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Abstract

An Investigation into Saemaul Movement
: Economic Growth Perspectives
Lee, Byung Wook
Department of Economics
The Graduate School
Seoul National University

The purpose of this thesis is to gain an understanding of the earlier phase of the Saemaul
Movement practiced in the 1970s in South Korea. We can get a better understanding of
the Movement, when we view it from the perspectives of economic growth models.
Studying the Saemaul Movement, in turn, can provide us with new perspectives on the
mechanisms of economic growth and development.
Literatures on the Saemaul Movement are abound. However, most of them are plain
descriptions of the Movement. As such scientific analyses are very scanty. It is somewhat
surprising that there have been no systematic investigations of the Saemaul Movement by
the main stream economists. As increasingly more people, especially the practitioners
from the emerging economies, show interests in the Saemaul Movement, the situation is
about to change. Already there have appeared numerous studies praising the success of
the Saemaul Movement. None of them, however, provide coherent frameworks with
which we can understand why and how the Saemaul Movement had succeeded in the
1970s. Or, why it fell into disgrace when the Saemaul Movement was turned into a means
of political campaign in the 1980s.

i

When the Saemaul Movement was first initiated in the early 1970s, the rural villages
of South Korea were in dire conditions. Lack of gainful employments, very low
productivity, low income, increasingly more villagers (in particular the young ones)
fleeing to the urban sectors, extremely backward living conditions, and the lack of able
leaders had all made the rural villagers dispirited and impotent. There seemed to be no
hope for progresses.
This was what the government wanted to change. How? Naturally, South Korean
government wanted to put more resources into the rural villagers. In doing so the
government could have adopted the so-called 1/N principle: allocating the resources
equally among all villages and villagers. This road the government did not take, however.
Rather it went into the opposite. The government made it clear from the beginning that it
would give more resources to the villages which achieved better outcomes by mobilizing
more efforts from their constituents. The government had also announced that it would
reward those who succeeded and to penalize those who failed. This principle was
something entirely new to the villagers. They were accustomed to the practices of
government doling out assistances to those who were in need.
It is true that, in villages where the Saemaul Movement was successful, roads were
markedly improved, thatched roofs were replaced with tiles and concrete slabs, wood
burning cooking pits were replaced with coal/oil burning ones, sanitary facilities were
modernized, and village halls were erected. They were, however, only the superficial
aspects of the Saemaul Movement.
More fundamental and meaningful were intangible aspects of the Saemaul Movement.
My investigation suggests that the following three elements were crucial: 1) the
introduction of healthy rivalry and competition among villages, 2) the allotments of
government provided resources based on actual performances, and 3) the transformation
of the mindsets of the villagers.
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The idea that a village could compete to achieve better results than others was absent
among the traditional villages. For them peaceful coexistence, even though it means
stagnation, was more important. Thus when the government introduced the rural economy
revitalization program, villagers expected that the government would distribute resources
evenly among villages or distribute based on needs. However, the government informed
them that although the initial allotment would be needs based, from the second year on
she would allocate resources based on the following three criterion: 1) previous year’s
performances, 2) contribution rates of villagers in terms of efforts, funds, lands, and other
resources, and 3) the extent of cooperation among villagers.
South Korean government grouped some 35,000 rural villages into three levels based
on the previous year’s performances: Self-reliant, Self-help, and Under-developed. The
self-reliant villages were rewarded, while the under-developed ones were ignored. This
had made the top level villages strive for even better results. More importantly it had
brought the bottom ones into the competition league, too.
In addition to this, the government had tried very hard to instill new spirits to the
villagers. The new spirits were self-help, diligence, and cooperation, which are known as
Saemaul Spirits. For this the government gave bigger rewards to those villages that had
achieved better outcomes through villagers’ cooperative efforts using more of their own
resources and relying less on outside help. Clearly, the government recognized the
importance of the people. It knew that unless people changed, change would not occur,
and the best way of changing people’s attitudes was to promote competition and
cooperation.
The crucial roles of people as change agents were clearly manifested in the Saemaul
Leadership program that the government introduced from the beginning. Thus numerous
Saemaul Movement camps were opened up and equally numerous men and women from
the villages were groomed as Saemaul Leaders. To them not only the relevant knowledge,
information, and technologies were provided, but the essential spirits of the Movement
were also transplanted. The latter was achieved through practices of competition and
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cooperation among the leaders who were housed in the training camps. Another essential
component was the transmission of information and knowledge. Both success and failure
stories were told and retold by those who were directly involved in the stories. This way
the leaders from the other villagers could also learn how to achieve success and avoid
failure.
Can the modern economic growth theories shed some lights on the Saemaul
Movement? The first step in answering this question is to find out whether the Saemaul
Movement was successful in a meaningful sense. This I check by measuring the total
factor productivities (TFP) of the rural villages applying the growth accounting method.
I show that indeed the growth of TFP in the agricultural sector was higher than the
manufacturing sector during the early phase of the Saemaul Movement.
Why might TFP have grown faster with the initiation of the Saemaul Movement? To
understand this issue, I extend a key model of endogenous growth: Lucas (1988) model
of human capital driven growth. The extended model shows that the Saemaul Movement
has succeeded because it had fostered the growth of the relevant human capital, in this
case the Saemaul Spirits or social capital. The model especially focuses on the presence
of positive externality or spillover effect of social capital. As expected, when the
economic agents, here the villages, take the positive externality into account, they would
exert more efforts to accumulate social capital. The enhanced efforts would in turn raise
the economic growth rate. But how would a government induce the villages to internalize
the external effects? When markets are not developed well, it may be infeasible for the
government to rely on tax/subsidy policy. The usual alternative to this is to use compulsion:
A government can order people to take socially optimal behavior. However, the South
Korean government did not take this option. Rather she entered into a partnership with
each village and directly supported the latter’s efforts to accumulate village social capital.
What was crucial was that the support was given in proportion to a villages’ efforts and
performances. This led villages to strengthen their efforts to accumulate their social
capital. They behaved as if they internalized the external effects.
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What might one learn from the Saemaul Movement that are relevant for growth
theories? Modern growth theories, for that matter modern economics, take the existence
of the relevant markets and institutions for granted. Thus they tend to claim that when
people work hard, maintain thrifty life style, and save more, invest the saved resources
wisely for future in the form of human capital, physical capital, social capital, and
technology, then economic growth would ensue in time. Is the reality like this? I suppose
not. In reality in many emerging economies, there are neither markets and institutions nor
norms and rules. Hence merely advising them to work hard, save more, and invest wisely
will not go that far. It would be more so when the people are deeply demoralized from the
lack of meaningful progresses. For them it is essential that someone demonstrates that
things actually work. This the South Korean government did with the Saemaul Movement.
It demonstrated to the dispirited villagers that things could get better when they worked
diligently and worked together. By giving larger rewards in proportion to the degree of
success through own efforts and the level of cooperation among villagers, the Saemaul
Movement successfully established relevant markets, institutions, and mechanisms.
Are their cases other than South Korean Saemaul Movement where the so-called
Saemaul spirits may work? In order to answer this question, I investigate three cases of
history. One is to compare the Philippines’ development records of 1970s with that of
South Korea. Here one may conclude that the lack of development in 1970s’ Philippines
was partly because the philosophies behind her economic policies were very far from the
Saemaul spirits. Neither they promoted competition, nor they rewarded successes and
penalized failures. Rather they were hostages of the crony capitalism.
The second is to investigate whether the Israel’s Kibbutz Movement is similar to the
Saemaul Movement. The Kibbutz Movement had also emphasized the importance of
cooperation, but it critically lacked the spirits of competition and rivalry. The 1/N principle
was very strong in the Kibbutz Movement and as a consequence, the movement has long
stopped to progress any further.
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The third is the case of performances of the several publically funded medical centers.
Here I find that those public medical centers that were subject to performance based
reward system indeed out-performed those medical centers that were treated with the 1/N
principle.
Is there another area that we might apply the lessons of the Saemaul Movement? In
principle, there must be unlimited cases that we might apply the principles. That the
reward-penalty incentive scheme brings out better outcomes than the equal treatment
incentive scheme appears to be so fundamental that all human behaviors are subject to it.
But the actualities are very far from this. The equal treatment principle appears to be very
powerfully ingrained in our brains. Furthermore, frequently we profess that we should
‘reward’ those who fail, that is, we should help those who fail. Perhaps it is not fruitful to
debate which principle is better.
Yet, we may think about how we might apply the principles of the Saemaul Movement
to South Korea’s overseas aid programs. This is especially so as more and more people
from the emerging countries want to learn the Saemaul Movement and transplant the same
in their own countries. Hence I also look into this issue. By reviewing the current overseas
aid status and adjusting grant aid and concessional loans, we may seek the most efficient
way of transplanting Saemaul Movement principles.
This paper concludes that the Saemaul Movement was not just one political showcase
happened in 1970s of South Korea, but one successful economic strategy which can be
applied in other under-developed countries’ economic framework. Transferring
academically established Saemaul Movement principles must be the first step to take if
we want to diffuse the lessons of the Saemaul Movement.
Keywords : Saemaul Movement, Economic Growth, Saemaul Growth Model,
Social Capital, Competition, Reward-Penalty Incentive Scheme
Student Number : 2012-30853
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Introduction
1.1

Motivation

The Saemaul Movement, which was initiated in the early 1970s as a government
sponsored campaign to vitalize the rural communities, has proponents as well as detractors.
The former passionately argue that indeed the Movement had played important roles of
transforming once dormant rural communities into vibrant centers of economic activities.
They argue that were there no Saemaul Movement, South Korean economy could not have
achieved the rapid and persistent growth frequently referred as the Miracle on the Han
River. On the other hand, the detractors argue equally strongly that the Movement had
been nothing more than a coercive program imposed from the top to bring the severely
lagging rural communities up to par with the urban/manufacturing sectors. They claim
that since the Movement was coercive and top down, it could have achieved only marginal
results. The somewhat disgraceful downfall of the Movement in the 1980s is cited as
evidence backing their argument.
Which is more correct? In order to get meaningful answers to the question, this thesis
attempts to study the following series of issues. What was the Saemaul Movement? How
had it been initiated and how had it played out? Why had South Koreans played the
Saemaul Movement game? How had it worked? Had it indeed successfully transformed
the rural communities? How should we judge the success or failure of the Movement?
Had Saemaul Movement been a catalyst not only for vitalizing the rural communities, but
also for the overall economic growth of the country? If so, what were the crucial elements?
Why then the Saemaul Movement died out in the late 1980s and stayed in a disgraced
state until it was revitalized in the last decade?
The above set of questions is rather difficult to get answers for them. Yet numerous
researchers have tackled the issues and came up with diverse answers. An innumerable
number of sociologists, anthropologists, legal scholars, and political scientists have
studied the issues. Naturally their answers are quite diverse in nature. What is striking,
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though, systematic economic analyses on the issue are missing.
In this thesis, I try to fill this void. In doing so, I will apply the methodology and
results of the economic growth literature. That is, I study the nature of the Saemaul
Movement from the perspectives of economic growth theories. The immediate goal is to
find out what the economic growth models can say about the Saemaul Movement. The
ultimate goal is to find out whether our understanding of the Saemaul Movement has
something to add to the existing growth literature.
Viewed from the angle of growth literature, Saemaul Movement can be interpreted as
a program either to enhance the processes of technological progress or to enhance the
human capital accumulation processes. Here the human capital centered endogenous
growth model of Lucas (1998) and others are also very useful to address the issue.
Viewed from the angle of institutional economics literature, Samemaul Movement can
be interpreted as a program to build a completely new institution or mechanism in the
rural communities. Up until the Saemaul Movement came about, the South Korean rural
communities remained very traditional and backward. Most of all residents knew almost
nothing about modern economic systems. Markets, exchanges, financial activities,
striving for profits, and investments for the future were rather foreign concepts for them.
Although farmers knew perhaps instinctively that diligence, self-help, and mutual
cooperation were important, they did not have incentives to practice them. This picture
was a stark contrast to then vibrantly progressing urban and manufacturing sectors. There
was a dire need to change this gloomy situation. This was a picture of the South Korean
rural communities in the 1960s. Then in the 1970s the same rural communities had quickly
turned themselves into centers of vibrant economic activities and with it the rural
household income grew more rapidly than that of the urban households. And Saemaul
Movement was initiated in 1970 and remained very active throughout the 1970s. Were
these two just pure coincidences?
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1.2 Background
“Miracle on the Han River”1 – Many people mention this whenever they talk about the
economic growth of South Korea during the period from the early 1960s to the mid-1990s.
In the aftermath of the Korean War (1950 - 1953), South Korea was an extremely poor
country. Her per capita income of $67 (in PPP about $500) in 1953 suggested nothing but
a hopeless picture. Yet by the mid-1990s, South Korea had not only escaped from the third
world status, but she also began to join hands with the first world economies. She is now
(2015) regarded as an advanced country up to par with several prominent OECD countries.
As of the early 1960s, few people in the world thought South Korea would escape the
poverty trap. It was unthinkable that one day South Korea would become an advanced
country. That is why people think South Korea’s economic growth miraculous. See Lucas
(1993) and Kim, et al. (1995). [Figure 1] shows the economic growth rate of South Korea
in 1960s and 1970s.
Figure 1. Economic Growth Rate of South Korea (1965 – 1979)
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South Korea’s postwar export-driven economic growth, including rapid industrialization,
technological achievement, and rapid urbanization, etc. It was accompanied by a democratization
and globalization that transformed the country from the destruction of the Korea War to a
wealthy and developed country with a globally influential economy.
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[Figure 2] depicts how the GDP has evolved during the period from 1960 to 1980, a
period commonly referred as the phenomenal development era of South Korea. The right
hand figure, which depicts logarithms of GDP shows that South Korean GDP had
consistently grown very rapidly during the period. To outsiders the phenomenal growth
of the South Korean economy might appear to be a miracle. However, most South Koreans
do not think so, as they think they know how and why South Korea could have achieved
such an outcome. They think the growth is an outcome of the joint efforts of leaders and
citizens.
Figure 2. GDP and its Log Value of South Korea (1960 – 1979)

One reason why South Koreans do not regard their country’s phenomenal growth a
miracle is because they think a miracle is something beyond human power. But when
Lucas and others mention the miracle, what they have in mind is that, while such countries
as Philippines and India, which were regarded to have great potential for growth did not
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grow, countries such South Korea and Taiwan, which were regarded to have no potential
for growth grew rapidly, is a miracle. What is important in this debate is not whether it is
a miracle or not, but how South Korea had achieved such a remarkable outcome and who
or what was responsible for it. An accompanying question, which is directly related to my
thesis, is whether the Saemaul Movement had contributed to the miraculous growth and
if so how it had helped the growth process.
The phenomenal growth of the South Korean economy is an outcome of the joint
efforts of the leaders and citizens. The leaders have implemented development oriented
economic policies and the citizens have worked very hard to succeed. If government had
not taken the correct policy measures to develop the nation and if citizens had not actively
participated in the program, South Korea could not have grown that rapidly.
One indication how the government had tried to develop the country was her adoption
of a series of economic plans. Thus South Korean government devised a series of FiveYear Economic Plans beginning from the year 1962. The plans were indicative in that they
just stated the objectives, annual targets, and means to achieve them. But the plans were
very far from the plans devised and implemented in the planned economies such as USSR
and China. There were no coercive elements. And actual means to achieve the goals were
market oriented in that the government had provided citizens with incentives for the latter
to strive for better outcomes.
The citizens, on the other hand, seized the opportunities newly open to them very
aggressively. They realized for the first time in recent history that when they worked hard,
they and their sons and daughters could enjoy better living standards. Seeing that things
were actually getting better was something very new to most citizens who had long been
disappointed with gloomy economic perspectives. Thus they enthusiastically utilized
whatever opportunities open to them, worked very hard, maintained very thrifty lifestyles,
strived to provide good education for their children, and were keen to improve their
economic lots through assiduous investments. Most all they wanted to build their future
with their own hands.
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As one can glimpses from the [Table 1], which summarizes the key features of the
four Five-Year Economic Plans implemented during 1962 and 1981, the South Korean
government took an export oriented manufacturing industrialization path. This was a bold
decision. In 1960s, close to a two third of her GDP originated from the agricultural sector
and more than 70% of people lived in rural communities. What was more, her interaction
with the outside world was very limited. She exported only a little and relied on foreign
aids to import essential necessities. In a word South Korea in 1960 was an extremely
inward looking traditional agriculture based country. The fact that such a country adopted
a development strategy centered on the export oriented manufacturing industries was quite
remarkable.
Table 1. Overview of Five-Year Economic Plans
Plan

Period

Growth Rate

Objectives
·Breaking the vicious cycle of poverty

First

Second

1962 – 1966

1967 – 1971

7.9*
(planned 7.1)
9.7*
(planned 7.0)

·Establishing the foundations for self-sustaining economic
development
·Modernization of industrial structure
·Promotion of self-sustaining economic development
·Harmonizing growth, stability, and equity

Third

1972 – 1976

10.2*
(planned 8.6)

·Realizing a self-reliant economy
·Comprehensive national land development and balanced
Regional development

Fourth

1977 - 1981

5.7*
(planned 9.2)

·Achievement of self-sustaining economy
·Promoting equity through social development
·Promoting technology and improving efficiency

Source: Song (2003)

In retrospect, the strategy turned out to be very productive. With it South Korea rapidly
grew into a very dynamic export machine. The very successful economic performances
in the 1960s made South Koreans very confident and they boldly embarked on the heavy
and chemical industrialization path in the 1970s. But there was a very serious problem:
The rural communities, which were the backbone of the South Korean society lagged far
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behind the urban and industrial sectors. Most of all incomes of rural and urban households
began to diverge from the mid-1960s. The disparity got worse as time went on. As we can
see from [Table 2], by 1970 the average income of urban households had become
approximately 50% larger than that of rural households. What was more, residents from
rural communities, the young ones in particular, rapidly fled to urban areas: Many of them
became factory workers and even more of them ended up in urban slums.
Table 2. Income Difference between Rural and Urban2 (1965 – 1970)
Rural Household
Income

Urban Household
Income

Real
Won* (A)

Increase
%**

Real
Won (B)

Increase
%

Absolute
(B-A)

Relative
(B/A)

Overall
Economic
Growth
Rate (real %)

1965

112,201

-

112,560

-

359

1.00

7.4

1966

130,176

16.1

161,520

43.4

31,344

1.24

13.4

1967

149,470

14.8

248,640

53.9

99,170

1.66

8.9

1968

178,959

19.7

285,960

15.0

107,001

1.60

13.3

1969

217,874

21.7

333,600

16.6

115,726

1.53

15.9

1970

255,804

17.4

381,240

14.2

125,336

1.49

9.7

Year

Average

17.9

Difference

28.6

* Each rural and urban household real income is based on 1979 Korean Won.
** Increase % indicates that the increase percent compared to the previous year real income.

Source: KOSIS

By the end of the 1960s, the disparity between the urban and rural sectors had become
very wide. The leaders could no longer ignore it. President Park himself clearly realized
that such a situation could not go on: It was not only counter-productive from economic
perspectives, but it also posed potentially grave political risks. Hence the gap must be
eradicated. But how? President Park thought very hard about possible strategies to abridge
the growing gaps. He rightly concluded that the only route available to him was to bring

2

Rural and urban is separated by an administrative district. Rural area involves Up, Myeon and
urban area includes Dong, followed by a criteria from Ministry of Home Affairs.
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the rural communities along the development path along which the industrial sectors had
been following very successfully for some time. This way, the Saemaul Movement was
borne as a comprehensive strategy to vitalize the rural communities.
The Saemaul Movement primarily sought to alleviate the acute problem of poverty
then widely prevailed in South Korean rural communities. It was geared to narrow down
the income gap between the rural and urban households. What was important was not the
fact that the government doled out assistances to the rural villages, but the ways how she
did it. Most of all, the government endeavored to awake hitherto dormant and rather
passive rural residents and bring them along the development path. In order to achieve the
goals, the government clearly realized from the beginning that unless the residents
themselves changed their attitudes, things would not get going.
How then could the government motivate the rural residents to go for the economic
development path? The leaders, in particular the late President Park, thought that the most
important element was to instill the ‘right’ spirits in the minds of citizens. Thus he chose
self-help, diligence, and cooperation as the crucial spirits of the Saemaul Movement. The
idea was that to come out of the poverty one should work hard, one should try to stand
alone and avoid relying on others as much as possible, and the residents should try to
achieve the goals through mutual help and assistance. But how might we instill those
spirits? Simply arguing them that they must have those spirits would not do. They should
be motivated to move into right directions. This the government achieved by utilizing
outcome based assistance programs. Financial as well as material help were provided to
the rural communities. The amount of help a village received critically depended upon
how much the village as whole achieved, how many residents took part in the program,
and how much they came up with their own resources for village investment projects.
That is, the harder a village worked, the more they contributed their own resources to the
projects, and the higher the degree of cooperation among villagers, the more assistance
the village got.
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The three spirits of Saemaul Movement was nothing more than the elements of social
capital. In this sense the policy measures implemented by the government could be
interpreted as a series of action to enhance the social capital of a village or the rural
communities as a whole. We can, therefore, apply the growth theories based on social
capital accumulation processes to better understand the Saemaul Movement. The
Movement could have been a very effective venue to enhance the social capital.
Alternatively we can think of the Saemaul Movement as a comprehensive program to
hasten the accumulation of human capital of the rural residents. The fact that Saemaul
education and training programs were heavily emphasized indicates such a possibility. In
this way, the Saemaul Movement, its training and information diffusion programs in
particular, could be interpreted as having been a very effective venue to hasten the
accumulation of human capital of the rural residents. This suggests that we may fruitfully
apply the results from the growth theories based on human capital accumulation to our
efforts to understand the Saemaul Movement.
What was unique about the Saemaul Movement? After all, many under developed
economies had attempted to implement similar movements. Chollima Movement of North
Korea, the Cultural Revolution/the Great Leap Forward Movement of China, and the New
Rural Construction Campaign of China were a few such examples3. Whereas all of these
programs failed miserably, Saemaul Movement was successful, at least in its early phase.
Why? I argue in this thesis that the dividing line between these two was the absence or
presence of the spirits of self-help, diligence, and cooperation.

