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Abstract

The Fall of Growth and Structural Reform in Korea

Se-Jik Kim

Korean economy had enjoyed an unprecedentedly rapid growth of over seven
percent for decades. Since the 1997 financial crisis, however, it has experienced
a persistent decline in the 10 year-moving-average growth rate with the speed of
0.2 percentage point per year. The long-run growth rate now appears to be moving
through two percent territory towards zero percent.

Such a steady decline in the trend growth rate cannot be reversed by expansionary
policies that stimulate aggregate demand, because the decline reflects the bottleneck
in the production side, not the demand side. In this situation, a policy of stimulating
investment may induce excessive investment and bad debts, which raises the risk of
financial crisis.

To make the trend growth rebound, Korea needs to remove two bottlenecks
against human capital and technology growth, which are the underdevelopment of
infrastructure to protect and reward creative ideas and people, and a rapid weakening
of competition-promoting institutions. Therefore, the country needs to push ahead

with structural reforms on two fronts: ‘creativity’ and ‘competition’.

Keywords: Fall of Growth, Expansionary Policies, Structural Reform






