South -North relationship that requires a
centralization of power by the governnent. Recently, the Republic
has entered a transitional era of regional economic policy with the
enmergence of statutory | ocal devel opment power and t he nobilization
of local resources. The financial crisis in Korea and econonic
globalization trends are other factors that necessities a
demand-oriented policy direction. Recently, l|ocal government is
gradual | y approachi ng policy process with an entrepreneurial state.



* . Objectives and research methods

A. bjectives

The obj ectives of this research can be defined as (1) to anal yze
the maj or factor differenceinregi onal econom c policies by regions,
(2) tofindout the specific policy neans that make its differences,
(3) toestimate the i npacts of policy environnment inrelationtoits
formul ati on process.

B. Research nethods

To achi eve t he above research obj ectives, all | ocal governnments
were interviewed with prepared questionnaires in order to coll ect
rel evant data concerning major variables during April-July, 1999.
67% of respondees returned the questionnaire. the index of policy
priority anong ot her choi ces ranked by | ocal policy makers, Gun as
an adm ni strationunit, are consistedof 53.1%andcities as Si-unit,
46. 9% over 81 reasoned regions as shown in Table 1. The index of
policy priority indexes were neasured as 2--highly agreeable;
1--agreeable; O0O--undecided; -1-- disagreeable; -2--extrenely
di sagreeabl e. Thus the hi gher a score on an i ndex, the nore policy
it has in place to pronote regional economc devel opnent.
Correl ation anal ysis and F-test nethods for these index variabl es
were enployed to verify its statistical relevance.
<Table 1> Respond Regions

Regions Number %
Urban 38 46.9
Rural 43 53.1

* . Theories and related Research
Many schol ars paidlittle attentionto the economn c devel opnent

initiatives of |ocal governnment. The reasons for the |ack of
scholarly attention may stemfromthe prevailing fact that econom c
performance has been considered the product of central governnment
efforts. Recently an increasing nunmber of scholars have noted,
however, the devel opnent potential of policy choice nade by | ocal
government thenselves. Many scholars showed interested in
t heoreti cal (Eisiger 1988; Fosler 1988; Boeckelman 1996) and enpiri cal
reports( Jones 1990 ; Elkins 1966; Kossy; 1966; Leicht 1994) . The gener al
consensus of these scholars is that | ocal business climtes manifest
ei ther entrepreneurial or simlar conditions. Eisinger(1988) insists that the
entrepreneurial state attempts to manipulate growth through both tax and regulatory policies and
the pursuit of demand policy initiatives in developed countries. Similarly, Fosler(1988) argues
that some local governments attempt to stimulate growth by manipulating factors that are related
to he costs of capital formation. Brace(1993) also argues that the developmental activities of local
governments in USA are likely to have a major effects on local economic growth in his research.

In related these new trends of local government efforts toward their own survival development,
regional economic policies in this research are classified into two broad categories adopted by
Eisinger' definition: supply-oriented and demand-oriented policy. Each classified regional
economic policy also consists of several sub-categories and has been associated with dynamic
regional changes.



¢ . Present situations

Traditionally, regional economic policy in Korea has not been
abl e to use high cost policy tools specially directed at fostering
| ocal econom c devel opnent but rather contribute to the negative
consequences of economic growth in the netropolitan areas. It can
be interpreted as a by-product of the national economc policy in
its attenpt to encourage industrial decentralization from the
metropolitan areainorder to prevent migrationtothe target areas.
Current regional econonic policy in Korea, dealing with regiona
bal anced devel opnment goals, is very nuch at a 'starting point' in
ternms of scope, resource, policy structure and i npact (Hong, 1997).
The following is an account of some of the npbst pressing probl ens:

1. Korean regional econony has a high spatial inbalance
particularly concentrated in the Seoul nmetropolitanregioninterns
of gross regional donestic product, population and social
infrastructure, as well as an accumul ated aggloneration. The
regi onal inbal ance di versificationannually grows wi der thanthe Gini
i ndex of regional income; it increased by 23%duri ng 1985-1993 but
rocketed to 32.2% during 1994- 2000( KIET, 2001). The recent economic crisis in
Korea make it clear that the high value-added and high technology industries tend to move to
relatively competitive regions. One option is to compete with other regions that have an economy
specializing in high-value products; this requires a high degree of competitiveness.