3

In Chollima Movement, Chollima refers mythological flying horse which has an ability to
travel 400 km in a single day. (See Harrold 2004) Chollima Movement was not able to remain
successful indefinitely. North Korea obtained the short-term gains in quantity of production but at
the cost of lower quality. The economy was distorted as resources were shifted to extensively
fund industries while neglecting other needed sectors. (See Oh and Hassig 2000) And New Rural
Construction Campaign in China also could not make much profit from the policy. People in
China had no motivation or incentives to participate in such an effort.
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The [Figure 3] shows clearly that the growth rate of per capita GNI went up very
sharply in the 1970s. The rapid growth was by no means solely thanks to the Saemaul
Movement. Nevertheless, were there no Samemaul Movement, South Korea might not
have achieved such a spectacular outcome. That is a conjecture which I try to verify in
this thesis. I will do it by applying methodologies of economic analyses. In doing so, I
will emphasize the social capital or human capital enhancing aspects of the Saemaul
Movement. The theoretical models I construct in Chapter 3 are my attempts to explain the
Saemaul Movement in lights of modern growth theories.
Figure 3. Per Capita GNI and its Log Value of South Korea (1960 – 1979)

Implications I derive from the study of the theoretical models, can be applied to actual
problems. One such area has to do with South Korea’s overseas aid programs. The South
Korean government currently operates two kinds of aid programs: One is grant aid and
the other is concessional loans. The former is free and the latter has a price tag. Which is
better? My analysis suggests that grant in aids along the equal allotment principle is least
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desirable, if the goal is to foster the spirits of self-help and hard work. When grant in aid
is unavoidable, it is better to allocate the funds not based on needs, but based on the
outcomes of previous year’s grants. Concessional loans, when they are efficiently
administered and distributed, would work better.
One key lesson one might learn from the experience of the Saemaul Movement is that
instilling the three spirits of self-help, diligence, and cooperation among the minds of the
citizens is very crucial for a social campaign to succeed. This suggests that when South
Korean practitioners and experts of the Saemaul Movement are trying to transfer their
expertise to the people from the aid receiving countries, they would better emphasize the
more fundamental elements of the Movement. That is, they would better persuade them
instilling the three spirits of the Movement is much more important than improving village
roads, roofs, and/or cooking facilities. After all, it is people, not machines or buildings,
that shape and move things. Unless her citizens are reborn as development oriented
change agents, a country would not achieve economic progresses.
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1.3

Organization of the Paper

My thesis is organized as follows. In Chapter 2, I briefly describe the historical
background of the Saemaul Movement, as it was practiced in the 1970s. I also summarize
the guiding principles for the investment processes that the Saemaul Movement
implemented. Whenever it is feasible, I do these through the lens of economic growth
perspectives4. This chapter also includes a survey of the literature. One conclusion I get
in the chapter is that it was the spirit of competition among villages, responding to the
incentive schemes introduced by the government, which had made the Saemaul
Movement successful in the 1970s. This claim is partially verified with the total factor
productivity (TFP) analysis. The TFP grew faster in rural communities that had practiced
the Saemaul Movement even than rapidly advancing urban sectors.
In Chapter 3, one theoretical growth model of the Saemaul Movement, which I call
Saemaul Growth Model, will be introduced. The model especially focuses on the presence
of positive externality or spillover effect of social capital, the Three Saemaul Spirits; Selfhelp, Diligence, and Cooperation. When the economic agents take the positive externality
into account, they would exert more efforts to accumulate social capital. Then how would
a government induce the villages to internalize the external effects? The model concludes
that the government entered into a partnership with each village and directly supported
the latter’s efforts to accumulate village social capital instead of relying on tax/subsidy
policy. This led villages to strengthen their efforts to accumulate social capital as if they
internalized the external effects.
The Chapter 4 investigates whether we can fruitfully apply the Saemaul Movement
principles to an understanding of some historical events. It first compares the development
records of Philippines and South Korea during 1960s and 1970s. Whereas South Korea
grew very rapidly, Philippines remained stagnant. As a result the economic lots of the two

4

In this chapter, there will be no mathematical methods or techniques.
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was completely reversed: Philippines began wealthier than South Korea, but ended up
very much poorer. Why? I argue that the lack of Saemaul Movement principles in the
Philippines economic plans practiced in the 1960s and 1970s was responsible.
I then look into the Kibbutz Movement of Israel. In some aspects, the Kibbutz
Movement was similar to Saemaul Movement. But the Kibbutz is more like a communist
organization and it lacks the competitive or profit making spirits. Most of all its basic
guideline is the equal treatment principle. Differences or differentiation is looked down
upon. The end result? The Kibbutz Movement is no longer influential or productive.
There is another interesting case. It is how the South Korean government allocates
funds to the government financed medical centers. In the beginning South Korean
government applied the needs principle: It gave more money to the underperforming
medical centers. The results was a disaster. Most medical centers went into debts, even
when they were severely criticized for their inferior services. In order to improve the
situation, the government implemented a crucial reform measure. From then on, the
government would give more financial assistance to those who performed better. That is,
performance based allocation of public funds became a new guiding principle. Thereafter,
the picture quickly turned around.
What do these episodes tell? It tells nothing more than the very basic principle of
economics: constructive competition under the correct incentive schemes would always
bring out better outcomes. What one should avoid is the blind minded application of equal
treatment principle or needs based resource allocation mechanism. One important area
that we may apply the Saemaul Movement principles has to do with South Korea’s
growing ODA activities. In this chapter, I therefore take up with subject and analyze how
we might apply Saemaul Movement principles to ODA activities with the choice of grant
aid and concessional loans.
The Chapter 5 contains concluding remarks. I summarizes the key findings of the
thesis and point out remaining limitations.
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2

An Overview of the Saemaul Movement5 in the 1970s

The Saemaul Movement was a comprehensive program to renew the very stagnant rural
communities of South Korea. It was initiated in 1970 by the government who recognized
very well the growing disparity between rural and urban communities was a serious issue.
Though it was initiated by the government, very quickly the residents themselves took it
as their own. Its immediate goal was to boost the rural income. More importantly its
ultimate goal was to transform hitherto inactive and despaired rural residents into new
citizens who would open up their future with their own hands.
2.1

How the Saemaul Movement got Started

Soon after Korea was liberated from the 36 years long colonial occupation in 1945, the
super powers divided rather artificially the country into two. In 1948 the divided regions
of formerly one country set up their own governments. In erecting the government system,
the northern half emulated the communist style Soviet system and the southern half
emulated the market oriented democratic system of USA. With this a history of divided
Korea began to play out. As the division was primarily made along ideological differences,
ever since the division both North and South Korea bitterly fought to eliminate opponents.
The struggles culminated in the Korean War of 1950-53.
The War destroyed the country almost completely. More than 3 million people were
killed and many more were wounded. Almost all industrial facilities were destroyed
during the War. Most critically the hitherto integrated one economy was suddenly divided
into two parts, severing whatever complementarity existed between them. South Korea
faced bigger difficulties. She lost, for example, the natural resource supply bases and her

5

Throughout this paper, Saemaul Movement refers only to the rural development activities and
projects from 1970 to 1979 under President Park Chung-Hee’s regime. It is because the main idea
and spirits are differ in many ways between 1970s and 1980s. Therefore, to see the essence of
Saemaul Movement, we should focus on 1970s’.
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main source of electricity supply. Industrial bases, meager they were, all belonged to the
North. The South ended up with a relatively large number of people, who were illeducated, had only backward skills, and were extremely poor.
The post-war period of 1950s was one of nation building for South Korea. Though the
economy was supposed to function along market economic principles, there were no wellfunctioning markets and residents were unaccustomed to modern economic norms.
Consequently the economy remained very stagnant and backward in the 1950s. The
picture was equally bleak in the beginning of 1960s. Close to two thirds of GDP was
created in the rural areas and close to 70% of people lived in non-urban areas. Agriculture
was the main industry, but productivity there was very low. In 1961 South Korea had a
per capita income of only about $1,000 measured in present day PPP terms. And the
economy was very much isolated from the outside world. This isolation was due to her
lack of export capacity and her inability to import foreign merchandise.
When the late President Park Chung-Hee took power in 1962, the country was on the
verge of collapse. Yet threats from the North were rapidly mounting. It was urgent for him
to come up with policies to revitalize the country. He made up his mind to be a
development oriented leader. He did not mind being criticized as being dictatorial as long
as he could achieve economic progresses. Thus the late President Park single-mindedly
pursued development oriented policies. He knew quite well that, unless he could bring the
country out of the poverty trap, he could not justify his seizure of power.
After weighing several options, President Park adopted the export-oriented
development strategy. The strategy was to hasten the development of the overall economy
with the export oriented light manufacturing industries as the engine of growth. Since the
light manufacturing industries required relatively small capital investment, did not need
advanced technologies or skills, and could absorb a large number of unskilled workers, it
appeared to be right on the mark for the South Korean economy. Also since the domestic
markets were very weak, it was natural to go for the overseas market. What was striking
was the fact the strategy did not adhere to the comparative advantage principle. At least it
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appeared to be so. Most people would argue that if one were to follow the comparative
advantage, one ought to push for faster development of the agricultural sector.
Under the development oriented, but sometimes very strong willed, policies of
President Park, South Korean economy began to grow very rapidly from the mid-sixties.
This early growth was primarily led by the spectacular growth of the light manufacturing
products going to the overseas markets. Thanks to the economic growth, many South
Korean began to have brighter hopes for future. Most of them realized that they could
improve upon their lots when they judiciously utilized whatever opportunities provided
to them.
The development in the 1960s, however, was very uneven. For one thing, gaps
between the urban and rural households, which were almost non-existent in 1960, were
rapidly growing. Though the urban sectors grew rapidly thanks to the growth of the light
manufacturing sectors, the rural communities remained stagnant. The productivity in the
rural economies was very low and with it the average income of rural households was
very small. Most rural residents were demoralized and an increasing number of them, the
young ones in particular, fled to the industrial/urban sectors.
The divergence between the rural and urban/manufacturing sectors posed a serious
problem. On the one hand, there was the possibility that many rural communities may
completely disintegrate, if things were not checked in time. The rural communities were
not only the supply bases of grains that the country needed, they were also emotional and
cultural backbones of the entire people. No sane government would just watch them going
down into drains. On the other hand, there was limits to how much the urban sectors could
absorb the immigrating rural residents. Many of the latter, unable to find jobs in the
manufacturing sectors, ended up in urban slums. Dire conditions then prevailed in those
slums could easily become time bombs. The ensuing urban riots and unrests would pose
serious difficulties for the leaders, too.
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What was a way out of this straight jacket? The late President Park thought that the
only meaningful way out of this trouble was to foster rapid development of the rural
communities. In 1970 he launched the Saemaul Movement as a means to transform the
lagging rural communities.
There existed two precedents of the Saemaul Movement. The first was the National
Reconstruction Movement (1961 – 1964) that focused on the spiritual6 renovation of the
people. The purpose of this movement was to emphasize diligence, cooperation and
ethical living and to enlighten them. President Park at the time asserted that the spirit of
self-reliance and cooperation among rural residents as well as the existence and role of a
leader were essential in bringing about wealth to rural areas (Jeong 2009: 15). But this
movement fizzled out without much achievement, because there was no economic
incentive for the people to voluntarily take part. I will discuss this in detail later, but the
point is that people are motivated by economic incentives. The National Reconstruction
Movement had ignored this basic instinct and failed. The next movement was Special
Projects to Increase Farmer’s Income (1968 – 1970). The financial resources for this
program consisted of government subsidies, loans from the agricultural coop and private
funds of farmers who participated in the project. However, as they were more or less
allocated along the need based guidelines, the mindset of self-help, diligence and
cooperation was not sufficiently cultivated. This had led to an increased dependence on
the government and only resulted in increasing the debt burden of farming families (Jeong
2009: 15).

6

Throughout this thesis, I use the term ‘spiritual’ instead of ‘mental’. Many articles, related to

Saemaul Movement, translates people’s mind as ‘mental’ as to refer to a way of thinking. But
‘mental’ somewhat seems to concern with psychiatric analysis. So I suggest using ‘spiritual’ term
when explaining about the Saemaul Movement.
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From these two incidents we can deduce an important lesson. People will not change
their behaviors unless suitable incentives to do likewise are provided.7 Here financial
incentives would work most effectively. The moral suasion unaccompanied with financial
incentives will go for only a short distance. The other side of the coin is that, even the
financial incentives will not sufficiently alter peoples’ behaviors, unless the incentives are
not designed to reward the winners and punish the losers. This principle may appear
contrary to what we commonly assume: People tend to think one must help the losers.
From the equity view point, helping the losers may be the right principle. However, if the
goal is to promote growth and development, one should adhere to the principle of
rewarding the successes and penalizing the failures.

7

As Jwa (2006) emphasized, the provision of economic incentives directly means the
enforcement of economic discrimination, which treats different conditions as different way. In
this context, the beginning of transition arise among the people’s attitude.
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2.2

Essential Features of the Saemaul Movement

2.2.1

Rural Villages were the Main Actors

The main players of the Saemaul Movement were the rural villages. That is, some 35,000
villages existed at that time in the rural area were designated as the basic strategic units
of the Saemaul Movement. Each of them was a decision making unit and as such the
villages were like small sized firms. On average a village had 75 households and 375
residents. Households in each village were regarded as partners or shareholders of a firm.
Figure 4. Saemaul Movement Organizational System8

[Figure 4] shows how the Saemaul Movement was organized. Its organization closely
followed that of the government. At the ground level, there were villages, each of which
had a village development committee. These committees were at the forefront of the
Saemaul Movement. Three to four nearby villages formed a town and each had a Town
Council for the Promotion of Saemaul Movement. One grade up a town, there were local

8

One Village : Average of 75 households with 370~380 persons,
One Town : 3~4 villages, 225~ 300 households with 1,140~1,520 persons,
One County : 10 towns, 2,250~3,000 households with 11,400~15,200 persons.
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districts formed with about 10 towns. Each district also had a District Council for the
Promotion of Saemaul Movement. The districts belonged to a local government (Special
City and Provinces). There were 10 of them and again each local government had a
Provincial Council. Finally, there was the Central Government and the Central Council.
Among these layered councils, the village development committees and the Provincial
Councils played more important roles. The former were the players on the ground and the
latter were like coaches and councilors.
When the Saemaul Movement was launched in 1970, most of the rural villages were
very traditional. They shared the following characteristics9: (1) Residents shared a small
circle of living space, (2) They had similar mindsets formed from shared tradition, (3) and
they all respected old customs.
According to Kim (2003), the villages of South Korea were neighborhoods as well as
joint communities. The neighborhoods, he argued, allowed most of all face to face
interactions among villagers. The residents were like members of the same family or the
same play group. They felt strong companionship. The neighborhoods functioned as
social groups in which the personal characteristics of the members were formed. They
also imposed social cohesion on the villagers. Moreover, as an area where residents lived
next to each other, a neighborhood also functioned as a place where they could achieve
better results. Residents frequently visited each other, borrowed things (sometimes for
extended periods), helped out each other, and shared joys as well as sorrows. (Kim 2003:
2 – 3).
These made the rural residents homogenous. They had a strong sense of belonging
and were ready to do their dues. In turn, they took it for granted that in hard times, they
could rely on other villagers. According to a government’s analysis, these factors could
facilitate villagers’ efforts to develop their village with their own hands (Ministry of Home

9

See Ministry of Home Affairs (1980)
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Affairs 1980: 574 – 575). But a possibility would not automatically become a reality.
Something must ignite the engine. In our view, the Saemaul Movement was an answer
offered by the South Korean government.
Another notable characteristics of South Korean villages or villagers was that they
were extremely egalitarian. All villages thought they were equal to each other. Likewise
all villagers thought they must be treated equally. Of course, among residents there was a
hierarchy based on bloodlines, but other than paying respects to elders, the hierarchy did
not mean much. Being egalitarian, they hated being treated differently.
In an important sense the land reform occurred in March 1950 was partly responsible
for this egalitarian outlook. After the liberation from Japanese colonial rule, the
agricultural land or the land owned by a handful of wealthy South Koreans under the
colonial rule was purchased by the South Korean government and then resold at low prices
to the farmers. This did not create much resistance from either side (Song 2003: 204).
According to Song (2003), of the 2.32 million Jungbo10 on total agricultural land in 1945,
the small-scale farming land took about 63% or 1.47 million Jungbo. Of these, 1.02
million Jungbo of farm land were redistributed equally over the course of 5 years starting
in 1950 (Song 2003: 240). The land reform that aimed at equal distribution of farming
land became an important factor in equal distribution of income and this led to an
enhanced sense of equality.
However, despite these factors, before the Saemaul Movement, it was rare to find a
proactive attitude among rural residents, due to economic hardship. The resignation that
no matter how hard they tried they would never become rich, laziness or a tendency to
depend on others were prevalent in rural areas (Ministry of Home Affairs 1980: 97).

10

Jungbo refers to measuring unit of an area, 1 Jungbo equals 9,917.4 ㎡.
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2.2.2 How the Government led and assisted the Saemaul Movement
At a national meeting on April 22, 1970 with local ministers to deal with the severe
drought occurred that year, the late President Park announced the launch of Saemaul
Fostering Project. The aims were to speed up the development of the rural areas so that
farmers could live better and the nation would no longer experience grain shortage
problems. The projects would be implemented through the joint efforts of farmers and
government experts. It quickly evolved into a movement: The Saemaul Movement was
thus born.
The first project of the Saemaul Movement was the distribution, in 1971, of some 335
bags of cement and an appreciable quantity of iron bars. They were equally allocated to
each of the 33,267 rural villages nationwide. With the cement and iron bars, villagers were
expected to undertake whatever tasks they needed. Government merely suggested that
they could be used for road improvement, roof improvement, and/or constructing small
buildings. It was up to the villagers to decide which projects to undertake with the supplied
materials.
In response to these supports, residents of many villages began to exert joint efforts to
undertake their chosen tasks. All able bodied residents brought their labor services to the
project. And many residents donated land and other materials. It was striking to see how
much investment the villagers made in response to the government’s investment. To take
an example, in 1971, the 4.1 billion Won of government investment induced an 8.1 billion
Won of investment by the villagers. (Ministry of Home Affairs 1980).
[Table 3] shows how much the government investment induced private investment.
The multiplier effects were about 2. The figures indicate how successfully the government
encouraged the self-help spirits.
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Table 3. Saemaul Investment by Year in 1970s
Saemaul Investment
Government
Total
Expenditures
(Hundred Million Won)
(Hundred Million Won)

Year

Number of
Participated
Villages

1971

33,267

122

41

3.0

1972

34,665

313

33

9.5

1973

34,665

984

215

4.6

1974

35,031

1,328

308

4.3

1975

36,547

2,959

1,658

1.8

1976

36,557

3,226

1,651

2.0

1977

36,557

4,665

2,460

1.9

1978

36,257

6,342

3,384

1.9

1979

36,271

7,582

4,252

1.8

Result
(Multiple)

Source: Ministry of Home Affairs (1980b)

In the early 1970s, the share of investment made by village residents (owncontribution) is much larger than government expenditures. In 1972, out of the total
investment of 31.3 billion Won, government subsidies accounted for 3.3 billion Won or
10.5%, whereas the residents’ own-contribution was 280 hundred million Won or 89.5%.
The share of government expenditures increased in the late 1970s, but the residents’
investment still maintained around 40%.
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Table 4. Saemaul Investment by Year and by Fund Sources
Saemaul Investment
National
Local
Budget
Budget
27
14

Year

Total
(Hundred
Million Won)

1971

122

41 (33.6%)

1972

313

33 (10.5%)

20

1973

984

215 (21.8%)

1974

1,328

1975

Others11

OwnContribution

-

81 (66.4%)

13

-

280 (89.5%)

125

90

-

769 (78.2%)

308 (31.8%)

121

173

14

1,020 (76.8%)

2,959

1,658 (55.8%)

666

579

408

1,306 (44.1%)

1976

3,226

1,651 (51.8%)

484

396

771

1,575 (48.8%)

1977

4,665

2,460 (52.7%)

599

723

1,138

2,205 (47.3%)

1978

6,342

3,384 (53.3%)

654

773

1,957

2,958 (46.6%)

1979

7,582

4,252 (56.1%)

1,258

1,010

1,984

3,330 (43.9%)

Sub-total

Source: Ministry of Home Affairs (1980b)

Figure 5. The Pattern of Saemaul Investment by Sources

11

Other fund sources include loans or the donation from outside organizations.

24

In 1972, an important innovation was introduced in the way how the government
allocated her resources. She forewent the previous year’s practice of equal allocation. This
time she chose to allocate funds/materials on the base of actual performances. The
performance was gauged by how much the village produced, how many people
participated, how much they contributed their lands and materials, and how well they
cooperated.
Using the criteria, government selected some 16,000 villages out of 33,267 as better
than average performed ones. To them an additional 500 bags of cement and 1 ton of iron
bars were given. The others got their usual shares. These differential treatment created
immediate effects. The winning villages determined to work even more diligently. But
what was more important was the response from the below average villages. They became
very envious of the winning ones and determined to do much better this time.
The differential treatment strategy embraced the principle, “Never fail to reward a
merit or let a fault go unpunished”. According to Jwa (2014), this principle is the key to
the success of the market system. The economic discrimination, not political
discrimination, is crucial when it comes to motivating people.
Under the principle of “The government helps those who help themselves”, the
villages were further evaluated in the third year of the Movement in 1973 to be categorized
in three levels as ‘Under-developed’, ‘Self-help’, or ‘Self-reliant’ depending on the
villagers’ participation rate and level of progresses made 12 . Differentiated supporting
policies were applied to each category (Jeong 2009: 106 – 107). As seen in the table below,
while under-developed villages accounted for 53% and self-help villages for 40% at the
end of 1972, by the end of 1979, there were no under-developed villages and self-reliant
villages accounted for 97%. This can be carefully concluded that it is the result of
economic incentives that encourage voluntary efforts in accordance with their own
12

Under-developed villages were the most poor, Self-help were the middle level, and Self-reliant
villages were the well-performed villages.
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judgment and perception, based on the spirit of competition.

Table 5. Composition of Villages by its Level

End of
Year

Total13

1972

Self-reliant
Village

Self-help
Village

Under-developed
Village

# of villages

%

# of villages

%

# of villages

%

34,665

2,307

7

13,943

40

18,415

53

1973

34,665

4,246

12

19,763

57

10,656

31

1974

34,665

7,000

20

21,500

62

6,165

18

1975

35,031

10,049

29

20,936

60

4,046

11

1976

35,031

15,680

45

19,049

54

302

1

1977

35,031

23,322

67

11,709

33

-

-

1978

34,815

28,701

82

6,114

18

-

-

1979

34,871

33,395

97

976

3

-

-

Source: Ministry of Home Affairs (1980b)

[Table 6] shows the categorization was not done arbitrarily but according to well
specified criteria. The suggested projects and targets to achieve for each level of
development were clearly specified. For example, a village would be classified as underdeveloped, if its farm land is less than 70% irrigated. But the same village would
immediately reclassified as self-help whenever its irrigation rate goes above 70%. When
a village was promoted, it received additional supports from the government. These
additional supports were powerful inducement for all villages to perform better.

13

The total number of participated villages were varied due to the merger of administrative
districts and the inclusion of other villages in addition.
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Table 6. Criteria for Classification of Villages
Project
Farm Roads

Housing Environment

Farming Base

Cooperative Life

Income Projects

Self-help Village

Self-reliant Village

·Completion of Main Roads
·Reconstruction of Village Roads

·Building Bridges shorter than
20 meter

·Roof Ameliorating over 70%
·Reconstruction of Main Ditches

·Roof Ameliorating over 80%
·Fence-Remodeling over 80%

·Irrigation of Farmland over 70%
·Maintenance of Small Rivers in
Village
·Community hall, Storehouse, Workshops more than one
·Village Fund over 500,000 Won

·Irrigation of Farmland over 85%
·Remodeling Small Rivers around
town
·Community hall, Storehouse, Workshops more than two
·Village Fund over 1,000,000 Won

·Community Income Project
more than one
·Average Annual Income per
household over 800,000 Won

·Development of Non-farm Income
Source
·Average Annual Income per
Household over 1,400,000 Won

Source: Ministry of Home Affairs (1980b)

One of the things that is misunderstood by many is about the scale and method of
government intervention to the Saemaul Movement. Most people think that the
government planned all the policies and allocated all the financial resources because the
Movement was implemented under the authoritarian government of Park Chung-Hee
administration. And also a lot of people misunderstood that the implementation was
forced by mobilizing people against their will, all as a means to maintain the
administration’s grip on power. But as a matter of fact, the Movement was presented in
much more positive light than what it actually was14. But detailed data and evidence show
this was not true. One such evidence was the Incentive-based Government-Village
Partnership Project (IGV Partnership Projects)15.

14

In this thesis, I will not discuss the political aspects of the Saemaul Movement, as this paper
only focuses on the effect of the Saemaul Movement in South Korea’s economic growth in
economic perspectives.
15

The government official articles translate this project as Compound Project, only leaving
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IGV Partnership Project was a project where the village was considered as one
business entity and the head of the village signed a contract with the government (Han
2011: 28). Usually, these project focuses on self-help labor project to increase the villagers’
household income.
There are two points behind the IGV Partnership Project. First, the economic growth
achieved during the 1st and 2nd Five-Year Economic Plan had created an income gap
between rural and urban areas and this in turn created a circumstance to invest for the
government to promote rural development. Through the process, the government changed
its policies from simply distributing labor fees to allocating the income into capital for
production more efficiently. And also to make the seed money for increasing income
which was much required in the rural economy.
Moreover, the projects carried out with the villagers at the helm meant that
government budgets could be saved compared to when a professional construction
company was outsourced. Generally, IGV Partnership Project was conducted in smallscale projects that cost less than 3 million Won. That means the projects were not big
enough to utilize the professionals. Rather, it was more effective to mobilize the villagers
to do what they want. And they got larger rewards when they performed well. It also
provided job opportunities for rural residents, enlisting idle labor to participate in
production activities, which led to not only increased income for them but also an
increased sense of belonging and cooperation (Kim 1975: 79).
As mentioned earlier, IGV Partnership Project was implemented on a contractual basis.
The government acted as if it were a buyer and the village entered into the contract as if
it were a supplier of the designated products or services. The government brought mainly
materials and some funds into the contract. The village was expected to come up with
labor services, lands, materials, tools, and entrepreneurial services. Whatever profits the
behind unclear and vague meanings of the project. Thus, in this thesis, I suggest to rename this as
Incentive-based Government-Village Partnership Project, for brevity, IGV Partnership Project.
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contractual projects produced were given to the village. This feature succeeded in
arousing strong desires among villagers to participate in the Saemaul Movement project.
(Han 2011: 29). And it also solved the problem of insufficient fund. One of the reasons
poverty was so prevalent in rural sectors of South Korea was the lack of rural capital for
local community development. The funds created through IGV Partnership Project
became the production capital for local community development projects and they
financially supported the Saemaul Movement.
[Figure 6] shows a flow chart of IGV Partnership Project and how they were operated.
According to one former public official who had worked at the Ministry of Home Affairs
during the Saemaul Movement period, IGV Partnership Project was a financial operating
method and idea which was gained through the administrative experiences, not by the
academic analysis. That is, it was not an imitation of foreign cases, nor was it based on
academic research but was born out of a realistic need to manage projects and provide
financial support (Han 2011: 32). It did not coercively implemented by the government
but was a result of the market economy of South Korea based on voluntary administrative
experiences.
Figure 6. The Framework of IGV Partnership Project

Source : Kim (1973), Han (2011)
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The following [Figure 7] depicts the example process and logical method of
implementing IGV Partnership Project.
Figure 7. Example of IGV Partnership Project

Source : Kim (1973), Han (2011)
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The key characteristic of the Project is that the village becomes the supplier of a
construction project, not the companies. Because there is a limitation to how much
voluntary participation can come from the villagers only through the material support, the
government reassessed the implementation capabilities of the villagers and made a
contract for an innovative initiative where the villagers themselves would carry out
projects and receive the profits. (Han 2011: 33).
For example, of the government investment of 1,000 million Won, assuming that the
costs of labor to materials was at a ratio of 60% : 40%, half of the labor income which
amounts 300 million Won became household consumption and the other 300 million was
saved into the joint village fund. This fund was deposited in the village safe or at the
agricultural coop (Nong-Hyup) bank. The 300 million Won from the joint funds was
invested into, for example, farming chestnut trees as the first phase of IGV Partnership
Project. By growing chestnut trees, the investment leads to a profit of 602 million Won.
Subtracting the original investment of 300 million Won, the income of participating
farming families comes to 302 million Won. Of this amount, only 50% is given to
participating farming families and the remaining 50% was put back into the village’s joint
funds.
As a result of the first phase of the IGV Partnership Project, a village joint fund of 300
million Won + 151 million Won = 451 million Won was formed. Utilizing this fund, the
village carried out the second phase of IGV Partnership Project (Han 2011: 33~34). The
more IGV Partnership Project is repeated, the first phase investment created a multiplier
effect and contributed to a rise in income for the farming families.
For the reference, [Figure 8] – [Figure 10] shows the business contract and other
related documents used for IGV Partnership Project. It was actually used in Chungcheongnamdo (Province) in 1973. These documents show the drafted official contracts and logs
to record daily labor attendance were managed reasonably and efficiently. Especially,
when looking at [Figure 10] which demonstrates the labor record in Chulpori, 1974, they
exactly recorded the attendance day by day. The villagers were not simply volunteering
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for free in the Saemaul IGV Partnership Project. The government recognized the
economic motivation of individuals in soliciting their participation, and this is one of the
major characteristics of the Saemaul Movement.
Figure 8. Business Contract for IGV Partnership Project16

Source : Han (2011)

16

In the contract, the village leader made a contract with the local government official about the
small-scale construction project. And there are two joint sureties also.
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Figure 9. Labor Record for IGV Partnership Project (in Chulpori, 1974)

Source : Han (2011)
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Figure 10. Agreement for Deciding on the Next Project17

Source : Han (2011)

17

In this written agreement, it states how the next IGV Partnership Project would be carried out
within the village fund.

34

From these systematic decision-making process, we can note that there were neither
authoritative enforcement nor top-down approach. The government took a position as a
companion with the villagers.
The following box illustrates a minute of Village Council Meeting in one village in
197718.

A Minute of Village Council Meeting
▣
▣
▣
▣

Date : 18th of May, 1977
Location : Village Hall
Topic : Settlement of Special Aid Project (Constructing a village warehouse)
Number of Participants : 76 persons

▣ Host : Lee, Sang Yoon (Head of Village)
HOST : All the people in this village did a great job in promoting the Special Aid Project. I sincerely
thank all of you showed cooperation, diligence, and Saemaul Spirit while doing this project. Today, we
are gathered here to get report of the settlement of the project from our Saemaul leader.
SAEMAUL LEADER : Thank you, Host. First of all I will explain the outline of this project. We were
supported from the government as Special Aid about 1,500,000 Won and villagers self-supported about
1,205,000 Won. People in this village mobilized about 380 persons. As a result, we built a 165.29 m
village warehouse. This is a detailed working expenses of the project.
Name of Materials
Shutter
Sand
Gravel
Brick
Block
Pine tree
Lauan
Slate
Cement
Iron bar
Nail
Steel wire(22)
Steel wire(10)
Pavement
Pavement (house)
Window bar
Site fee
Ventilator
Waterspout

18

Quantities
1
4
3
5,000
3,000
180
250
0.7(ton)
6.5
1
5
104
20
6
2
-

Unit Price (Won)
124,440
21,000
19,000
14
75
890
860
130,000
800
1,200
850
90
90
5,000
10,000
15,000

Prices (Won)
124,440
84,000
57,000
70,000
225,000
440,750
10,800
160,200
215,000
91,000
5,200
1,200
4,250
9,380
1,800
30,000
850,000
20,000
15,000

The Traces of Glory: History of Village-unit Saemaul Movement, 7th edition, 1984, p.576
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Window
Painting fee
Labor
Material transportation
Ground lumber
Total

6
380
-

5,000
1,100
-

30,000
130,000
418,000
240,000
172,000
3,405,020

PARTICIPANTS : (All applause to the leader)
HOST : Thanks all of you and especially our Saemaul leader Mr. Lee. We have successfully completed
our long-cherished business through strenuous effort and an unremitting fight enduring hardship and
agony. I really appreciate our Saemaul leader and the members of committee on behalf of our villagers.
Let us keep this in mind and please be cooperative to our future Saemaul projects. Let’s wrap things up
here for today. Thank you.

As can be seen in the minute, the government’s coercive intervention was nowhere to
be found. If there was one aspect of the intervention, it was the fact that a village received
special economic reward when it showed an excellent performance in the previous year.
Aside from this intervention, everything was decided by villagers and the Saemaul leaders.
The chose the project based on their needs and tried to carry them out with their own
resources. This perhaps indicate how the Saemaul Movement tried to maintain the market
principles and solicit voluntary participation of the residents.
Another important pillar of the Saemaul Movement was education and training. The
government acknowledged the importance of the education because she recognized the
people as change agents of the society. Thus numerous Saemaul Movement training
camps were opened up and equally numerous men and women were taught and learned
from the education. To them not only the relevant knowledge, information, and
technologies were provided, but essential spirits of the Movement were also transplanted.
Especially regarding those spirits, it could be achieved through practices of competition
and cooperation among the participants. And it was also achieved through the incentives
given by the government.
[Table 7], [Table 8], and [Table 9] show how extensive were the Saemaul Movement
education and training.
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Table 7. Achievement in Saemaul Training by Year (1971 – 1979)19

Total

Total
(person)
67,798,300

Day-and-Night
Training
567,700 (0.8%)

67,230,600 (99.2%)

1971

-

-

-

1972

3,594,400

5,500

3,588,900

1973

3,292,500

29,200

3,263,300

1974

3,114,100

33,700

3,080,400

1975

9,148,600

44,300

9,104,300

1976

9,517,200

48,700

9,468,500

1977

12,361,400

54,800

12,306,600

1978

10,482,100

79,300

10,402,800

1978

16,288,000

272,200

16,015,800

Year

Others

Source: Ministry of Home Affairs (1980b)

Table 8. Achievement in Day-and-Night Training by Attendants (1971 – 1979)
Year

Total
(person)

Saemaul
Leaders

Social
Leaders

Government
Officials

Total

567,700

114,000 (20.1%)

224,100 (39.5%)

229,600 (40.4%)

1971

-

-

-

-

1972

5,500

3,700

500

1,300

1973

29,200

4,900

6,400

17,900

1974

33,700

8,900

8,100

16,700

1975

44,300

10,800

5,600

27,900

1976

48,700

13,400

6,900

28,400

1977

54,800

19,400

6,200

29,200

1978

79,300

25,900

21,700

31,700

1978

272,200

27,000

168,700

76,500

Source: Ministry of Home Affairs (1980b)

19

Each number in the table shows the number of people attended in the education yearly.
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Table 9. Achievement in Other Training by Attendants (1971 – 1979)
Year

Total
(person)

Saemaul
Leaders

Craftsman

Citizen
Education

Total

67,230,600

133,900 (0.2%)

2,081,700 (3.1%)

65,015,000 (96.7%)

1971

-

-

-

-

1972

3,588,900

15,200

42,300

3,531,400

1973

3,263,300

19,300

37,900

3,206,100

1974

3,080,400

20,100

44,100

3,015,400

1975

9,104,300

29,100

43,000

9,032,200

1976

9,468,500

26,200

168,700

9,273,600

1977

12,306,600

23,200

110,200

12,173,200

1978

10,402,800

-

254,800

10,148,000

1978

16,015,800

-

1,380,700

14,635,100

Source: Ministry of Home Affairs (1980b)

What was it that the South Korean government wanted to achieve the most with the
implementation of the Saemaul Movement? Judging by tons of documents emphasizing
the importance of the Saemaul Movement Spirits, it was most likely that the government
wanted to instill the Saemaul Spirits among South Korean citizens. What were the essence
of the spirits? They were self-help, diligence, and cooperation.
The three spirits are as important now as they were in the 1970s: They are key to the
better future. It was true that in the early 1970s, the spirits were lacking among the rural
residents of South Korea. The issue was how to induce the rural residents to acquire those
spirits. South Korean government used the Saemaul Movement as a means to instill those
spirits. For this, in addition to telling them how important the spirits were through
education and training, the South Korean government actively utilized the performance
based budget allocation policy. It also directly entered into a partnership with the rural
village and assisted them in their efforts to build up village human capital.
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Table 10. Saemaul Investment by Sectors
Unit: Hundred Million Won, (
Year

Production
Base

): %

Income
Boosting

Welfare
Environment

Spirit
Development

City and
Factories

Total

1971

78 (64.3%)

8 (6.2%)

35 (28.8%)

1 (0.8%)

-

122

1972

210 (64.3%)

19 (6.2%)

94 (28.8%)

3 (0.8%)

-

326

1973

618 (64.3%)

59 (6.2%)

276 (28.8%)

8 (0.8%)

-

961

1974

565 (42.5%)

338 (25.4%)

288 (21.7%)

32 (2.4%)

105 (7.9%)

1,328

1975

637 (21.5%)

1,875 (63.4%)

305 (10.3%)

46 (1.6%)

96 (3.2%)

2,959

1976

901 (27.9%)

1,541 (47.8%)

676 (20.9%)

57 (1.8%)

52 (1.6%)

3,227

1977

1,358 (29.1%)

1,826 (39.1%)

1,100 (23.6%)

107 (2.3%)

274 (5.9%)

4,665

1978

1,307 (20.6%)

2,426 (38.3%)

2,446 (38.6%)

126 (2.0%)

37 (0.6%)

6,342

1979

1,584 (20.9%)

3,266 (43.1%)

2,428 (32.0%)

79 (1.0%)

225 (3.0%)

7,582

Source: Ministry of Home Affairs (1980b)

[Table 10] shows how the government involvement in the Saemaul Movement was
divided. It shows five categories. Production Base means investment to build up
productive capacity of the villages, Income Boosting means mainly creating employment
opportunities, Welfare Environment means efforts to upgrade village amenities, and Spirit
Development means education and training. The table might suggests that the efforts for
educating and training were not large. But it is a mistaken conclusion. Since most of the
production base and income boosting investment were allocated using how strongly the
spirits of the Saemaul Movement were revealed in the behaviors of villages in fact most
of the government’s investment was aimed at the creation of the Saemaul Spirits.
Why was the inculcation of the Saemaul Spirits important? Mainly because they are
crucial elements of social capital. Let us see why we might call the Saemaul Spirits as
social capital. They are capital in the sense that they are productive. It is almost
tautological to say that one can produce more values when one is more diligent, selfreliant, and cooperative. And they are capital in the sense that they can be created and
accumulated through investment efforts. They also depreciate if not properly looked after.
They are social capital as the returns on them accrue to the society as a whole. They are
owned not by one individual, but by the entire communities. Finally they are not tangible.
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2.2.3

What the Government intended to Achieve through
the Saemaul Movement

Through the injecting the principles of the Saemaul Movement, the government intended
to change the dire conditions of the rural areas in South Korea. The utmost goal they
wanted to achieve was to narrow down the gap between rural and urban sectors. The result
of that effort was indeed visible. The nationwide participation in various projects and
activities led to increase in personal income and economic growth on a national level. The
table below shows the income gap between rural and urban areas and the annual economic
growth rate from 1971 to 1979.
Table 11. Income Difference between Rural and Urban (1971 – 1979)
Rural Household
Income

Urban Household
Income

Real
Won* (A)

Increase
%**

Real
Won (B)

Increase
%

Absolute
(B-A)

Relative
(B/A)

Overall
Economic
Growth
Rate (real %)

1971

356,382

-

451,920

-

105,538

1.27

8.2

1972

429,394

20.4

517,440

14.5

88,046

1.21

4.5

1973

480,711

11.9

550,200

6.3

69,489

1.14

12.0

1974

674,451

40.3

644,520

17.1

-29,931

0.96

7.2

1975

872,933

29.4

859,320

33.3

-13,613

0.98

5.9

1976

1,156,300

32.4

1,151,760

34.0

-4,540

0.99

10.6

1977

1,432,800

23.9

1,405,080

21.9

-27,720

0.98

10.0

1978

1,884,200

31.5

1,916,280

36.3

32,080

1.02

9.3

1979

2,227,483

18.2

2,629,556

37.2

402,073

1.18

6.8

Year

Average

26.0

Difference

25.1

* Each rural and urban household real income is based on 1979 Korean Won.
** Increase % indicates that the increase percent compared to the previous year real income.