2. Local industries in Korea nostly consist of branch offices
of firnms located in netropolitan regions. These |ocal branches
primarily produce spare-parts or the production chain for their
nmother firnms | ocated in large cities. Local governnent efforts to
devi se ef fective policy nmeasures geared toward | ocal enpl oynent and
regi onal income generation are hanpered. Furthernore, | ocal
industries in Korea are characterized by |ow | abor productivity
traditional managenment structures and old production nethods.
Regi onal econonic policy in Korea has been traditionally concerned
with the governnment is role of policy provi sions including tax
deductions, loans, industrial site devel opnent in order to pronote
| ocal industrial devel opnment and generate i nconme. These are not easy
goal s to achieve its objectives in viewof the present conventi ona
policy tools for regional econom c devel opnent.

3. The high degree of mjor economc activity
concentration in the netropolitan regions results in serious
socio-economic congestion without countervailing policy measures. In particular, the
concentration of high technology firms, higher educational and research institutes are
another factors seriously affecting increasing regional disparity. At the same time, the
implementation of industrialization under the growth pole development strategy has

resulted in a concentration of industries in large cities primarily Seoul and Pusan and i n
recently devel oped cities. This industrial concentration, in turn,
has brought about a rel ati ve backwardness in the industrialization
of smaller and renpte cities, leading to unbal anced regional
devel opnent. I ndustrial location policy as a part of regional
econom ¢ devel opnent shoul d be refocused on encouragi ng greater
connecti ons regi onal economni c situation shoul d be addr essed by | ocal
governments.

4. In recent decades, the policy execution has focused on a
t op- down approach usual | y begi nni ng wi t h nati onal devel oprment goal s
whi ch may not be conpati bl e with regi onal devel oprmental priorities.
It limts the abilities of local authorities in the design and
i npl erent ati on of econoni ¢ devel oprent policy. Sincetherecipients
of regi onal econom c devel opnent prograns are not clearly targeted,



t he focus needs to be on smal |l firns which support the |l ocal economny.
Local authorities tend to have excessive rate burdens and
bureaucracy when dealing with this sector.

*. Major Findings

Local government may affect regional economic devel opnent
strategies, especially in | ess devel oped regions having a | ack of
resources. For exanple, policy makers in city areas are nore |ikely
to be influenced by the level of regional conpetition rather than
in rural comunities. In this respect, the regional economc
policies by the |ocal governments are classified into two broad
categories : supply-oriented and demand-ori ented policy, which many
policy makers easily follow its inplenentation. Each classified
regi onal econom c policy al so consi sts of several sub-categories and
has been associated with dynamic regional changes. O course
di ff erences anong regi ons(urban and rural ) can be expected to affect
econom ¢ devel opnent strategies.

1. Supply oriented policy

There are three categories of supply-oriented policy neasures
used to pronot e | ocal econoni c devel opnment respondi ng fromt he | ocal
government officials are shown in Table 2. These three
suppl y-oriented policies are tax reductions, |oans/ financing and
adm ni strative-service inprovenent categories. The index number
identifies their efforts to pronmpte the regional economc
devel opnent between two forns of | ocal governnent by conparing the
i ndex. The i ndex nunber in Table 2 having nore than 1.00 i ndi cates
that all regions enpl oy four sub-categories of policy tools within
t he supply- oriented policy sector; particularly a higher adoption
in the field of tax matters including reductions dealing with
property regi ster taxes, |local property taxes, property acquisition
taxes and tax releases equally as a financial policy tools
respectively.

This Tabl e al so reveal s that city governnments tendto positively
have | ess need of or pressure to use a w de-range programto adopt
as policy tools. However, |ess resourceful rural regions did not
enmpl oy all regional economic policies particularly in the broad
domai n of property tax exenptions and | ocal tax rel eases because of
their local financial reduction. These | ocal tax exenpti ons are not
relatively mnor conpared to other policy tools. The central
government prefersthelocal tax reductionpolicyasafinancial tool.
Local tax policies donot, however, work wel |l in reduci ng production
costs for local firms in designated areas. The efficiency of these
policies may yield sufficient policy objectives conpared to ot her
policy options.

The category of loan/ financial policy shows also sane
propensity for |ocal governments that the nost popul ar policies
are financial aids, followed by direct and i ndirect | oan prograns,
fund-rai si ng and bank i nt erest rel ease concessi ons for | ocal |l y based
firnms to stinmulate their econonic activity. At the sane tine, the
i ndex nunbers also indicate that nost |ocal governments prefer
adm nistrative policies that inprove admnistration services,
der egul at e adm ni strative perm ssion, m nimze paper work, reduced
i nspections, revitalize cormittees and provide techni cal gui dance
to local layers. The admnistrative service inprovenent policy
requires nolocal finance sothat every |l ocal governnment has recently
this policy. However, these admnistrative policies did not



seriously root take specific progranms for inproving nanagenent
practices andincreasingprofit. It will taketinmeto make the policy
actually viable in the field. The deregul ati on approach seeks to
reduce the role of governnent in enhancing the autonony of the
private narketing.