Source: KOSIS

There is a significant difference from that of the years 1965 to 1970 that we’ve seen
earlier. The absolute income difference gradually decreased and in 1974 the income in
rural areas became bigger than that of urban areas. This continued until 1977, showing
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that the Saemaul Movement contributed in narrowing the income gap between rural and
urban areas20 . [Table 12] demonstrates the composition of rural and urban population
during the year 1960 – 1979. As industrialization went on since 1960s, many people
migrated to the cities. Thus the lack of manpower became the main obstacle for rural
sectors. Nevertheless the vivid improvement in rural areas can be carefully account for
their highly-raised productivity on the effect of the Saemaul Movement.
Figure 11. Income Difference between Rural and Urban (1965 – 1979)

20

People may argue that the increase of rural household income is not thoroughly due to the
Saemaul Movement, but rather the decrease of rural population (See Table 17) or by-product of
economic boom of urban areas made relatively high income of rural sectors. I totally agree with
the idea but we need to focus on what the Saemaul Movement atmosphere in that period changed
the society. “Can Do” and “Self-help” spirits prevailed the whole nation, only setting high targets
to overcome rampant lethargy.
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Table 12. Composition of Rural and Urban Population

Year

Total Population
(1,000 person)

Rural Population

Urban Population

(1,000 person)

%

(1,000 person)

%

1960

25,012

14,559

58.2

10,453

41.8

1961

25,766

14,509

56.3

11,257

43.7

1962

26,513

15,097

56.9

11,416

43.1

1963

27,262

15,266

56.0

11,996

44.0

1964

27,984

15,553

55.6

12,431

44.4

1965

28,705

15,812

55.1

12,893

44.9

1966

29,436

15,781

53.6

13,655

46.4

1967

30,131

16,078

53.4

14,053

46.6

1968

30,838

15,908

51.6

14,930

48.4

1969

31,544

15,588

49.4

15,956

50.6

1970

32,241

14,422

44.7

17,819

55.3

1971

32,883

14,712

44.7

18,171

55.3

1972

33,505

14,677

43.8

18,828

56.2

1973

34,103

14,645

42.9

19,458

57.1

1974

34,692

13,459

38.8

21,233

61.2

1975

35,281

13,244

37.5

22,037

62.5

1976

35,849

12,785

35.7

23,064

64.3

1977

36,412

12,309

33.8

24,103

66.2

1978

36,969

11,527

31.2

25,442

68.8

1979

37,534

10,883

29.0

26,651

71.0

Source: Bank of Korea (2005)

In addition, the Saemaul Movement principles were laid down within the framework
of the broad objective of balanced development between rural and urban sectors. It
included 1) the achievement of a more equitable income distribution and improved rural
infrastructure through rural electrification, farm roads construction, and housing
improvement, 2) accelerated expansion of food-grain production and the achievement of
self-sufficiency in rice, 3) development of land and water resources in order to achieve
all-weather farming, 4) accelerated farm modernization through increased mechanization,
and 5) improved marketing, storage, and processing facilities to provide adequate services
required by commercialized agriculture (Ban et al. 1982: 187-188).
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During the Saemaul Movement period, especially 1972 – 1975, the government
investment and loans designed to improve the rural living environment increased to 75
billion Won, constituting approximately 22% of total agricultural investment. Of the total
amount, 51 billion Won, or 68%, was expended as government subsidies and 24 billion
Won, or 32%, as loans. Total government outlays for farm mechanization during 1972 –
1975 amounted to 3.8 billion Won, of which 1.5 billion were provided as direct subsidies
and 2.3 billion Won as loans for purchase of farm equipment. Farmers could apply for
loans up to 70% of the purchase price of power tillers and 50% of the cost of other
equipment (Ban et al 1982: 190).
Table 13. Total Government Investment and Loan, 1972 – 1975
Unit: Million Won, %
Investment
Amount

Total Government Investment in all Sectors
In Agriculture, Forestry & Fisheries

Ratio

1,334,813

Loan
Amount

Total
Ratio

128,095

Amount

Ratio

1,462,908

280,442

100

59,686

100

340,128

100

244,277

87.1

54,097

90.6

298,374

87.7

Agricultural Production

26,428

9.4

26,428

7.8

In Agriculture
Cash Crops

2,782

1.0

2,424

4.1

5,206

1.5

Sericulture

2,832

1.0

673

1.1

3,505

1.0

Livestock

4,889

1.7

879

1.5

5,768

1.7

Improvement of Production Basis

83,251

29.7

10,376

17.4

93,627

27.5

14,982

25.1

15,026

4.4

6,943

2.0

Agricultural Mechanization
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0.0

Agricultural Experiment & Extension

6,943

2.5

Improvement of Rural Environment

51,083

18.2

23,553

39.5

74,636

21.9

Others

66,025

23.5

1,210

2.0

67,235

19.8

In Forestry

23,020

8.2

450

0.8

34,470

10.1

In Fisheries

13,145

4.7

5,139

8.6

18,284

5.4

Source: Ban et al. (1982)
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Compared to the period before the Saemaul Movement was implemented (1964 – 1
971), it clearly can be distinguished that the government investment amount was increased.
[Table 14] and [Table 15] shows total government investment and loans during 1964 –
1971.
Table 14. Total Government Investment and Loan, 1964 – 1966
Unit: Million Won, %
Investment
Amount

Total Government Investment in all Sectors
In Agriculture, Forestry & Fisheries

Ratio

95,872

Loan
Amount

Total
Ratio

19,982

Amount

Ratio

115,864

23,011

100

7,708

100

30,719

100

16,895

73.4

5,978

77.6

22,873

74.4

Improvement of Production Basis

8,961

38.9

1,699

22.0

10,660

34.7

Irrigation Facilities

5,936

25.8

774

10.0

6,710

21.8

Land Consolidation

273

1.2

273

0.9

Slopeland Reclamation

329

1.4

1,254

4.0

Tideland Reclamation

2,423

10.5

2,423

7.9

Agriculture Production Increase

3,669

11.9

In Agriculture

1,933

8.4

Cash Crops

236

Sericulture

911

Livestock
Agricultural Experiment & Extension
Agricultural Mechanization

925

12.0

1,736

22.5

1.0

92

1.2

328

1.1

4.0

203

2.6

1,114

3.6

367

1.6

270

3.5

637

2.0

1,356

5.9

1,356

4.4

757

3.3

8

0.1

756

2.5

1,970

25.6

4,344

14.1

1,370

17.8

Others

2,374

10.3

In Forestry

2,752

12.0

In Fisheries

3,364

14.6

Source: Ban et al. (1982)
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2,752

9.0

4,734

15.4

Table 15. Total Government Investment and Loan, 1967 – 1971
Unit: Million Won, %
Investment
Amount

Ratio

Loan
Amount

Total
Ratio

Amount

Ratio

Total Government Investment in all Sectors

627,076

In Agriculture, Forestry & Fisheries

138,824

100

59,944

100

198,768

100

In Agriculture

142,727

769,803

106,893

80.0

45,708

76.3

152,601

76.8

Improvement of Production Basis

34,711

25.0

11,292

18.8

46,003

23.1

Irrigation Facilities

28,807

20.8

8,169

13.6

36,976

18.6

Land Consolidation

2,382

1.7

2,382

1.2

5.1

3,203

1.6

Slopeland Reclamation

130

0.1

Tideland Reclamation

3,073

3,552

2.6
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3,602

1.8

Agriculture Production Increase

13,328

9.6

14,847

24.8

28,175

14.2

Agricultural Experiment & Extension
Cash Crops

6,937

5.0

465

0.8

7,402

3.7

932

0.7

2,475

4.1

3,407

1.7

Sericulture

3,260

2.3

2,900

4.8

6,160

3.1

Livestock

3,425

2.5

5,063

8.4

8,488

4.3

Agricultural Mechanization

4,708

3.4

4,107

6.9

8,815

4.4

Others

39,592

28.5

4,559

7.6

44,151

22.2

In Forestry

15,472

11.1

892

1.5

16,364

8.2

In Fisheries

16,459

11.9

13,344

22.3

29,803

15.0

Source: Ban et al. (1982)

All these data show that the government eagerly tried to reap the potentials of the rural
sector to narrow down the gap between differentiated areas in South Korea.
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2.3

Transformation of the Rural Villages in the 1970s

2.3.1 How the Rural Villages Changed
The utilization of idle labor in rural areas through the Saemaul Movement lowered actual
unemployment rate remarkably. There was an inefficiency of manpower during the
agricultural off-season with no work. However many non-farming income business were
performed during the Movement, thus numerous labors were employed to meet the
demand. In this manner, the Saemaul Movement contributed to reduce some portion of
the unemployment rate during that time. See the figure below for unemployment rate from
1963 to 1979. Note that in the figure, it depicts the nationwide unemployment rate. But I
suggest to focus on the trend of the rate. The Saemaul Movement only added a little
portion to the reduction of the unemployment rate. But what would have happened if there
were no Saemaul Movement? The unemployment rate might not have come down so
rapidly.
Figure 12. Unemployment Rate (1963 – 1979)
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Moreover, as we have seen in the previous table, all rural villages nationwide were
categorized into under-developed, self-help or self-reliant villages and the requirements
to advance into the next level and guided sample projects as well as government support
that would be provided for each category were clearly defined. Annual assessment showed
that the share of the self-reliant villages which was about 7% during in the early 1970s,
increased to 97% in 1979. As a consequence, while the fundamental gap between rural
villages and urban areas had not been completely narrowed down, the living conditions
in rural villages improved greatly with the gap was significantly narrowed down.

Figure 13. Changes of Villages by its Level
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Let us now see how the rural villages changed through the Saemaul Movement in
more detail. First, we can think of the construction of farm roads in rural areas from 1971
to 1979. As shown in the [Figure 14], the farm roads pavement rate continuously increased
during 1960 – 1979 but the slope of the curve sharply changes from 1960s to 1970s. We
can carefully think the reason of change as to the implementation of Saemaul Movement
principles. That is, when the correct economic incentives are provided and when
economic freedom is given, people will strive to perform better than others. This made
the healthy rivalry among the villages to renovate their farm roads. [Table 16]
demonstrates the achievement of farm roads during the period.
Figure 14. Farm Roads Pavement Rate (1960 – 1979)
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Table 16. Achievement in Construction of Farm Roads (1971 – 1979)
Year

Total

Beautification of Saemaul

Building Farm Roads

Others

Total

61,201 Km

43,966 Km

14,548 Km

2,687 Km

1971

24,855

17,428

7,427

-

1972

9,177

7,351

1,826

-

1973

8,336

6,505

1,819

12

1974

7,674

7,654

-

20

1975

3,351

1,771

1,540

40

1976

2,578

1,241

1,228

109

1977

1,561

1,096

373

92

1978

2,882

572

-

2,310

1979

787

348

335

104

Source: Ministry of Home Affairs (1980b)

The farm roads pavement rate had increased especially high during the Saemaul
Movement. Start from the year 1971 to 1979, the total 61,201 Km farm roads, including
other rural roads were paved and built.
Another changes in rural sectors were the construction of public facilities. [Table 17]
shows the establishment of common facilities for public usage. These achievements
reorganized the industrial structure of rural areas. And when confronting the successful
cases of one village, it had a spillover effect to the other rural villages. This way the
nationwide rural areas kept developed under the spirits of the Saemaul Movement.
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Table 17. Achievement of Community Facilities for Public Use (1971 – 1979)
Year

Common
Market

Public Bath

Public Well

Public Laundry

Children’s Park

Total

3,796

7,157

110,734

66,456

2,578

1971

-

-

65,419

24,129

-

1972

-

2,063

6,874

9,035

813

1973

22

3,501

19,533

13,499

500

1974

384

351

8,647

5,983

240

1975

984

462

2,047

3,516

443

1976

818

322

958

2,141

242

1977

787

219

987

2,575

223

1978

693

110

1,284

722

115

1979

108

129

4,985

2,856

2

Source: Ministry of Home Affairs (1980b)

Likewise, we can also notice the water supply rate had been increased exponentially
as well as per capita power consumption increased steadily in the rural areas. The
beautification of irrigation facilities and public well systems made the water supply
conveniently. Also the construction of the main entrance roads made an easy access to set
power poles in the rural villages. With that, having many village meetings in the village
halls and education in each rural village made an increase in per capita power consumption,
too. Above all, the improvement in living conditions raised the consumption in both water
and electricity. [Figure 15] illustrates the results.
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Figure 15. Water Supply Rate and Per Capita Power Consumption of Rural Areas

In other aspect, if the goal of income increase is to improve living conditions, the
increased income leads to an increased consumption also. But if all of the marginal income
increase were to be used for consumption, it would be difficult to secure resources
required to jump up to the higher wealth. Therefore, the irony for developing countries
like South Korea in 1970s is that because they do not have much wealth to save, they have
bigger needs for savings for national economic development. (Ministry of Home Affairs
1980: 410 – 411).
From this perspectives, during the periods of the Saemaul Movement, a thrift and
saving campaign was also carried out to encourage savings in rural towns. The idea came
up from the lessons that optimal saving as well as optimal consumption is crucial in
making wealth. The following table shows the savings trends before and after the Samaul
Movement.
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Table 18. Propensity to Save in Rural Households
Unit: Won, %
Before Saemaul Movement

After Saemaul Movement

1968

1969

1970

Avg.

1976

1977

1978

Avg.

Disposable
Farmhouse
Income (A)

173,561

210,451

249,084

-

1,127,110

1,386,741

1,825,809

-

Household
Expenses (B)

143,104

171,371

207,766

-

749,183

976,407

1,320,508

-

17.5

18.6

16.6

17.6

33.5

29.6

27.7

30.3

Propensity to
Save


−
×  


Source: Ministry of Home Affairs (1980a)

As seen in [Table 18], the average propensity to save sharply increased after the
Saemaul Movement from 17.6% to 30.3%. This can be interpreted in two ways: first, the
average household’s disposable income increased high due to the production enhancement,
especially from the IGV Partnership Project. And second, people’s mindsets dramatically
changed from the pessimistic to the challenging attitude toward the living conditions
because of their quality of life renovated. That is, through the Saemaul Movement, the
pessimistic and hopeless people could change their attitude and be more diligent,
cooperative, and hopeful.
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2.3.2

Were these Thanks to the Saemaul Movement?

Many transformations were taken in the rural areas during the Saemaul Movement periods
especially in the mid-1970s. It is interesting to observe that within a few years, practically
all villages moved up the scale. We can carefully assess that the three spirits of the
Saemaul Movement, self-help, diligence, and cooperation, were well pursued. But is it
really all from the Saemaul Movement indeed?
The economic implications, in some extent, could be deducted through what I
explained in the previous section but it would be much better to quantify the results of the
Saemaul Movement. In order to assess the impacts of the Saemaul Movement, I conduct
a simple total productivity analysis.
The most prominent feature of the Saemaul Movement was the improvement of
productivity. The investigation reveals that during the 1970s when the earlier phase of the
Saemaul Movement was active, the total productivity grew rapidly in the rural
communities. The productivity improved through various channels but one of them would
be the spiritual renovation among people in South Korea. As a matter of fact, unfortunately,
there are many limitations to measure the effect of spiritual aspect. How can we measure
intangible property and quantify the effect? This is why I alternatively devised other
method, known as Total Factor Productivity (Solow Residual) using growth accounting.
A healthy competition and the allotment of economic incentive strategies, which are
the fundamental principles of the Saemaul Movement, are crucial methods, but above all,
the core factors in the Saemaul Movement would be the Saemaul Spirits. It can make
people to self-help, to be diligent, and to cooperate with each other. These mindsets could
change people’s attitude toward the society.
But it is difficult to measure and analyze the spirituality of the Saemaul Movement.
In addition, it is extremely hard to measure the effect of injecting the Saemaul Spirits to
the success of the Saemaul Movement. Accordingly, we should be extra careful not to let
personal political opinion and prejudice intervene in dispute of key factors in the Saemaul
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Movement’s success. We should also obtain the precise and objective grounds in order to
evaluate the Saemaul Spirits injection in accordance with the success of the Saemaul
Movement.
In general, when analyzing the factors of economic growth, we assume that there are
two parts: first, the input of production factors, e.g., physical capital and labor, and second,
the technological productivity increase. Here, we call this productivity as Total Factor
Productivity (TFP), it can be understood that other external effects, besides the production
factors as labor and physical capital, might be regarded as TFP such as technological
improvement.
The most widely used method to analyze TFP is growth accounting of Solow (1956)
and it is based on neoclassical growth model to measure the causes of economic growth
empirically. Measuring the contribution of inputs to output growth is the goal of growth
accounting. It breaks down observed changes in production of components. Therefore, in
this part, borrowing the concept of growth accounting, I estimate TFP in the Saemaul
Movement and study the effect of establishment of the Saemaul Spirits to the success of
the Saemaul Movement.
In order to do this, we let the production function follows constant returns to scale
Cobb-Douglas production function under the assumption that it produces in perfect
competition.
 =   

Here,  denotes farm house income per household and  denotes TFP which may
represent the Saemaul Spirits embodied in people’s behavior and  is agricultural
management expenditures21 per household.  denotes the rural population and  is

21

Agricultural Management Expenditures include agricultural material, fuel, rent, irrigation cost,
etc.
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the share of physical capial,  in the production function. That is, it can be understood
as an elasticity of affecting agricultural management expenditure to average farm
household income.
Taking logs and time derivatives of the production function yields,
̇ ̇
̇
̇
= −  − (1 − )
 


The table below shows the data in 1960 – 1979 for the estimation of production
function and it is to compare before/after implementing the Saemaul Movement. The used
data in this estimation is from Ministry of Home Affairs (1980b) and Ministry of
Agriculture and Fisheries (1975-1980). To see the real effect of the Saemaul Movement,
I set the research period bounds only to 1970 – 1979. Most utilized data were rural
population, agricultural management expenditures per household, and farm house income.
The symbol (, delta) indicates the change of variables based on previous year.
Table 19. Factors of Production Function

Year

Rural Population
(1,000 person)

Agricultural
Management
Expenditures per
household (Won)


Farm House Income
per household (Won)

L



K

1960

14,559

-

-

-

-

-

1961

14,509

+50

-

-

-

-

1962

15,097

+588

-

-

-

-

1963

15,266

+169

-

-

-

-

1964

15,553

+287

24,327

-

125,692

-

1965

15,812

+259

27,179

+11.7

112,201

-10.7

1966

15,781

-31

29,977

+10.3

130,176

+16.0
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Y

1967

16,078

+297

34,636

+15.5

149,470

+14.8

1968

15,908

-170

40,147

+15.9

178,959

+19.7

1969

15,588

-320

47,489

+18.3

217,874

+21.7

1970

14,422

-1,166

54,027

+13.8

255,804

+17.4

1971

14,712

+290

64,658

+19.7

356,382

+39.3

1972

14,677

-35

74,613

+15.4

429,394

+20.5

1973

14,645

-32

89,943

+20.5

480,711

+12.0

1974

13,459

-1,186

122,509

+36.2

674,451

+40.3

1975

13,244

-215

176,116

+43.8

872,933

+29.4

1976

12,785

-459

244,763

+39.0

1,156,254

+32.5

1977

12,309

-476

297,450

+21.5

1,432,809

+23.9

1978

11,527

-782

413,448

+39.0

1,884,194

+31.5

1979

10,883

-644

495,887

+19.9

2,227,483

+18.2

Source: Bank of Korea (2005), Ministry of Agriculture and Fisheries (1980)

[Table 20] illustrates the estimation results assuming that the elasticity  = 0.3
which means that the share of physical capital to the production, more concretely, to the
income was 30%22. As seen in the table, the TFP in 1960s, before implementing Saemaul
Movement grew at rates below 20% level, whereas in1970s, it grew 20 – 30% more
rapidly than that of 1960s. What is more astonishing fact is that in spite of decreasing rural
population, the average farm household income increased and it attributed the growth of
TFP.

22

The reason that I assumed the share of physical capital to the production as 30% is based on
average value from cited references.
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Table 20. Total Factor Productivity of Saemaul Movement ( = 0.3)

Year

̇/

 ⋅ ̇/

( − ) ⋅ ̇/

̇/
(The Effect of Saemaul Spirits)

1964-1965

-0.107

0.035

0.012

-0.146

1965-1966

0.160

0.031

-0.001

0.128

1966-1967

0.148

0.047

0.013

0.085

1967-1968

0.197

0.048

-0.007

0.154

1968-1969

0.217

0.055

-0.014

0.174

1969-1970

0.174

0.041

-0.052

0.193

1970-1971

0.393

0.059

0.014

0.302

1971-1972

0.205

0.046

-0.002

0.156

1972-1973

0.120

0.062

-0.002

0.060

1973-1974

0.403

0.109

-0.057

0.357

1974-1975

0.294

0.131

-0.011

0.174

1975-1976

0.325

0.117

-0.024

0.230

1976-1977

0.239

0.065

-0.026

0.200

1977-1978

0.315

0.117

-0.044

0.247

1978-1979

0.182

0.060

-0.039

0.165

[Figure 16] depicts the rate of total factor productivity growth rate in the rural sector
during 1964 – 1979. Clearly the TFP grew more rapidly in the 1970s than it did in 1960s.
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Figure 16. Change of Total Factor Productivity in Saemaul Movement

Compared to 1960s and 1970s, we can carefully conjecture that a change rate of TFP
could be regarded as the part of a revelation of Saemaul Spirits. The residents’ voluntary
participation in the Saemaul Movement was critical. The more energetically they
participated, the better outcomes they got. This reinforced incentives to participate more
actively and it could have led to a more rapid TFP growth. Another reason we can suppose
is that the governments’ financial assistance following reward-penalty principle can raise
the TFP growth rates. When there are positive externalities in the activities of
accumulating social capital, government policies to encourage the accumulation of it can
have larger impacts on TFP growth either.
In the Saemaul Movement, the efforts to accumulate the social capital of Self-help,
Diligence and Cooperation were continuously made and as a means to accumulate such
social capital, making competition environments and allocating economic incentives
effectively were used as its strategies.
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The success factors of the Saemaul Movement can be expressed in the following
figure. The economic incentives from the government increased the social capital
accumulation which is the Saemaul Spirits, and with that, people could be motivated to
cooperate and self-help each other and be diligent. The presence of the Saemaul
Movement principles made the virtuous cycle of the Movement.
Figure 17. Virtuous Cycle of Saemaul Movement

That is, healthy rivalry and competition conditions, effective allotment of economic
incentives, and accumulation of social capital as represented by the three Saemaul Spirits
created a virtuous cycle where the strategic support by the government played the role as
catalyst.
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The following two cases of presentations which the Saemaul leaders presented in the
assembly proved that the Saemaul Movement principles actually worked on the spot. We
can notice from their testimonies that the government’s efficient allotment of economic
incentives generated the energy to run the virtuous cycle of the Saemaul Movement. And
it affected people to promote to achieve much output from their efforts.

< The Presentations of the Two Saemaul Leaders23 >
Case I. Presentation in Gwangju Assembly, November 12th, 1973
My name is Song, Se Guen. I am a Saemaul leader of Gosan-li, Jangsung-gun, Jeonnamdo. Our village is deep in the heart of the mountains 18km far from Gwangju to the
northwestward with 120 households. Having not much of the arable land, where can be
cultivated as a rice and barley field only, we had to sustain our lives over ‘barley hump’
on every spring. (omitted)
As all of the villagers were ready to overcome the poverty, President Park proclaimed
the Saemaul Movement in 1970 and sent some amount of cement to our village. Using
that cement from government, we began farm roads construction. However, the most
difficult thing in farm roads extension was to secure the land. So, first of all, I donated my
own land of 661m². I had to meet and persuade every stubborn landlord to contribute
their land for village future development. When the farm roads extension work was
completed, we, including those stiffly resisted landlords, were all proud of ourselves and
our village. I personally learned several precious lessons throughout the farm roads
extension work. First, I should never give up my belief. Second, I must carry forward all
work with diligence, patience, and convince. Third, I can make things better if I try hard.
Once I earned confidence from farm roads extension work, I realized it is most
important and critical to increase income for each household and put emphasis on
improvement for developed farming methods and on training the engineers for them.
(omitted)
In addition to that, our village successfully modernized the thatched roofs by fixing
2,674 roofs. To recycle the straws, which we saved by modernized roof, our village had
made a group purchase of 25 units of rice straw-mat-making machines. In the agricultural
off season, we manufactured over 10,000 pieces of rice straw-mat which is worth of more
than 1,000,000 Won. As we have those extra incomes for each household, the poverty was

23

Cited from Ministry of Home Affairs (1980b), p.113~117
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gradually moving out of our village. After our village, neighboring villages started to
change in the life style such as planting chestnut trees and making a group purchase of
necessaries. Now our village entered into the self-reliant village. 500 bags of cement from
government made 25 million Won sized Saemaul business successful. (omitted)
My goal is to increase household average income from 620,000 Won to 2,100,000 Won
within 5 years. And I know this goal can be accomplished for sure, because this goal is
made on last 3 years of our efforts with hearts and tears.

Case II. Presentation in Jeonju Assembly, December 9th, 197724
My name is Lee, Wan Seok. I am a Saemaul leader of Sutaek 1-li, Guri-eup, Yangju-gun,
Kyunggi-do. Our village is located near Seoul, and there are only 48 agricultural
households out of 342 households, although our village is called agricultural village.
When I moved to here 13 years ago, it was very poor village with 40 agricultural
households. (omitted)
In the middle of 1970, flames of Saemaul Movement, proclaimed by President Park,
arrived at our village and I was elected as a Saemaul leader. The first work in our village
was to extend entrance road to the village. We could not expect any development in the
village with a narrow road, which a small cart cannot even come in. Through the village
meeting’s approval, we did start the work, but the biggest barrier was the donation of land
for road from a number of landlords. For more than 2 km road extension, there should be
thousands of square meters of land donations. Through more than 10 times village
meetings and personal persuasions, we had completed the work within 40 days only with
full support of all village people. (omitted)
With success of the first work, Saemaul flames easily made us complete 950 meters of
sewage pipe line, fix 35 roofs, and erect 1,300 meters of walls, also. As a result of our
village efforts, our village was promoted as a self-reliant village by 1974, and our village
was awarded 1 million Won from the government. Every single people in our village were
full of joy and pride. We then realized that Saemaul Movement helps those help themselves.
I decided to build a village factory with the money from the government, because I believed
it would be better to increase income with non-agricultural products rather than
agricultural products with a limited field. (omitted)
However, we were in short of 4 million Won to build the factory and our village could
not afford this big amount of money. I went to province office and they gave us the
authority to utilize the sands on the river beds near our villages. For three full months, all
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Cited from Ministry of Home Affairs (1980b), p.150~158
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of our village people worked hard. We sold the sands and made 4.5million Won. Some rich
people donated 2 million Won, too. This way, we made 7.5 million Won in 3 months and
we built a factory, whose size was 500 square meters at the center of our village in the
next 3 months. (omitted)
As we made the fruits of Saemaul with our belief and courage, the government granted
us additional 1.5 million Won. The government promised that it would keep supporting the
Saemaul villages that helped themselves hard. We made our second factory of 400 square
meters and bought 20 pieces of weaving machines with our proceeds from the first factory,
2.5 million Won and the additional government support, 1.5 million Won. And now, all our
village people are weaving hemp clothes together. (omitted)
Saemaul Movement itself is very powerful flames. Now, our Saemaul village bank asset
is up to 33 million Won and village asset itself is 40 million Won. Average household
income is 2 million Won per year, and we really made our village as a rich one. However,
the biggest accomplishment was that we now have the confidence and courage that we
can make everything come true if you really try to work it out.

62

2.4

How should we take the Criticisms against the Saemaul Movement

2.4.1

A Brief Introduction to Criticisms raised so far

Many scholars criticize the Saemaul Movement. Some argues that the Saemaul Movement
was nothing more than a policy to conceal the bad sides of a dictatorship, and if anything,
it was just a means to prolong the leadership of the late President Park. They point out
that the late President Park did not shy away from suppressing people’s freedom in the
name of efficiency and economic growth. Others argue along a similar line that the
Saemaul Movement was an overly coercive top-down policy which went against peoples’
free choices. In these perspectives, they misunderstood that the 1970s’ South Korean
Saemaul Movement was a socialist movement or as part of a planned economy because it
was implemented under the late President Park’s administration.
Especially, Kim (2000) argued that the voluntarism of the Saemaul Movement was
limited, claiming that the rural residents did not have much room to choose. Adelman
(1997) argued that since the Saemaul Movement was confined to the rural communities,
it had only a limited impact on the growth of the overall economy.
2.4.2

Comments on the Criticisms

The criticisms, that the government suppressed the freedom of the people or the
Movement was coercive top-down policy, seem to be off the mark. My analyses show that
the Saemaul Movement was not coercive and it did not infringe upon the rural residents’
liberty. It was true that the Saemaul Movement was initiated by the government, but rural
residents voluntarily and enthusiastically joined hands with the government. The
government did not force them to do what the latter thought right, but remained as friendly
advisor and willing helper. It was also true that the Saemaul Movement encouraged
cooperation among villagers. However, it was very far from the socialist scheme of
promoting communal behaviors. In fact the Saemaul Movement fostered the spirits of
rivalry and competition.

63

To figure out whether the Saemaul Movement was a part of a planned economy or a
product of the market economy, here, I simply define what each economic systems have
in its characteristics.
The market economy refers to a system where the division of labor produces goods
and services and supply and demand for these goods and services leads to their allocation.
That is, as Adam Smith mentioned in The Wealth of Nations, the invisible hand efficiently
allocates resources. A commonly used analogy is about a football field. Market itself is a
football field and economic players such as the individuals or the firms are players in the
match. Using their skills and know-hows, they do their best to win the game but if there
is a violation of rules, the referee which is the government, steps in. While the market
economy takes various forms depending on the specific conditions of one’s country or
society, there are common principles of the system.
First, the establishment of private property. This means the ownership, usage, and
disposal of property is at the owner’s disposal and this is one of the most basic principles
of the market economy. When one can own one’s share of the profit for which he worked,
he would be more motivated, and his productivity will increase and this becomes the
driving force for economic development. In this context, the freedom of economic activity
needs to be guaranteed. This means the individual being able to make economic decisions
freely, take responsibility for them, and benefit from them.
But everything has its pros and cons. The market economy also has its problems.
While economic efficiency can be achieved, there is an issue of inequality. The market
economy assumes that all economic players are free and equal, but during the process of
decision-making, income gaps occur and this is often treated as a natural result of the
market economy. Moreover, an excessive pursuit of personal wealth leads to materialism
and reckless development, as well as the tension between private and public profits. But
historically, market-based economies are ranked top in terms of economic growth while
planned economies are struggling.
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Since the 1960s when the South Korean government led economic development
policies, the framework of the market economy has been maintained and developed.
Krueger (1995) assessed that despite the government intervention, the South Korean
economy with its export-orientation based on market incentives made high levels of
achievement (SERI 2008: 5). Evans (1995), too, argued that while the South Korean
government was deeply involved in the overall economy, unlike India or Brazil where
government-owned corporations led production during the early years of industrialization, South Korean corporations were considered as cooperative partners and the
government considered as supporting force, which led to great effects (SERI 2008: 5).
In contrast to that, the planned economy has the government making all decisions
related to the production and investment. That is, it aims to achieve a perfectly planned
economy when producing, investing, or allocating economic resources. Under the planned
economy, the government determines production, distribution pricing and overseas
investment. National profit is prioritized over personal profit under a macroeconomic
policy. Although there are some exceptions, but in general the planned economy system
does not admit personal property rights. Instead the nation is considered as one
community where everyone works for the benefit of the country and the profits are shared.
It is linked to the socialism in political stance with the communism in economic view.
Though initially the government set the objectives and targets that a village would
achieve, soon villagers themselves or their leaders began to make own decisions. The
government acted more as a friendly advisor than an all powered commander. And the
argument of Adelman (1997) make sense. But in this thesis, I do not argue that the
Saemaul Movement was the main engine of economic growth of the whole South Korean
economy. What I argue is that the Saemaul Movement played as a catalyst for rural
development and indirectly it might have had positive impacts on the overall economy.
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2.5

Understanding the Saemaul Movement from Economic Perspectives

How can we understand the Saemaul Movement from economic perspectives? Has the
Saemaul Movement contributed toward the overall economic growth and development of
the country? What kinds of things can we abstract from the economics of the Saemaul
Movement?
In these regards, we may seek some elements of Saemaul Movement Economics.
2.5.1 Principles of Resource Allocations and the Saemaul Movement
When one country’s government distributes the public funds or resources, it can follow
either the need based equal allocation principle or performance based differentiated
allocation principle. But if the goal is to allocate the resources efficiently, the government
would better adhere to the latter, the performance based differentiated principle.
In the 1960s, most South Korean rural residents were exhausted from poverty stricken
lives and ran out of hope for the better future. Government’s financial supports given to
develop the rural sectors did not produce any fruitful outcomes because the villagers were
not responding. The main problem appeared that the economic assistance was given more
or less equally to all villages. That is, when the government gave them financial supports
even when they did nothing, it was understandable why they did not bother.
But in the 1970s, South Korean government changed her strategy drastically. The
government gave larger rewards to the well performed villages and stopped providing any
additional rewards to the below average villages. The performance was measured not only
in terms of how much they produced or developed the results, but also in terms of how
much they brought their own efforts and resources to the Saemaul Movement projects.
This strategy went against the traditional common sense and it stirred loud voices from
the low performed villages. The well performed villages were glad to receive larger grants,
of course. This made them to compete for the better outcomes.
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2.5.2

Economic Growth & Development and the Saemaul Movement

There have been various studies on the Saemaul Movement but the analysis of correlation
between the Saemaul Movement and economic growth in South Korea was not quite
figured out in economic perspectives. It is true that rapid economic progress took place in
the 1970s, but it is unclear whether it was due to the Saemaul Movement or not. Thus this
thesis, as I mentioned, does not argue that the Saemaul Movement played a determining
or the driving force in South Korea’s economic growth. What I suggest is that the
Movement only facilitated, as a catalyst, the rapid growth that had been taken place since
the 1960s.
In a sense to analyze the economic growth and development with the Saemaul
Movement, let us first define what economic growth and development refer to. Generally,
economic growth refers to a rise in national or per capita income and it is generally known
as a good signal for welfare but it often creates winners and losers. A key element in
economic growth is that the people of the country must be major participants in the
process that brought about the changes in structure. Participation in the process of
development implies participation in the enjoyment of the benefits of development as well
as the production of those benefits.
Note that I used the terms of economic growth and development as the same
arguments but actually there is a fundamental distinction between them. Economic
development implies fundamental changes in the structure of the economy, in addition to
a rise in per capita income, which refers to economic growth (Gillis et al. 1992: 8-9, Song
2009: 86).
As Gillis et al. (1992) explains, the kind of observed in South Korea since 1960s was
the representative model of economic development. They say that the two of the most
important of these structural changes are the rising share of industry, along with the falling
share of agriculture, in national product and an increasing percentage of people who live
in cities rather than the rural sector. Also, countries that enter into economic development
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usually pass through periods of accelerating, then decelerating, population growth, during
which the nation’s age structural changes dramatically. It is true that there can be no
development without economic growth.
During the process of high economic growth, South Korean government adopted an
imbalanced growth strategy and as a result, the income in urban areas skyrocketed due to
industrialization, while the rural areas gradually deteriorated. The imbalanced growth
strategy of the early years brought about fast growth. As Hirschman25 (1958) presented a
complete theoretical formulation of economic development strategy, the imbalanced
growth strategy is the best method of development at the early stage of development.
But if the rural areas had been left behind while only the urban areas forged ahead,
given the high share of rural areas throughout the nation, the result would have been
catastrophic. Thus to continue high and sustainable growth, the Saemaul Movement was
initiated as a movement to narrow down the income gap between urban and rural areas
and complemented South Korea’s economic growth. That is, the government turned over
to the balanced growth strategy. The various reforms that took place as part of Saemaul
Movement laid the groundwork for South Korea’s modernization by changing the mindset
of Korean people.
Another aspect of the development theory implemented in the Saemaul Movement is
about the community movement. Christen, Fendly and Robinson (1989) define
community development as “a group of people in a locality initiating a social action
process, i.e. planned intervention, to change their economic, social, cultural and/or
environmental situation” (Green 2008: 51). Also Green (2008) defines it as collective
action for solidarity and agency in a particular place that often expands to involve a range
of formal and informal groups working between and across places. In this manner,

25

Hirschman (1958) states “Economic growth follows the course of imbalances in the system.
Competitions, tensions as well as inducements are the inevitable outcome of the unbalanced
growth, and the more these are, the greater the prospects of growth.”
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community development theorists categorize largely three broad models under which
community development work take place.26 They are the self-help, technical assistance,
and conflict approaches.
The self-help approach focuses on community residents working to pursue their own
goals and further develop their capacity for action. The focus is on community building.
Professional community development practitioners may play a role in this, but it is
typically in the form of a facilitator and/or resource person.
The technical assistance approach concerns access to and provisioning of information,
technical skills and expertise for development initiatives. These resources are seen as
being needed by community residents to pursue their collective goals.
The conflict approach focuses on mobilizing, organizing and advocating for change.
It is more confrontational and power focused than the other models. Over the past few
decades, theorizing has been expanded on participatory and empowerment approaches to
development drawing from the work of Freire (1972). This model intends to build a sense
of consciousness, addressing power inequalities and expanding access to resources for
people to pursue their development agendas.
The Saemaul Movement appears to have the key features of all three approaches. The
government encouraged villages to participate voluntarily and rely on self-help. It also
promoted competition utilizing the performance based reward principle. Each village had
its own needs and each decided what to do. Anyway it would be almost impossible to give
detailed orders to the 35,000 villages. Also, the government consistently provided
Saemaul education to all members of community, including schools, factories, and even
in the military sector. Through the education, the spirits of Saemaul spread quickly and
pragmatic technical skills were taught and transferred. If necessary, expertise for the
projects were sent help the villages. Clearly technical assistance existed in the Saemaul

26

This categorization follows Green (2008).
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Movement. There existed some elements of conflicts. For example, many residents did
not want to donate their lands at first. But the Saemaul leaders were able to convince them
that donating the lands would in the end benefits the donors more. This way the Saemaul
Movement leaders could secure all the needed lands.
It indicates that a well-designed economic structure can achieve much. The most
important element is the reward-punishment principle embodied in the Saemaul
Movement. The fact that the competitive spirit spread out to all villages indicate the
importance of spillover effect. It is well known that the spillover or positive external effect
is crucial in the process of social capital accumulation. If one can design a policies that
the spillover or positive externality becomes larger and stronger, it can certainly have
better outcomes. Then one would have more rapid and productive accumulation of social
capital with an increase in the growth rate of the overall economy.
Moreover, in the Saemaul Movement, the importance of human capital was
recognized. Human capital generally refers to all the attributes of workers, especially the
Saemaul leaders that potentially increase their productivity in all or some productive
projects. As Lucas (1988)

27

proved through the human capital growth model,

incorporating human capital into the neoclassical growth model provides one potential
way of generating large differences in per capita income. Such accumulation of human
capital started with the Saemaul education, especially the Saemaul Leadership program.
In this program, not only the relevant knowledge, information, and technologies were

27

Lucas, “On the Mechanics of Economic Development,” Journal of Monetary Economics,

1988.
One of the characteristics of human capital is that it can be considered as the engine of consistent
economic growth and does not apply the law of diminishing returns. Many empirical analyses
(Mainly by Schulz and Denison) proved that there are strongly positive correlation between the
investment in human capital and per capita real income and this made a great contribution to the
western countries in economic growth.
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provided, but also the essential spirits of the Movement were transplanted.
And the Three Saemaul Spirits - Self-help, Diligence and Cooperation - also have a
firmly established concept of social capital. As we have studied in the previous section,
social capital refers to the trust and interdependence that occurs in social relationships.
Thus embedding the Saemaul Spirits worked as to promote the villagers’ mutual trust and
interdependence as well. Also accumulating those social capitals, each villagers could
monitor the behavior of its members, rendering them accountable for their actions.
Knack and Keefer (1997) analyzed on the correlation between social capital and
economic growth. They found that a one-standard deviation increase in a survey-based
measure of country-level trust, which is social capital, increases economic growth rate by
more than one-half of a standard deviation. Glaeser et al. (2002) also noted that just
through participation in a social network, social capital can have its foundation for
accumulation laid, and such formation of networks creates a positive externality that
contributes to overall economic growth rate. As such, a large body of literatures proved
that there is a high correlation between social capital and economic growth.
Explicitly, the Saemaul Movement, which included healthy rivalry and competition
among villages, the allotments of government incentives, and the renovation of peoples’
mindsets, acted as a catalyst in growth and development of South Korea rather than the
main driver of South Korea’s economic growth. But this role of catalyst is still very
important in making the positive spillover effect among the South Korean economy.
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2.5.3