There are no di fferences between urban and rural nmunicipalities
when it cones to enploy supply-oriented regional econom c policy
tools. W can drawthe concl usion that this ari ses because Korea has
a relative shortage of local policy resources avail able and only
short periods of | ocal autonony. Statistics showthat only 50 percent
of the | ocal governnents in Korea have sufficient |ocal funding for
mai nt enance expendi t ures procured by | ocal financing. This expl ai ns
that alnost all the |ocal governments have simlar governnent
fundi ng avail able for inplenentation.

Policy Tools Urban Gov. | Rural Gov. |
Register Tax Exceptions. 1.11 1.09 1.10
) Local Property Tax Exemptions. 1.12 1.02 1.07
Tax reductions Property Aquisition Tax Exceptions. 1.08 0.99 1.00
Tax Releases 0.93 0.78 0.84
Financial Aid 1.12 1.18 1.20
Indirect Loans 1.15 1.01 1.08
Financing Direct Loans 1.11 0.95 1.03
Fund-raising 0.98 0.78 0.87
Interest Release 0.83 0.68 0.75
Adm. Service Improvement 1.11 1.09 1.10
Deregulate of Permission 1.02 1.11 1.06
o ) Minimizing Paper Work 1.05 1.05 1.05
Administration Reduce Inspections 0.97 0.90 0.93
Revitalizing Committees 0.95 0.89 0.91
Technical Guidance 1.02 0.78 0.89

< Table 2 > Supply Oriented Policy Tool Index
F=14.53 > F14,2 =6.51

The | ocal governnents of Korea have inplenented nost of their
regi onal economic policies by a matching grant system with the
exception of small/ |ocal projects. This nmeans that the |oca
governnents due to the lack of |ocal project funds are placed in a
passi ve positi on when deal i ngtheir ownregi onal devel oprment policy.
At thesanetinme, it canbeinterpretedthat thelocal policy- makers
understand how difficult it is to get funding from the central
government and t hat i npl enentation takes tinme. One way to solve this
issue is to pre-allocate funds from the national tax to | ocal
proj ects.

2. Demand oriented policy

The demand-oriented policy for regional econonic devel opnent
general ly requires nore resources, effort and expertise. It is nore
difficult to inplenent than conventional supply-oriented policy.
There are three broad categories of demand-oriented regional
policies that are based on nmarketing, manpower supply and
infrastructure. Al regions generally adopt nost policy tools with
the exception of exploring overseas marketing, financial aid for



training and research which usually is the responsibility of the
central government. There are several reasons to expect that urban/
rural governnents wi |l adopt different policies regarding regi onal
econom ¢ devel opnent. Rural officials are likely to be nore active
in pronoting econonic devel opnent, whereas the urban are nore
dependent upon service i ndustry devel opnent due rel atively totheir
mai n i nterest areas of transportation, housi ng and wel f are prograns,
Ur ban governnents have a hi gher index score in nost policy domains
than rural governnents. This explains the tendency that city
governments have relatively higher access to project funding in
probl enati c areas.

Tabl e 3 reveal s the tendenci es that nost | ocal governnents have
had a traditionally higher priority for investnment in
i nfrastructure and manpower prograns for whichthey can get funding
fromthe central governnent. However, relatively lowpriorities are
t he mar ket i ng prograns whichrequire nore effort. The exceptions are
advanced area visits, oversea narketing, training programs and
research activities which may refl ect the degree of inproving their
ability. This may be theresult of traditional social normin Korea.
It is felt that government should not directly work with private
firms but also that |ocal governnment officials are not properly
trainedinrelationtodemand policy devel opnment and of i nsufficient
| ocal resources.

Policy Tools Urban |Rural Gov. Total
Gov.