Institution Creation and the Saemaul Movement

What is more fundamental aspect of the Saemaul Movement is that the government
created a “market” in rural sectors where no markets existed during the harsh period of
poverty. Viewed from the angle of institutional economics, the Saemaul Movement can
be regarded as a project to establish a completely new institution or mechanism in the
rural areas.
Up until the Saemaul Movement started, the South Korean rural communities
remained very traditional and backward. Most rural villagers acknowledged that self-help,
diligence, and cooperation were important but they did not have any incentives or
playgrounds to practice them. That is, most of the rural residents’ knew almost nothing
about the modern economic systems. Markets, financial activities, striving for profits, and
investments for the future were rather awkward concepts for them.
Then through the Saemaul Movement in 1970s, the market was established and the
rural communities had turned themselves into centers of vibrant economic activities due
to the government’s strategies to foster social capital.
Why the market important in practicing the Saemaul strategies? Market competition
provides a mechanism of differentiating or discriminating economic agents by their
performance (Jwa 2006: 96-97). That is, market, thoroughly based on the performance
principle, rewards high performers but kick out cruelly who does not perform well. This
is a basic duty of market competition.
In this manner, to see how the market competition differentiates the participated
villages, the following table shows the settlement of accounts in 1972 and it can be easily
seen the process of discriminating among the villages.
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Table 21. Settlement of Accounts of Saemaul Movement in 1972
Participation Villages
: 34,665
Total Projects Done
: 319,999
Number of People
Government Expenditures
: 3,581 million Won

Total Performance
: 31,594 million Won

· selected villages 16,600 + self-participated villages 6,108
+ unselected villages 11,957
· selected villages 292,191 (91%) + self-participated 27,808 (9%)
· total number of 32 million man-days
· national budget (2,000 million, 6%) + local (1,581 million, 5%)

· government expenditures (3,581 million, 11%) + own-contribution
(26,354 million, 84%) + donation (1,659 million, 5%)
----------------------------------------------------------------------------------→ own-contribution 26, 354 million =
materials (5,238 million, 18,7%) + effort (21,116 million, 75.4%)
→ donation 1,659 million =
land (994 million, 3.6%) + donation fund (665 million, 2.3%)

Source: Ministry of Home Affairs (1980b)
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2.5.4

Even a Good Institution may quickly turn Bad: The Saemaul Movement
in the 1980s

Then we may ask, if the market-like institution disappears, what would happen? The
question I suggests is about why the Saemaul Movement deteriorated from 1980s. Was it
from the absence of the market institution?
The Saemaul Movement began to sharply deteriorate from 1980s. Since new
Presidency had begun in 1980, the Saemaul Movement started to change from
government-led movement to private-led movement. Accordingly, Saemaul Movement
Center was launched in Dec. 1980 and also the Department of Saemaul in Ministry of
Home Affairs renamed it as Department of National Movement Supporting. These
changes were not necessarily bad idea. As government had led a numbers of change and
development, some people, educated with Saemaul spirits welcomed this change because
now they could actively lead the Saemaul Movement for direct development.
However the problem occurred not just because the leading power had been changed
from government to private, but because the 'Saemaul Movement Principles' had
disappeared during the change of leading organization. Although Saemaul Movement
Center was run by the private, it still had strong support from the government, which made
the Center as another political organization. Namely, a political organization meant it
could be influenced by political power and it also could affect to the distribution of the
economic incentives for them to take more than they deserved. Due to this problem, that
'the more for the better', the differentiated strategy in the economic incentives disappeared
and, moreover, all the incentives evenly distributed regardless of their efforts and
contributions, so-called 1/N principle: allocating the resources equally among all villages.
It just meant the market institution had gone away from the Saemaul Movement in 1980s.
The more serious problem was that as Saemaul Movement Center, turned to a profit
seeking organization, the chief of the organization even showed moral hazard having rentseeking. In fact, this was inevitable. With these problems, quite a number of Saemaul
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leaders got shocked and the atmosphere to quit the Saemaul Movement arose nationwide.
The following interviews 28 with the Saemaul leaders showed how much they were
disappointed at that time.

How can a leader can do like that! Because ones blinded by selfish interests
and desires actually trampled over the pride and self-esteem of most of the
Saemaul leaders, now, it is too shameful to go out in the early morning to
clear the traffic with the Saemaul cap on.
- Mr. Jung, Chung Gu, Saemaul leader in Chungju, Chungbuk

After 12 years of my devotion as Saemaul leader, who would imagine the
result to come like this? I cannot even wear Saemaul Movement uniform
because of people starring at me and I had to stop traffic clearance and
cleaning everyday.
- Mr. Yoon, Bu Nam, Chungju, Chungbuk

Now, even my own family feel so shameful about my being a Saemaul
leader. I don't have any will to do anything about Saemaul.
- Anonymous Saemaul leader, Geum-reung, Kyungbuk

Looking at these interviews, we can easily understand that all Saemaul Spirits - Selfhelp, Diligence, Cooperation - which have continued during the 1970s, have disappeared
suddenly due to loss of Saemaul Movement principles and the institution designed to
conduct the Saemaul Movement had abolished.

28

Cited from Ministry of Home Affairs (1980b).
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We can carefully conclude that the reason the Saemaul Movement deteriorated in the
1980s in three categories. First, as the Movement led by the private, the centralization of
power to the Saemaul Movement Center made them to behave morally hazard. Second,
as the Center still got supported from the government, they could not differentiate one to
others because of the political reasons. Which means that they could not reward those who
succeeded and to penalize those who failed. Rather they could adopted 1/N principle to
get political support. Third, by these conditions, the head of the Saemaul Movement
Center seek to gain his own profit to prolong his political power. These rent-seeking
behavior made a corruption of the Movement. That is, the disappearance of Saemaul
Movement principles induced the Movement into a failure.
Therefore it is meaningful that the Saemaul Movement should be controlled and
managed by what kind of principles or institutions it imposes rather than by who controls
the Movement. I do not argue that the privatization led to a failure. If the Saemaul
Movement Center imposed the principles and made the market institution of the
Movement, then the results would be different, in my conjecture.
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3

An Economic Growth Model of the Saemaul Movement

We have learned from the study of the Saemaul Movement in details. Based on these, can
we apply the modern economic growth theories to an understanding of the Movement?
The first step in answering this question is to find out the main points of the Saemaul
Movement. As I mentioned earlier, the most salient features of the Saemaul Movement
could be categorized as follows: 1) the introduction of healthy rivalry and competition
among villages, 2) the allotments of government provided resources based on its actual
performances, and 3) the transformation of the mindsets of the villagers.
The government demonstrated to the dispirited villagers that things could get better
when they work diligently and work together. By granting larger incentives in proportion
to the degree of success through their own efforts and the level of cooperation among
villagers, the government successfully established relevant markets, institutions, and
mechanisms. As a matter of fact, the modern economic growth theories take the existence
of the relevant markets and institutions for granted. But in reality in many developing
economies, there are neither markets and institutions not norms and rules. Hence merely
advising them to work hard, to do the best will not be applied unless there exists relevant
markets and institutions.
Viewed from the angle of growth literature, the Saemaul Movement can be interpreted
as a program either to enhance the processes of technological progress or to enhance the
social capital accumulation processes. Here the human capital centered endogenous
growth model of Lucas (1998) are very useful to address the issue.
Commonly, the economic growth models capture interesting structural, dynamic
features of actual economies. The models establish implicit relationships between
decisions made by economic agents, variables determined in the past, and current and
future exogenous and policy variables. In this manner, the models make a theory. A theory
must help us to interpret and understand the world. So a model of Saemaul Movement
should be revisited to bring in and synthesize theory describing, interpreting and
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understanding people’s strategic action.
Here, I study the nature of the Saemaul Movement from the perspectives of economic
growth theories. The immediate goal is to find out what the economic growth models can
say about the Saemaul Movement. The ultimate goal is to find out whether our
understanding of the Saemaul Movement has something to add to the existing growth
model.
When the Saemaul Movement in 1970s was implemented, the government did not
subsidized all needed finance to make a successful movement. Rather the government
postulated economic strategies that could be efficient in allocating a limited government
budget. This induces villagers’ voluntary participation as well.
Thus, following the human capital based growth model of Lucas (1988), I present a
model that the government’s financial assistance by the reward-penalty principle can
speed up the process of social capital accumulation, and hence it can raise the TFP growth
rates. Also when there exist positive externality in the activities of accumulating and
utilizing social capital, the government policies to encourage the accumulation of it can
have larger impacts on economic growth outcomes. It illustrates that the policies can be
effective means for internalizing those externalities. By doing this, it provides some kinds
of framework for organizing the fundamental facts about the Saemaul Movement, i.e.,
increasing the Saemaul Spirits with the government’s provision of economic incentives.
Intuitively, without the positive externality or spillover effect, the Saemaul Movement
could not be spread out wide and ultimately, could be stagnated. Therefore, in the model
below, I compare the two cases: one with the decentralized choices of the economic agents
which they neglect the given positive externality, and the other with socially desirable
choices which we intend to catch the implications. The government’s intervention as a
partnership with the villages, not by the compulsion or tax/subsidy policy, led the agents
to strengthen their efforts to accumulate social capital as if they internalized the external
effects.
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3.1

Setup of the Model

Consider an economy populated with a constant population, normalized to 1, of identical
infinitely-lived villages. Each villages in this economy derive the utility from consuming
of the produced outputs. The typical agent has the utility function as:
(1)



∫   ( )

where  is consumption per villages, and parameter  is the time discount rate. For
simplicity, assume that ( ) = ln .
The final good of the village is produced with a Cobb-Douglas technology that
exhibits constant returns to the village physical capital and the fraction of village social
capital devoted to the production of final good.
In addition to the effects of a village’s social capital on her productivity, this model
considers a positive externality. I assume this positive externality as  , to emphasize the
distinction between internal and external effects.
So the typical village has the production technology as the following specific form,
(2)



 =   (  )  ,

 > 0, 0 <  < 1, 0 <  < 1.

Here,  > 0 is a shift parameter,  and  is the stock of physical and social
capital per villages, respectively. The term  is the fraction of time that villagers devote
to working in final good sector, thus (1 − ) being devoted to the Saemaul sector to


accumulate social capital. The term  is intended to capture the positive externality of
social capital. Thus the greater investments in social capital by a group of villages increase
other villages’ social capital as well. The parameters  denotes the elasticity of physical
capital, and the parameter  indicates the existence of external effect.
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The physical capital in this model is accumulated as:
(3)


̇ =  −  −  +  =   (  )  −  −  + ,

where  denotes physical capital depreciation rate and the term  denotes lump-sum
transfer from the government. The role of lump-sum transfer here is only for the
distributional purpose. For simplicity, assume that the government revenue is ignored only
to see the allocation principle of the government from the produced output.
As factors and final goods sector are assumed to be competitive, the rate of return on
each capital equal their marginal products:




(4)

 =  =   (  )  =

(5)

 =










= (1 − )  (  )  =

()


where  and  is the rate of return on physical and social capital, respectively.
Throughout the thesis, I conjecture the three Saemaul Spirits, self-help, diligence, and
cooperation, as social capital. Therefore this model assumes that having these Spirits in
mind connects to the accumulation of the social capital. And this social capital is
accumulated by the villagers’ own effort. I will adapt the Lucas formulation here,
assuming for simplicity that the economy is in a balanced growth path:
(6)

̇ = (1 − ) ,
But as we can notice from the social capital dynamics, the following solutions of

decentralized and socially optimal choices, we do not consider government’s intervention.
The difference between the two choices is that whether the villages take the positive
externality in account or not. After we derive the solutions, we will come up with the way
to align those results through the government’s incentives allocation strategy.
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3.2

Solution of the Model

3.2.1

Decentralized Choices

The economic problem faced by the typical village is given by the following:


max ∫   ln 
 ,

subject to

̇ =   (  )  −  −  + 

and
̇ = (1 − ) .
The resource allocation problem faced by this simple economy is to choose a time
path of  and . In a decentralized solution, the typical economic agents do not consider
the positive external effect of social capital. Also, there are no government intervention to
system. A central construction of optimal allocations that maximize utility is the currentvalue Hamiltonian ℋ.
Let us set up the current-value Hamiltonian, which in this case takes the form:
(9)

ℋ =   ln +  [ −  −  + ] +  [(1 − ) ],

which is the sum of current-period utility and the rate of increase of physical capital valued
at  , and the rate of social capital accumulation valued at  . These are the shadow price
associated with the two state variables,  and  , respectively. An optimal allocation
must maximize the expression ℋ at each date.
To solve this dynamic optimization problem, it is necessary to follow six Maximum
Principle condition:
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(10)

ℋ
:  




(11)

ℋ
: (1


(12)

ℋ

: [  (  ) 


(13)

ℋ
: (1


(14)

ℋ

:   (  ) 


(15)

ℋ
: (1


⋅  −  = 0




− )      ⋅  −  ⋅  = 0
− ] ⋅  = −̇


− )      ⋅  + (1 − ) ⋅  = −̇

−  −  = ̇

− ) = ̇

lim     = 0

→

lim     = 0

→

where the last two equations are the two transversality conditions, since there are two state
variables and two costate variables. It can be verified that equation (9), the current-value
Hamiltonian ℋ is concave given the costate variables  and  .
In this model, there are two decision variables, consumption per villages  and the
time villagers devote to working in the final good sector, . From the first two maximum
principle, equation (10) and (11), we have:


(16)

  ⋅  = 

(17)

(1 − )      ⋅  =  ⋅ ,





which is to say that goods must be equally valuable in their two uses, consumption and
physical capital accumulation [equation (16)], and the portion of time devoted to each
sectors also must be equally valuable in its uses, production and social capital
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accumulation by itself [equation (17)].
To see the growth rate of consumption and social capital, we first need to see the
changes of its shadow prices  and  . From equation (10), we can derive29
̇


(18)

= − −

̇


From equation (12), we also can derive the growth rate of physical capital shadow
price  :
̇



 =  = −  (  )  + .

(19)



To derive the growth rate of consumption  , combining the above two equation (18)
and (19) yields:
̇



 =  =   (  )  −  − .

(20)



And by the definition of a balanced growth path, the growth rate of physical capital
 is:
̇







 =  =   (  )  −  −  +  .

(21)







Also from equation (2), the social capital dynamics, the growth rate of social capital
on a balanced path can be derived:
̇

 =  = (1 − ).

(22)

29



From equation (10),


̇ =  = − 






+  

̇ 

 

=  





̇


̇


− −  =  − −  .
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Now, define auxiliary variables,  =


,




 =  as physical capital to social capital


ratio and consumption to physical capital ratio, respectively, in order to see the relative
importance of each capital in the model. Then equation (20) and (21) can be simplified as:
̇



(23)

 =  =    −  − ,

(24)

 =  =    −  −  +  .



̇









Then we can solve the growth rate of physical capital to social capital ratio ̇  /
and the growth rate of consumption to physical capital ratio ̇ / as follows:
̇

(25)

̇ 


=  −  =    −  −  +  − (1 − )

(26)

̇


=  −  = −(1 − )   −  + 

̇











̇

̇







Once we derived the growth rate of physical capital shadow price in equation (18) and
(19), we need the growth rate of social capital shadow price. In this manner, we need to
find out the ratio of both capitals’ shadow price first. Using equation (11),
(27)





 = ()     ⋅  ,

which can be inverted as using the auxiliary variable,
(28)








= ()    ,

and plug this into equation (13) and rearranging the terms yields the growth rate of social
capital shadow price as follows,
(29)

̇


= −.
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This explains the growth rate of social capital shadow price 30 is negative of the
fraction of villagers’ participation of raising social capital in the Saemaul Movement. That
is, if the more villagers gather to raise their social capital, then the shadow price of social
capital growth rate decreases. Note that, decreasing growth rate does not mean aggregate
amount of social capital lowers down. Only increasing rate gets slow down, as if it has a
concave function. It also fits to the direct intuition. As the village residents spend more
time to accumulate social capital, then the more social capital will be accumulated in the
early period, and as many villages becomes well-performing villages, then the increasing
rate of accumulation of social capital will be slower than before. This is expressed in
equation (29).
Also from equation (28), taking logs and time derivatives of the equation makes31
(30)

̇


̇

 ̇

̇





=  +  ( −  ) = 




Now, recall that  =










+



−  +  .


represents the ratio of the physical capital stock to the social

capital stock. The steady-state equilibrium condition that requires the growth rate of the
physical capital stock and that of the social capital stock to be equal is satisfied when the
ratio  is at rest:
(31)

̇ 


̇

̇

=  ⟹  = 0.




Also, the steady-state equilibrium features an optimal choice for , the portion of time
devoted to the production of output. Since this optimal choice implies a particular value,
 should come to rest at this optimal value, and therefore it should display zero growth

30

The shadow price is the instantaneous change per unit of the constraint in the objective value
of the optimal solution of an optimization problem. That is, it is the marginal utility of relaxing
the constraint, or, the marginal cost of strengthening the constraint.
31

Plug equation (19), (25), and (29), then simplifying the terms yields equation (30).
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in the steady-state equilibrium as well:
(32)

̇


= 0.

To solve the steady-state values of all variables, we need to put

̇ 


̇

̇

=  =  = 0 in a


way that consumption, physical capital, social capital and time devoted to the production
all grow at the same rate along the deterministic steady-state.
To characterize steady-state equilibrium, we can use equation (25), (26), and (30) to
get the system as follows32,
(33)

() = /,

(34)

( ) =   ,

(35)

( ) = 








 (


+ ) + .

As I mentioned earlier in the equation (4) and (5), the marginal product of physical
capital   and social capital   in the steady-state can be solved as33:
(36)

  =  + ,

(37)

  = 




 (


  

,



+ ) 

which means that when the villagers participate well ( ↑), then both marginal products
of physical and social capital increase. But if the share of physical capital to the production
() gets small, the more   would increase due to the parameter (1 − ) and () in the

32

Derived solution is in the Appendix.

33

From equation (4) and (5),   =    and   = (1 − )   .
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denominator.
Note, one more implication of steady-state equilibrium in this model is from the
production function in equation (2). Taking logs and the time derivatives yield:
(38)

̇ 


̇

̇

̇

=   + (1 − )  + .




Since equation (32) holds, the preceding result simplifies as following in the steadystate equilibrium:
(39)

̇ 


̇

̇

=   + (1 − ) .




Plug equation (22) and (24) into equation (39), then simplifying them derives the
steady-state growth rate of the economy in decentralized choices.
(40)

() =  − 

87

3.2.2

Socially Desirable Choices

What if the economic agents, here the villages, take the positive external effect or spillover
effect of social capital into their objective function? To solve the problem, let us first setup
a model with socially desirable choices.
This model presents the same setup as in the previous model but only differentiates in
the production function. The previous model sets the production function as:


 =   (  )  ,

(2)

 > 0, 0 <  < 1, 0 <  < 1.


In the presence of the positive external effect  , it will not be the case that optimal
growth paths and competitive equilibrium paths coincide. Thus we cannot construct the
equilibrium. but following the Lucas (1988), we can obtain the optimal and competitive
equilibrium paths separately, and compare them (Lucas 1988: 38).
By an optimal path, the typical economic agents maximize utility (1) subject to (3)




and (6), and subject to the constraint  =   =  for all t.


By a competitive equilibrium path, take a path  to be given. Then consider the
problem that the typical villages would solve if each village expected the average level of


social capital to follow the path  . That is, the typical agents maximize utility (1) subject


to (3) and (6), taking  as exogenously determined. When the solution path for this


problem coincides with the given path  , the system is in equilibrium. Actually we have
looked at this problem in the previous model.
Therefore, in this subsection, we are going to focus on the optimal growth path which




assumes  =   =  . Then the production function can be written as:
(41)





 =   (  )  =    
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,  > 0, 0 <  < 1, 0 <  < 1.

Since the production function have been modified, the law of motion to the physical
capital should also be replaced as:
(42)


̇ =    
−  −  + .