Products Exhibition 1.16 1.08 1.12

Exhibition of Local Firms 1.20 1.02 1.10

Marketing Public Relations 1.06 0.89 0.97
Visiting Advanced Regions 0.96 0.83 0.89

Exploration of Overseas Markets 0.95 0.82 0.88

Job Employment Capacity 1.19 1.18 1.18

Financial Aid for Training 1.19 1.00 1.09

gﬁ;ﬁgwer Retraining the Unemployed 1.11 1.06 1.08
Opening Training Institutes 0.96 0.86 0.91

Financial Aid for Company Training 0.66 0.62 0.64

Transport Facility Improvement 1.36 1.26 1.31

Provision for Living Infrastructure 1.23 1.06 1.14

Transport System Improvement 1.15 0.96 1.05

Infrastructure Environmental Protection 1.12 0.93 1.02
Provisions Industrial Sites Provisions 1.03 0.85 0.93
Energy and Water Provisions 0.96 0.91 0.93

Improvement of Information System 0.85 0.82 0.83

Research/ Information Provisions 0.83 0.62 0.72

< Table 3 > Demanded Oriented Policy Tool Index by Regions
F=12.74 >F 17,2 =6. 11

It is an encouragi ng that |ocal governnent |eaders including
maj or and top decision mekers are increasingly interested in
devel opi ng demand-oriented policy tools such as inprovenent of
adm ni strative services, deregul ati on of governnental hierarchies



and industrial site provision within the broad category of
i nfrastructure devel opnent. At the sanetine, | ocal governnment tends
to be aware of the inportance of public relations for |ocal firnmns,
| ocal product exhibitions and publicity of local firm s activities
t o possi bl e demanders as wel | as marketing policy strategies. Local
| eaders are also beginning to realize the inportance of
demand-oriented policy tools through inproving their manageri al
skills. There is also a general proposition that relatively
| ess-devel oped regi ons, rural areas, are under pressureto use aw de
range of policy prograns for pronotingindustrial andinfrastructure
devel opnent in order to show their administrative achievenents
before the next election. However, the densely popul ated regi ons,
cities, are nore involved in service industries and can afford
exhi bitions, cultural event programs and living infrastructure
provi si ons because of their avail abl e di sposal resources.

3. Policy Environments

Local econom c devel opnent projects differ in their
policy dinensions and reflect their own diversified
soci o-econom ¢ environnents. Three environnental variables
are examned with respect to regional econom c devel opnent
initiatives as shownin Table 4. It is an assunptionthat there
I's high relationship between policy environnental factors and
policy tools. Three policy domains are classified into the
categories of political, economc and socio-cultura
environment for making regional econom ¢ devel opnent
practically viable, which are inportant factors in
deci si on- maki ng process at the | ocal |l evel. As shown in Tabl e
4, these three categories have its specific sub-policy
nmeasures includi ng financing, tax reductions, man-power and
mar ket i ng.

Table 4 also shows the relationship anong broad policy
categories and policy environments pronoting regional
economc growh. Generally speaking, the socio-cultural
policy factor reveals a higher correlation wth nost
categories with the exception of two environnental factors.
Particularly, citizen participation and non-governmnent
organi zations i n the category of soci o-econonic factors shows
arelatively high correlation wth infrastructure, manpower,
public service inprovenment, marketing and financial policy tools,
respectively. This neans that citizen participation representing
| ocal needs for those policies has recently begun
to play an inportant role in regional policy formulation in Korea.
Mar keting and

Environment Loa |Tax Man- |Marketi|Service Technical |Infra-
n except. |power |ng improvmt |innovation |provision
Central + + + + + +
Politics Local + + + + + + +
Econo- |Industrial + +
mic Structure




Local ++ |+ i
Finance
Citizen + ++ ++ + ++ n
Participation
Socio- |Firm Partn ++ |+ ++ ++ + + T
culture
Government |+ + T+ n
Participation

< Table 4> Relationship Between Policy Environment and Policy Means
+: correlated ++: highly related

manpower prograns are recently bei ng devel oped by | ocal gover nments.
Si nce econoni ¢ environmental factor require norelocal financing and
expertise, policy experience variable shows a very |lowcorrel ation
wi th regional econom ¢ policy devices.

In summary, It is clear the evident that if |ocal governnent
domi nantly plays a strong role in regional econonmic policy, their
goal s coul d easily be achievedin short term The recent devel opnent
of inducing citizen participation prograns in relationto nmanpower
supply, infrastructure and tax reduction is a desirable result of
further demand-orient policy devel opment. Econonic policy can not
achi eve any goals without the private sector take part in its
i npl enentati on. The degree of participation by business elites in
pronoting regi onal devel opment may pave the way for success in al
regi ons.