Following the same logic, we can derive the steady-state optimal growth path of this
model, which is socially desirable choices.
(43)

() = −(1 − )( − )/(1 −  + ),

(44)

() = [(1 −  + ) − (1 − )]/(1 −  + ).
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3.2.3

A Comparison of the Two Sets of Solutions
Table 22. Comparison of the Results
Decentralized Choices

Time
devoted to
the
production
Growth
rate

() =




() =  − 

Socially Desirable Choices
() =

(1 − ) 
(1 − )
−
(1 −  + )  (1 −  + )

() =

(1 −  + ) − (1 − )
(1 −  + )

The each results of two cases are derived in implicit functions, therefore to compare the
results, we need to divide the terms of the growth rate as:
()
(1 −  + ) − (1 − )
=
() (1 −  + ) − (1 −  + )
where () denotes the growth rate of socially desirable choices, and () , the growth
rate of decentralized choices. The above equation shows positive, which means the growth
rate in socially desirable choice is faster than that of the decentralized choice since we
assumed 0 <  < 1, 0 <  < 1.
From this perspectives, we carefully conclude that if the typical economic agents, the
villages, take the positive external effect into account, and if the more villagers voluntarily
participate in accumulating social capital, () grows faster than () .
Also, to compare the quantity of () with () , which indicates the time devoted
to the production in the villages, let us divide the terms of production time () as:
(1 − )( − )
()
=−
(1 −  + )
()
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where () denotes the time devoted to the production sector of socially desirable
choices, and () , the production time of decentralized choices. The above equation
shows negative, which means the economic agents regarding the positive spillover effects
into their objective function tends to work less since we assumed 0 <  < 1, 0 <  <
1.
This result fits to the intuition that if the typical villages take the positive spillover
effects of social capital into account, then the more villagers participate in the village
meeting to enhance the social capital. Relatively, in that situation, the less people work in
the production sector.
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3.3

How to Align the Decentralized Solutions with those of Social Choices

3.3.1

The Conventional Approach: Tax and/or Subsidy

We came up with the results in the previous subsection. The results show that if the typical
economic agents, the villages, take the positive externality into account, then the both
growth rate and the time devoted to the production sector increased, compared to the result
of the economic agents neglecting the positive spillover effects. Then how we might solve
the problem of getting the economic agents to perceive those external effects into their
optimal choices?
The most conventional solutions to these problems are either collecting taxes or
providing subsidies to the economic agents in order to follow the optimal path. It intends
each economic agents’ and social planner’s marginal condition equal. That is, through the
intervention to an inefficient market system, it may adjust the objective function of the
agents indirectly.
These kinds of approaches are efficient only when social planner can fully control the
economic agents’ behavior by raising taxes or by granting subsidies in a well-developed
market system. But it looked almost impossible to implement those economic policies to
the rural residents in South Korea.
Up until the Saemaul Movement came about, there was no such market institution or
mechanism in the rural communities, so the residents in that sector could not
acknowledged the economic systems. In addition, the government could not think of
imposing taxes to the rural villagers at the time of the Movement because the most of
them could not even afford to pay taxes.
Confronting these problems, the government initiated a policy to make people
themselves voluntarily take the optimal path of socially desirable choices.
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3.3.2

Direct Involvement of Government in the Social Capital
Accumulation Process

If the conventional approach is not proper to implement, then another way of the
government is to involve directly to the process. As we have seen both results from the
decentralized choices and socially desirable choices, an important lesson could be
deducted that understanding the effects of positive externality can make the social welfare
better. Thus the government may induce the economic agents to voluntarily take those
external effects into account by allocating such incentives.
For this, I assumed that the social capital is accumulated through the joint effort of the
villages and the government. It may be written as follows:
̇ = (1 − ) ,
where  captures the government’s input into the social capital accumulation process.
The variable  captures the degree of government’s effort. The above equation indicates
that when the villagers put more effort into social capital accumulation, government’s
support for that activity would magnify their impact on the speed of social capital
accumulation. The term  > 0 denotes how productive the social capital accumulation
is.
Since the term  is ambiguous, we need more explanations to justify it. As I assumed,
the government distributes more financial subsidies to the better performed villages in
line with their outcomes. The intuition for this is straightforward with the actual
implementation of the Saemaul Movement principles.
To make it clear, let us assume that the social capital, in this case Saemaul Spirits, gets
accumulated as follows:
̇ = [(1 − ) ] [(1 − ) ] ,
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where  > 0 denotes the fraction of the government’s incentive allocation in accordance
with the performance of the villages’ outputs, and 0 <  < 1 is the elasticity of the
government’s economic incentives to the accumulation of social capital. Also, (1 − )
is the time devoted to the Saemaul sector to accumulate social capital. Here, the term
(1 − ) captures the fact that the government allocates the incentives to the better
performed villages ( ↑) as well as the more participated villages in raising social capital
accumulation ((1 − ) ↑).
To determine the steady-state solution of the optimal control problem, we need to
modify the equation above as:
  



̇ =     (1 − ) .


The both  and  grow at constant rates while maintaining balanced growth, thus
  



we can let, for simplicity,     = . This yields simple equation of social capital.


Then we can derive the solution with the government’s allocation of incentives as
follows:
Direct Involvement of the
Government
() =

Time devoted to the
production




() =  − 

Growth rate
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To analyze the time devoted to the production , I formulize the equation more clearly
by taking:
() =

   


 


We need to demonstrate the solution in denoted parameters, so first, let us solve the
term  / .


   + 
 
= 


 

 + 
Finally we can derive the time devoted to the production with the direct involvement
of government as follows:




()

   + 
 
=


 


 + 




The above equation show that  is an implicit function of parameter . It appears
difficult to figure out how  would change as  changes. However, notice first that
when the government’s intervention into the social capital accumulation process is very
ineffective, we can derive a clear result. This can be interpreted as a case either when  =
0 or the exponent  = 0. The latter is simpler to work with. In this case, note that the
solution reduces to the case of decentralized case. That is, when  = 0, () is equal
to () .
Now let us study the following equation more closely.




1
   + 
 
=


 



 + 
and this can be rewritten, after some manipulation, as follows:
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 =  ∙ [ + ] ∙ Μ
where Μ is a function of parameters of the model other than  and .
The left hand side (LHS) is an increasing function of . The right hand side (RHS) is,
for given , a decreasing function of . When  = 0, the value of the right hand side is
infinite. When  gets larger, the right hand side gets smaller. Therefore, it is the case that
the graph of the right hand side is decreasing and intersects the left hand side. The
intersection determines the ‘equilibrium’ value of , given a .
Now notice that the curve depicting the right hand side shifts up when  increases
( >  ). This means that as  increases, the equilibrium value of  gets larger, too
( >  ). That is,  is increasing in . See [Figure 18].
Figure 18. Determination of Government Involvement
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What does this mean? It means that as  grows big from zero,  begins to get larger
from the lower bound of 1. As  gets larger, we know that  would get smaller and 
would get larger. Eventually  will decrease to () and  will increase to () .
Apparently by choosing  appropriately, government can induce citizens to behave as if
they were internalizing the external effect. The above results indicate that when neither
market based tax/subsidy policy nor the policy of directly controlling the behaviors of
citizens can be used, the direct involvement of government in the village level social
capital accumulation process could be an effective policy option.
From these observations, we may conclude that what the South Korean government
had done with the Saemaul Movement was nothing more than the adoption of this
alternative. As I pointed out in the above, when the Saemaul Movement was launched,
there did not exist any market system in the South Korean rural communities. Therefore
it was impossible to rely on market controlling tax/subsidy policies. Also from the
beginning, the South Korean government decided not to use compulsory measures. The
leaders knew very well that they would achieve much better outcomes when they could
induce residents’ voluntary participation. Thus, the use of the usual compulsory measures
was out of question. This, I suggest, was why the South Korean government took the third
approach.
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3.4

Implications of the Theoretical Investigation for an
Economics of the Saemaul Movement

3.4.1

Implications

In this model, accumulating social capital worked as a catalyst for economic growth.
Especially the social capital, in the most cases, embodies positive spillover effects itself.
But whether the economic agents are individuals, or villages, they did not consider those
positive external effects endogenously. Thus the government intervenes to the system to
take the spillover effects of social capital by the economic agents voluntarily. That would
bring the enhancement of social welfare.
The way of inducing the economic agents to internalize the social capital’s positive
external effects have two approaches, as we mentioned: one, the conventional approach
by imposing taxes or giving subsidies, and the other we have looked in our model that
government directly involves in the market system to make people themselves to regard
those effects into their objective function by differentiating incentives to the better
performed ones. Which solution is better depends on which solution is appropriate to
implement in the economic system.
The economic conditions of the period of Saemaul Movement was very traditional
and backward. The rural residents could not understand the economic systems of taxation
or granting subsidies. Also they did not notice the effects of positive spillover into their
behavior. Thus the government directly involved to coordinate the results as if the agents
regard those spillover effects.
As a matter of fact, the government would have used the method of coercive allotment
of working time to the rural residents, but she rather entered into a partnership relation
with the villages. Providing incentives to the better performed villages or to the villages
which showed more efforts to accumulate social capital, the government intended the
economic agents freely to choose the optimal path to reap the full benefits from their own
decision.
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3.4.2

Saemaul Economics?

There were many ‘movements’ in human history but above all, the Saemaul Movement
was the only one to succeeded in long-term striking impact to the economy. Then what
were the factors of the Saemaul Movement made successful?
Through the theoretical investigation we studied, we come up with the elements
showed below were the main sources of the successful Saemaul Movement.
(1) When a government allocates the public funds or resources, it can follow either
the equal treatment-needs based allocation principle or performance based
allocation principle. If the goal is to promote economic growth, the government
would better adhere to the performance based allocation principle. The Saemaul
Movement worked mainly because the government gave larger rewards to those
who performed better. It was effective to enhance permanency of the villages.
(2) Instilling the spirits of competition in the citizens’ minds was very crucial.
Needless to say, when the correct incentives are provided and when economic
freedom is given, people will strive to perform better than others. Without this
we cannot hope for dynamic progresses.
(3) The government introduced the Saemaul Movement training from the beginning.
It was to improve the cohesion of the villagers, to raise the spirit of cooperation,
and to enhance the competition among the villages. The essential components of
the Saemaul Movement education was the transformation of information and
knowledge. Also both the success and failure stories were told by those who were
directly involved in the projects. This was the people could learn how to achieve
success and avoid failure. The Saemaul education induced the village social
capital to converge among each villages.
(4) From the perspectives of institutional economics. Even if there are no market
mechanisms to allocate resources efficiently as most neoclassical economists
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argue, or there exist market systems but if the economic agents do not participate,
then we could not achieve the goals. In this context, the Saemaul Movement
created a new institution in an infertile rural society. In the 1970s, the rural
communities quickly turned themselves into centers of vibrant economic
activities and with it the rural household income grew more rapidly than that of
the urban households. And the Saemaul Movement remained very active
throughout the 1970s. It was not done by ex ante well planned policies but
conducted by the government’s efficient allocation of incentives to the better
performed villages. That made the people voluntarily participated and assembled
their labor resources to the projects.
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4

Economic Principles of the Saemaul Movement as
Applied to Several Real Cases
4.1

Remarks on the Applicability of the Saemaul Movement Principles

Are their cases other than South Korean Saemaul Movement where the so-called Saemaul
Spirits may work? Are there other areas we might apply the lessons of the Saemaul
Movement? In principle, there must be unlimited cases that we might apply the principles.
That the reward-penalty incentive scheme brings out better outcomes than the equal
treatment incentive scheme appears to be so fundamental that all human behaviors are
subject to it. But the actualities are very far from this. The equal treatment principle
appears to be very powerfully ingrained in our brains. Furthermore, frequently we profess
that we should ‘reward’ those who fail, that is, we should help those who fail. Perhaps it
is not fruitful to debate which principle is better.
Therefore, in this section, I investigate three cases of history. One is to compare the
Philippines’ development records of 1970s with that of South Korea. Here one may
conclude that the lack of development in 1970s’ Philippines was partly because the
philosophies behind her economic policies were very far from the Saemaul Spirits.
Neither they promoted competition, nor they rewarded successes and penalized failures.
Rather they were hostages of the crony capitalism.
The second is to investigate whether the Israel’s Kibbutz Movement is similar to the
Saemaul Movement. The Kibbutz Movement had also emphasized the importance of
cooperation, but it critically lacked the spirits of competition and rivalry. The 1/N principle
was very strong in the Kibbutz Movement and as a consequence, the movement has long
stopped to progress any further.
The third is the case of performances of the several public medical centers. Here I find
that those public medical centers that were subject to performance based reward system
indeed out-performed those medical centers that were treated with the 1/N principle.

101

4.2 Philippines vs. South Korea in the 1960s and 1970s
This section sheds light on the difference of economic growth and development between
South Korea and the Philippines. As seen in the figure and table below, the Philippines’
per capita income was higher than that of South Korean’s even in the 1960s. Thus I would
like to analyze what causes South Korea to have exceptionally high economic
development from 1970 through the concept and principles of the Saemaul Movement34.
Figure 19. Per Capita GNI between Philippines and South Korea

34

Note that I do not intend to insist on the Saemaul Movement as the direct main engine for
South Korean economic growth and development, but would rather elucidate South Korean the
economic development through fundamental principles, inherent in Saemaul Movement and
compare to the Philippines.
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Table 23. Per Capita GNI between Philippines and South Korea

Year

Philippines

South Korea

(in 2000 current U.S. dollar)
1960

260.64

157.36

1961

275.60

92.91

1962

162.27

104.80

1963

174.00

144.09

1964

193.45

107.39

1965

193.45

107.39

1966

206.91

132.83

1967

223.09

161.12

1968

239.35

198.99

1969

255.96

243.63

1970

183.43

282.47

1971

198.84

303.57

1972

209.32

322.78

1973

257.81

402.65

1974

344.58

555.19

1975

359.77

601.87

1976

399.31

818.48

1977

477.10

1,034.36

1978

504.09

1,378.51

1979

598.25

1,734.37

Source: nationmaster.com

Prior to the analysis, it is inevitable to review the economic policies of Ferdinand
Marcos’, the Philippines’ President in the 1960s and 1970s. When Marcos first came to
power in 1966, the Philippines was one of Asia’s dynamic economies, second only to
highly industrialized Japan. From 1950 to 1965, the Philippines’ average economic
growth rates exceeded all of Southeast Asia, Taiwan, and South Korea. Thus when he first
seized power, he inherited an economy that was exhibiting dynamic growth in industrial
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production. Manufacturing activity was expanding from a small base in the agricultural
sector to textiles, clothing, metal products, machinery and petroleum products. Especially
in agricultural sector, new high-yielding varieties and improved farm irrigation and
mechanization technologies pushed up production and enhanced commercial activity,
even if the effects on the net terms of trade, or the purchasing power of exports, were not
so profound. During the growth of agricultural sector, Marcos followed a strategy of
import-substitution in further boosting the economy, offering a protective umbrella of tax
and tariff incentives to attract investment in industries.
However it failed to jump up next step: an export-promoted strategy where local
industries could be nurtured into competitive players in the world markets and stimulated
related growth in other domestic sectors. The discredited policy mix of import controls
continued to be employed to protect domestic industries, while other East Asian
economies were sharpening their competitiveness in the export markets.
Also as President, Marcos embarked on a massive spending in infrastructural
development, such as roads, health controls and schools as well as intensifying tax
collection which gave the Philippines a taste of economic prosperity.
However, in 1972, Marcos declared the Martial Law, which was to perpetuate himself
in power and to stem the tide of discontent that had been caused by rising unemployment
and a surge in consumer prices after massive spending incurred in the 1969 presidential
elections, exacerbated by a devaluation of the peso in 1970. At that time, Marcos specially
strengthened the control of all social parts including media, labor, finance, agriculture, etc.
That was, re-construction of all social parts under the central government control to
prevent the challenge against the regime from these social influences and to keep the
social stability in order to accelerate the inflow of foreign capital and technologies for
their industrialization strategy, so as to provide human and material resources for the
accomplishment of national development strategic goal.
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With the authority of martial law, the Marcos government also took an increasingly
large interventionist role in the economy. Through decrees, Marcos dispensed monopoly
privileges and behest loans to individuals closely associated with him, their enterprises
buoyed up by extraordinary financing privileges from state banks. This biased financing
brought counterproductive effect, which could not finance for those more efficient and
competitive. Thus the term “crony capitalism” arose, referring to associates of Marcos
who gained monopolistic control over such key industries as sugar and coconut and
acquired substantial interests in a wide range of others, such as public works contracting,
banking, casinos, low-cost television production, etc. Due to crony capitalism, a new set
of aberrations spawned, whose effects on the economy would continue to be felt for a long
time. With easy foreign and domestic credit available, particularly on guarantees extended
by the government, the crony industries not only grew into large but inefficient operations,
and they also drained government resources. When capital on foreign markets started to
dry up toward the end of the 1970s, most of these crony companies collapsed because
they were inefficient and, of course, crumpled under competition. But the Marcos
government still opted to save some of the large crony companies, particularly those
whose closure was deemed to have more damaging effects on the overall economy. This
was achieved through large amounts of government funds, much of it from foreign
borrowings. Marcos ordered government financial institutions to extend bail-out
financing to the distressed companies. Although there could be many other external
reasons in his failure in economic strategy, it was the most critical to run those economic
strategy under his political avarice. Jwa (2014) called this “Politicalization of the
Economy” and pointed out that there had to be stagnant in an economy, if economic
strategy is operated in political aspects. Indeed, “Politicalization of the Economy” itself
is a sufficient condition for economic stagnation.
What is it about the sharp changes such as the trend of per capita GNI of South Korea
and Philippines? Was Philippines economic recession caused solely by Marcos’
proclamation of the martial law? As a matter of fact, President Park of South Korea also
proclaimed a martial law, called “the Yushin constitution”, in 1972 and started his
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dictatorship35. Somehow, an international economic match was initiated by two Presidents;
one from South Korea and the other from Philippines, by proclamation of martial laws in
the same year of 1972.
It was an overwhelming victory for South Korea. This victory was attributed not just
only to Saemaul Movement itself but also to the principles and concepts of Saemaul
Movement, which were applied in all South Korean economic strategies by encouraging
competition with granted incentives for the winner. Whereas, Philippines kept crony
capitalism and insisted all favors to limited party, regardless of outcome and performance.
The result of such difference captured in GNI growth rate. [Table 24] and [Figure 20]
show the results.

Table 24. GNI Growth Rate of Philippines and South Korea (%)
Year

Philippines

South Korea

1971

6.3

8.8

1972

6.0

6.1

1973

9.0

14.3

1974

5.2

10.0

1975

4.9

6.1

1976

7.5

14.3

1977

6.1

11.9

1978

5.7

10.6

1979

6.2

7.6

Source: nationmaster.com

35

Here, dictatorship does not mean any positive or negative, but just comparatively long-term of
presidency.
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Figure 20. GNI Growth Rate of Philippines and South Korea

The key factor in a policy decision, which can crucially determine one country’s rise
and fall, is how to allocate resources such as human, material, finance and incentives.
Because the way Saemaul Movement adhered to nationwide resource allocation
influenced enormously, South Korea could have accomplished a historic economic growth
over Philippines only within 4 to 5 years.
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4.3

The Kibbutz Movement in Israel

The another case that I look into is about the Kibbutz36 Movement in Israel. Most people
acknowledge that the Saemaul Movement was originated from Kibbutz in the early 1960s,
but in fact, frankly speaking it is not quite true. The Kibbutz Movement is based on
collectivism rather than capitalism. Nevertheless one might think the Saemaul Movement
got its intuition from the Kibbutz because it focuses on the cooperation among the people,
self-help of each other, and being diligent by themselves. Truly these are right in some
perspectives but the fundamental difference between the Kibbutz and Saemaul are the
utmost criteria for dividing them. In this manner, let us first see what the Kibbutz
Movement is.
The Kibbutz (plural, Kibbutzim) is a collective community in Israel that was
traditionally based on agriculture. It is a unique rural community which is dedicated to
mutual aid and social justice. The first Kibbutz was established in 1909. Kibbutzim began
as utopian communities, a combination of socialism and Zionism37. In Kibbutz life, group
pressure to conform is particularly strong. The members were not allowed individual
items and everything was strictly communal e.g., having a private car was unacceptable
in the community life. Items were communally owned and had to be requested in advance
by members or used for work related duties. Even members of Kibbutz had no individual
bank accounts, thus any purchase not made at the Kibbutz had to be approved by a
committee. Kibbutzim also had their share of members who were not hard workers, or
who abused common property. Then there would always be resentment against these harm
members. That is, the Kibbutz was a socioeconomic system based on the principle of joint
ownership of property, equality, and cooperation of production, consumption, and

36

Hebrew word for communal settlement.