¢ . Conclusions

Since the early 1970s, the Korean governnment has stressed
the necessity of inducing spatially dispersed of popul ation
and econom c activity. To achieve these policy objectives,
regi onal econom ¢ pol i cy nmeasures has been enpl oyed mai nly by
the central government which has been heavily reliant on
prograns involved in construction of industrial sites,
I nfrastructure and the regulation of metropolitan growh
activities. Local governnents, however, confine their policy
activities due to a premature/ inconpl ete policy environnment.
There has been increased public awareness that regional
econom c policies shoul d be designedto givelocal authorities
the capacity to all ocate resources in order to maxim ze their
own | ocal devel opnent, raising |ocal organizational capacity
and ensure a greater equality inthe all ocation of fundi ng and
priorities. Thereis w de agreenent that soci al justice should
be one of the highest goals in Korea.

This study attenpts to find out the policy perfornmance and
patterns of regional economic policy and to respond to
prevailing policy problens focusing efforts on regional
econoni ¢ devel opnent in Korea. The follow ng findings are:

Firstly, it is a significant finding that nost | ocal
governments in Korea tend to adopt supply-oriented policies
t han t he denanded one because of |imted | ocal resources and
i nexperienceinitspolicy formulation/ inplenentation. It is,



however, encouragi ng fact that |ocal governnent |eaders are
increasingly aware of the inportance of demand-oriented
regi onal econom c policy including enterprise devel opnent,
techni cal assistance, venture capital prograns, snal
busi ness i ncubators, R&D, tax credits and sci ence parks. This
nmeans that the entrepreneurial approach to econonic
devel opment at the local level is being gradually inbedded
after initiatinglocal governance as aresult of 1997 fi nanci al
crisis in Korea.

Secondly, this study indicates the persistence of
regi onal econom c policy patterns. The nore weal t hy, urban and
i ndustrial regions are the nost innovative in every policy
dormai n pronoting regi onal econom ¢ devel opnent; this can be
i nterpreted the urban areas have hi gher access to financial/
human r esour ces al ong wi t h ur ban gover nnent of fi ci al s who have
nor e experience.

Thirdly, there is a high correlation between policy
environment factors and policy tools, particularly with the
partici pation of private sector. The entrepreneurial approach
to regional econom c developnent is a crucial element in a
firms capability along with creation of the favorable
business climte. Local governnments with diverse regiona
econonmi c policies tend to be associated with hi gh gover nnent
| evel and have nore financi al resources, experti se and a strong
| ocal | eadership available to them By contrast, the |oca
governments wi t h weaker regi onal econom c prograns are |ikely
to be noted for poorer relationships with lowlevel of policy
envi ronnmental factor. Therefore, the central gover nnent needs
to play a coordinated role of resource allocation for |ess
favored regions in order to be diversify/ intensify regional
econoni ¢ devel opnent .
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ABSTRACT

This study ains at finding out the major policy too
changes i n regi onal econom c pronotion by regions. The naj or
findings are as follows;

First, nost | ocal governments in Korea tend to adopt supply-Ied
policies than the demanded one because of |imted | ocal resources
and inexperience in its policy fornulation/ inplenmentation. Local
government |eaders, however, are increasingly aware of the
i nportance of denmand-| ed regi onal econom c policy. This neans that
the entrepreneurial approach to economni c devel opnent at the | oca
| evel is being gradually inbedded after initiating!local governance
as a result of 1997 financial crisis in Korea.

Second, the nore weal thy, urban and i ndustrial regi ons are the
nost i nnovative in every policy domain pronoting regi onal econom c
devel opnent; this can be interpreted the urban areas have better
access to financial/ hunman resources along wth urban governnment
officials having nore experience in policy planning and
i mpl enentation fromtheir favorable resources.

Third, there is a high correlation between policy environnent



factors and regi onal econonic policy tools, particularly with the
participation of private sector. The entrepreneurial approach to
regi onal econom c developnment is a crucial elenent in a firms
capability along with creation of the favorabl e busi ness clinate.

Local governnents with diverse regional econonic policies tend to
be associated with high governnent |evel and have nore financial

resources, expertise and a strong | ocal | eadership avail abletothem
By contrast, the |ocal governnents w th weaker regional economc
prograns are likely to be noted for poorer relationships with | ow
|l evel of policy environnental factor. Therefore, the central

government needs to play a coordi nated rol e of resource allocation
for | ess favoredregionsinorder tobediversify/ intensify regional

econom ¢ devel opnent .