37

Zionism is a nationalist and political movement of Jews and Jewish culture that supports the
reestablishment of a Jewish homeland in the territory defined as the historic land of Israel.
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education also.
In such regulated life and working environments, members first cooperated in order
to get out of poverty-stricken lives. It first worked well and people strived to gather and
self-help each other to make a utopian world. But with time, the Kibbutzim members’
sense of identification with the Kibbutz and its goals decreased. This process originated
from personal frustrations among the Kibbutz members as a result of internal processes
and from the growing stratification and inequality due to the growth of capitalism. Over
the years, some Kibbutz members established professional careers outside of the Kibbutz,
accumulating power, privileges and prestige. The balance between individual values and
values of Kibbutz began to tip, and work motivation was affected. This change of the
Kibbutz Movement could be easily acceptable because, at first, the Movement denied
people’s basic needs and instinct defined as the fundamental of market-based capitalism.
But the Saemaul Movement, as mentioned earlier, was based on capitalism where
private property rights were guaranteed and protected. Also with the government’s
efficient intervention, the Saemaul Movement strategy could be implemented with strong
pivot.
Also when we look more deeply into the participation rate of the people in the two
movements, we can deduct how each movements exercised its influence in both countries.
The table below illustrates the comparison between the participants of each movements.
As seen in the table, from the early stage of the each movements, there is a distinct
difference in the participation rate. It can be explained through the spillover effect of the
movement in one’s country which is the utmost criteria for success factor.
I agree that the Kibbutz Movement produced appreciable outcome in the beginning.
But its gain could not sustain for a long time due to the absent of incentive systems which
are the main factors of the Saemaul Movement. The Kibbutz Movement consistently
emphasized egalitarian values and remained as communal settlement, whereas the
Saemaul Movement put an accent in making a profit within the competitive circumstances.
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That is, differences or differentiation is looked down upon in the Kibbutz. Thus it no
longer influential or productive.
Table 25. The Participants of the Kibbutz and Saemaul Movement
Kibbutz Movement
Year

Total
Population

No. of
Kibbutzim

1949

1,173,871

211

1950

1,370,094

214

1951

1,577,825

217

1952

1,629,519

217

1953

1,669,417

227

1954

1,717,814

223

1955

1,789,175

225

1956

1,872,390

228

1957

1,975,954

228

1958

2,031,672

228

1959

2,088,685

228

1960

2,150,358

229

1961

2,179,491

228

1962

2,331,801

228

1963

2,430,125

230

1964

2,525,562

230

Saemaul Movement
Kibbutz
Population
63,518
(5.4%)
66,708
(4.8%)
68,156
(4.3%)
69,089
(4.2%)
73,299
(4.4%)
76,115
(4.4%)
77,818
(4.3%)
79,688
(4.3%)
79,891
(4.0%)
78,634
(3.9%)
77,890
(3.7%)
77,955
(3.6%)
76,961
(3.5%)
79,254
(3.4%)
79,833
(3.3%)
80,749
(3.2%)

Year

Total
Population

No. of
Villages

No. of
Participated
Population

1970

32,241,000

-

-

1971

32,883,000

33,267

-

1972

33,505,000

34,665

1973

34,103,000

34,665

1974

34,692,000

35,031

1975

35,281,000

36,547

1976

35,849,000

36,557

1977

36,412,000

36,557

1978

36,969,000

36,257

1979

37,534,000

36,271

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Source : Kanovsky (1966), Ministry of Home Affairs (1980b), Bank of Korea (2005)
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3,594,400
(10.7%)
3,292,500
(9.7%)
3,114,100
(9.0%)
9,148,600
(25.9%)
9,517,200
(26.5%)
12,361,400
(33.9%)
10,482,100
(28.3%)
16,288,000
(43.4%)

4.4 Public Medical Centers in South Korea
Applying the principles of the Saemaul Movement, one of the recent successful cases is
incentive policy in public medical center. For now, there are 34 public medical centers in
South Korea and they are operated as public incorporates. Before applying incentive
system to these incorporates, they used to allocate the pay regardless of performance in
management, which could not motivate employers and therefore they could provide lower
level of medical service than other private medical centers.
Even though the first priority function of public medical center is to provide the poor
who are also socially inferior with good quality of medical services, they were not capable
of providing good medical services due to low management effort and deficit operation.
Poor medical management effort of public medical centers is a critical factor not only for
insufficient supply of quality medical service in relatively low price but also for public
medical quality degradation, which also gives negative influence to South Korean
people’s welfare.
Thus, in the middle of seeking for the extensive solution to expand public medical
service by motivating management of public medical center, the public medical center
management related regulations were reformed to implement the evaluation on operation
of all the public medical centers and divide into five different levels and give differentiated
incentives to each medical center. The reformed regulations are as following summary.
As seen in the following table, ‘level A’ is over 80 points from evaluation, ‘level B’ is
70~79 points, and so on. After dividing into different levels, the highest ‘level A’ gets 300%
incentive of the base pay.
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Table 26. Criteria for Grouping by Level
Incentive Rate
(of Base Pay)

Level
Level A
(over 80 points)
Level B
(70~79 points)
Level C
(60~69 points)
Level D
(50~59 points)
Level E
(below 49 points)

300%
260%
220%
180%
100%

Source: The Korea Association of Regional Public Medical Hospitals

According to the analysis of evaluation documents for 4 years, from year 2006 to 2009,
there had been drastic changes in management performance after implementing the
reformed regulations. By setting the evaluation in 2006 as general standard, the changes
of next 3 years are largely scaled into “improved”, “average” and “worsened” to see the
result of 34 public medical centers management evaluation as follows;

Table 27. Performance Change after Incentive Strategy38
Performance

2007

2008

2009

Improved

55.9%

64.7%

70.6%

Average

38.2%

23.5%

20.6%

Worsened

5.9%

11.8%

8.8%

Note: The result of 2007 is based on 2006 result.

38

See Appendix for the results of management evaluation for 34 public medical centers from
2006 to 2009.
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Figure 21. Performance Trend after Incentive Strategy

Looking at the table and figure, the number of “improved39” public medical center
shows a continuous growing trend and by 2009, 24 public medical centers, 70.6% of all,
had improved in management performance. And the number of “average”, which means
little change or slight change of result of management performance, show a continuous
decrease and there are only 7 public medical centers, 20.6% in 2009. Lastly, the “worsened”
public medical centers are analyzed as effected by internal affairs such as labor and
management problem, irrespective of incentive regulation.
As such, we could notice that the concept of ‘the more support to the better and harder
working place’, the same as the concept of the Saemaul Movement, was successfully
applied in public medical centers by implementing the economic incentives.

39

“Improved” includes the highest level graded public medical centers from previous year.
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4.5

Economic Principles of the Saemaul Movement as Applied to South Korea’s
ODA Activities

This section aims to study the method of oversea diffusion of the Saemaul Movement.
Numerous government officials from developing countries, including Tanzania, Ethiopia,
Rwanda, and South Sudan, are visiting South Korea to be educated on the Saemaul
Movement. There is only one purpose for them to come all the way to South Korea to
learn the Saemaul Movement, and that is economic growth or economic development.40
Currently, the Saemaul Movement that was transferred to other countries were focused
mostly on what South Korea did in the 1970s. Of course, such methods have their place
and serve to improve bilateral ties as well as to make South Korea better known abroad.
But what is more important is to inform them of practical economic growth strategies and
methods through the Saemaul Movement and eventually have them see their income
increase.
The economic principles underlying the Saemaul Movement is what should be
adopted by these developing countries. In addition, not just the transfer of monies, but
should be worked to increase recipient country’s social capital which is the Saemaul
Spirits as well. Thus, the role of South Korean government is substantial because she
needs to diffuse the knowhow of the Movement.
Therefore, by reviewing the current overseas aid status and adjusting concessional
loans and grant aid, we may seek the most efficient way of transplanting the Saemaul
Movement principles.

40

As I have given lectures on the economics of the Saemaul Movement to the high level
government officials and village leaders from 15 African countries, I had a chance to ask them
what they wanted to learn from South Korea, and their answer was economic growth through the
Saemaul Movement principle. For them, increase in national wealth and per capita income were
the most pressing issues.
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4.5.1

An Overview of South Korea’s ODA

Over the past six decades, international aid has been provided mostly by developed
countries to reduce poverty in emerging countries. Such aid was a joint effort of the
international community to realize humanitarianism. With its own economic growth,
South Korea, too, became more interested in poverty reduction around the world. With an
increased need to maintain close economic ties with emerging countries as a country
highly dependent on exports, South Korea has been gradually increasing international
development aid. South Korea was on the receiving end of government loans and grants
from 1945 to 1999 for a total of 12.8 billion dollars, equivalent to 46 billion dollars in
current values (Lim 2011: 48). But it graduated from being a heavy recipient of
international aid in 1995, joined the OECD in 1996 and became the 24th member country
of Development Assistance Committee (hereafter, DAC) in 2010. DAC is a body under
the OECD that can only be joined if the aggregate amount of Official Development
Assistance (hereafter, ODA) is 100 million dollars or above, or over 0.2% of its GNI.
Millennium Development Goals (hereafter, MDGs) was agreed upon in 2000 as the goal
of allocating ODA of member countries of OECD/DAC. As of 2011, South Korea’s ODA
accounted for about 0.5% of the national budget but is planned to increase to
approximately 1% of the budget by the year of 2015 (KEXIM 2013: 2).
South Korea began its aid activities in the 1970s and 1980s with the provision of
technical training. In this manner, in 1987, the Economic Development and Co-operation
Fund (hereafter, EDCF) was founded to provide concessional loans to developing
countries, and in 1991 the Korea International Co-operation Agency (hereafter, KOICA)
was created to implement grants (OECD 2008: 9). The EDCF is under supervision of
Ministry of Strategy and Finance (MOSF) 41 and operated and administered by The
Export-Import Bank of Korea (KEXIM). The EDCF offers development project loans and

41

MOSF is the highest ranking ministry of South Korea. It establishes the annual budget and
national fiscal policies to support public expenditure for national development activities.
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equipment loans to partner countries, and it appraises the feasibility of projects and loan
applications. MOSF is responsible for formulating policy for the concessional loan part
of South Korean ODA, and for supervising the KEXIM (OECD 2008: 19-20). Whereas,
KOICA is under the supervision of Ministry of Foreign Affairs and Trade (MOFAT)42
and administers the South Korean government’s grant aid and technical co-operation
programs (OECD 2008: 19).
Table 28. Comparison of EDCF and KOICA
EDCF

KOICA

Objectives

Increasing economic exchanges

Promoting friendly ties

Projects

Concessional loans for businesses
that contribute to economic growth

Invitation of trainees, dispatches of
experts, volunteer groups, emergency
relief,

Source: EDCF (2013)

But the two pillars of South Korean aid system has a critical problems, which they do
not fully cooperate each other. They follow separate policies and strategies in the same
partner countries (OECD 2008: 10). The laws establishing EDCF and KOICA do not offer
objectives for ODA, and also MOSF and MOFAT do not have operational guidelines on
the criteria for allocating ODA. There is no overall national development policy strategy
nor policy papers declaring objectives or principles (OECD 2008: 16). There is also
confusion amongst MOSF (EDCF) and MOFAT (KOICA) regarding the total number of
partner countries.

42

MOFAT formulates short-term and long-term bilateral grant aid strategies and is the main
channel for cooperation with the OECD/DAC. See OECD (2008), pp. 19.
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Table 29. Priority Partner Countries of South Korea
MOFAT / KOICA
Priority Partners
(19 countries)

MOSF / EDCF
Priority Partners
(11 countries)

Vietnam, Indonesia, Laos,
Philippines, Cambodia, Sri
Lanka, Bangladesh, Mongolia

Vietnam, Indonesia,
Philippines, Cambodia,
Sri Lanka, Bangladesh,
Pakistan

Egypt, Tanzania, Senegal,
Ethiopia, Nigeria

Angola

Central & South America
(4 countries)

Guatemala, Peru, Paraguay

Guatemala, Colombia

Middle East (2 countries)

Iraq

Yemen

Region
(Total 23)

Asia (9 countries)

Africa (6 countries)

Central Asia, Europe &
CIS (2 countries)

Uzbekistan, Kazakhstan

*Note: Countries in bold receive both KOICA and EDCF assistance.

Source: OECD (2008)

As seen in [Table 29], MOFAT / KOICA have identified 19 priority countries to
receive grant aid, and separately MOSF / EDCF have identified 11 priority countries to
receive loans (OECD 2008: 16). There exists inefficiency of 7 priority countries and that
is why DAC consistently recommend to have a single list of partner countries for South
Korean aid determined by the overall policy.
Until recent years, both grant aid and concessional loans were not managed in an
integrated institution but different institutions use different methods with different policies.
Thus I would like to find out the way to introduce the Saemaul Movement more efficiently
though grant aid and concessional loans.
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4.5.2

The Application of Economic Principles of the Saemaul Movement will
Improve the Outcomes of ODA

South Korea’s ODA policy is undergoing change both in quantity and quality. As part of
such efforts, doing research and development of the Saemaul Movement and make it as
South Korean ODA Model, South Korean government should perceive the Saemaul
Movement as a core collaboration tool that can set the nation apart from other donor
countries. International organizations such as the UN also cited the Saemaul Movement
as one of the key factors that contributed to the modernization of South Korea’s rural areas
and introduce the Movement to emerging countries. UNESCAP, through its initiative to
reinforce local communities’ capabilities, also mentioned South Korea’s Saemaul
Movement as a best practice. Moreover, much African countries perceive the Saemaul
Movement as one of the most successful third world development models and asking for
it to be transferred. The governments of Cote d’Ivoire and Senegal made an official
request to the South Korean government. By Septemeber of 2009, 47,000 people from 92
countries have learned of the Saemaul Movement through training and education (Lim
2011: 53). The Saemaul ODA policy that combines our experience of successful economic
development is expected to bring new hope and motivation to them.
Over the years South Korea had allocated grants and concessional loans to emerging
countries around the world to fit the international criteria. A particularity of the South
Korean system is the large use of concessional loans. In 2006, concessional loans
constituted 31% of ODA and grants 69%, high figure compared to most other DAC donors.
South Korea’s enthusiasm for concessional loans can partly be explained by its own
positive experience43 as a recipient of aid loans during its development period, and the
profoundly held belief that this instrument imposes essential fiscal discipline on the

43

Actually, in 1950s, South Korea received most of its ODA by grants (almost 70-80%) and it
worked as to continue its steady-state of growth. After 1960s, the advanced countries gave
concessional loans to South Korea, and especially in 1970s, the share was almost over 90%. By
the loans, South Korea could establish its own economic development base. See Lee (2006).
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recipient countries (OECD 2008: 14).
Many researches were conducted to figure out the effectiveness of aid44. Thus we
would be able to identify what type of aid would be most beneficial in transferring the
Saemaul Movement principles. That is, during the early stages of economic development
grant aid can ease the burden of debt on the recipient country and help them lay the
groundwork, so that the Saemaul Movement can be efficiently adopted, and once the
economy reaches a certain critical level 45 , concessional loans should be used as a
motivating tool for economic development.

44

See Appendix for the reference.

45

A specific level refers to the level on which a country’s economy can run independently to a
certain degree. The point at which the country can repay its debts through economic growth
would be a good point of reference.
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4.5.3 Overseas Transfer of the Saemaul Movement
Loans continue to be a valid tool for development in the right circumstances, but has
problems of debt issues. DAC consistently recommended to reduce debt and ensure debt
sustainability. And loans have the further drawback that repayments may eventually offset
ODA increases in net ODA (OECD 2008: 14).
Anyway, as ODA directly and indirectly contributes to the recipient country’s
economic growth, the transfer of the Saemaul Movement that can contribute to an
improvement of recipient countries’ social and economic environment (infrastructure)
would be needed. Currently, the transfer of the Saemaul Movement was done mostly
through grants. At present, the private sector is making more efforts than the public sector
in transferring training on 1970s South Korea Saemaul Movement. High-ranking officials
of emerging country governments were invited to South Korea for training, taught Korean
culture by volunteers who visited their countries and transferred basic skills. This should
be continued in the future because leaving a good impression of South Korea is essential
to improving bilateral ties. Of course, a series of efforts should be made to improve
friendly ties and offer humanitarian aid. But given that the purpose of transferring the
Saemaul Movement principles is economic development and growth, the current aid
policy appears to be ineffective. While South Korea benefits from transferring the
Saemaul Movement, it is likely that it will not bring any benefits to the relevant recipient
country. That is because unless the Saemaul Movement is carried out on a national
government level, those implemented by each village have limited effects. Only when the
government establishes a strategy based on competition and economic incentive and
tailors the strategy to the local environment can they also experience the progress seen in
South Korea. Therefore, as discussed earlier, the transfer of the Saemaul Movement
through government aid should be accompanied by the recipient government’s thorough
strategy and execution. Concessional loans would allow South Korean government to
offer loans under certain conditions and therefore continued management in accordance
with economic principles can be possible. If necessary, South Korean government
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officials should visit recipient countries to offer feedback and help establish economic
strategies for the Saemaul Movement. The fundamental principles of the Saemaul
Movement which are the economic principles should be applied to the recipient country
to seek measures to develop sustainable financial sources.
Therefore, the transfer of Saemaul Movement through concessional loans can bring
actual effects of economic growth. From South Korea’s perspectives, it can be repaid the
principal and interest, easing the longer term burden on the government’s budget and
allowing it to secure a sustainable financial source for ODA. Moreover, from the
perspective of developing countries that would like to learn the experience of Saemaul
Movement, the application of economic principles at the heart of Saemaul Movement
would bring practical economic growth when implemented by the local government46.
The transfer of the Saemaul Movement through concessional loans can also bring the
benefit of expanding South Korea’s export market. Lee (2012) conducted a study on the
effect of concessional loans on the donor country’s economic growth. Concessional loans
appeared to have a positive effect on the donor country’s exports, but for grants, there was
no significant correlation. Statistically therefore, loans can be expected to have an effect
on South Korea’s exports while grants’ effect cannot be assessed. For every 1% increase
in government loans, exports increased by 0.01% and the Z-value that shows the
significance of the statistics recorded a 2.44, showing that the findings were statistically
significant at 95% level significance. Meanwhile, for grants, for every 1% increase in aid,
exports decreased by 0.0015% but was not statistically significant even at a significance
level of even 80%, showing that there is no statistical correlation between exports and

46

When I personally asked high ranking officials of a certain African country, they expressed
their personal opinion that they, too, would prefer the transfer of Saemaul Movement through
government loans. The reason given was that due to overall corruption in emerging countries, the
current method of transfer as it is cannot be effective and that if the Korean government would
transfer Saemaul Movement through government loans, it would offer a direct motivation for
them.
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grants (Lee 2012: 72).
The reason concessional loans had a more positive effect in promoting exports is
because it is more effective in improving the recipient country’s economy and income
level and deepens the bilateral ties between the donor and recipient. In general,
concessional loans directly support the formation of economic basis, such as large-scale
infrastructure and is more effective in promoting the recipient’s economic growth. In
particular, for loans the recipient country’s economy becomes more dependent on the
South Korean economy which shows indirectly that it is better at creating a sense of
economic bonding.
As such, in the study by Lee (2012) the analysis of ODA’s effect on South Korea’s
national economy showed that it had a positive effect. Therefore, the transfer of the
Saemaul Movement through concessional loans can not only benefit the recipient country
but also South Korea over the longer term.
During this process, the unique experience of developing South Korea’s rural areas
should not simply be transplanted but the recipient country’s specific environment and
characteristics should be taken into account for a more tailored approach (Park 2013: 4).
Because culture, mindsets and lifestyle are closely related to social areas, a simple
transplant of the Saemaul Movement which is uniform and integrated would run the risk
of not having the basic principles be delivered and applied. For example, South Korea’s
Saemaul Movement in the 1970s was based on strong leadership and a close knit system
down to each village, as well as voluntary participation by the people. But there are
opinions that it would be difficult to expect such things in Africa. There are also those
who argue that Africans are more accustomed to the natural economy and differ in their
mindset towards labor or work and that therefore the transfer of the Saemaul Movement
would not bring much benefits. In other words, they argue that once an essential amount
of labor just enough to survive is done, they lose motivation for extra work and do not
subscribe to the mindset that working longer is necessary for improving life standards or
meeting personal needs. Style of accommodation, land policies and family institutions are
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also very different from those of South Korea and therefore some argue that the transfer
of the Saemaul Movement is impossible. Many African villages are a collective and are
scattered across a large area, making it difficult to establish public infrastructure such as
roads or electricity and communication networks (Park 2013: 3-5). The below table
compares the conditions of 1970s’ South Korea and the present rural communities in
Africa.
Table 30. Rural Conditions of Africa and South Korea
Africa (Present)

South Korea (1970s)

Scattered residents

Concentrated residents

Low motivation for education

High motivation for education

Collapse of view on family

Strong family relation

Heterogeneous society

Homogeneous society

Public property laws for land

Private property laws for land

Unorganized farmers

Organized farmers

No social capital formed

Social capital formed

Source: Park (2013)

But, just because the initial conditions of South Korea and Africa are different does
not mean that the Saemaul Movement cannot be transferred. As emphasized earlier, what
is of utmost importance is to apply the economic principles of the Saemaul Movement
and seek ways to apply them for poverty eradication. Also, African rural communities
have a strong trait of being tribe-oriented and therefore are closely knit with a strong
willingness to collaborate within the group. There is also traditional leadership and social
capital is formed in units of small villages or tribes and there is no social community
values formed across a larger unit. Therefore these smaller villages should become the
basic unit when the Saemaul Movement is transferred.
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People of African countries tend to lack awareness of independence and self-help.
Some feel helpless and accept poverty as their fate. In order to change this mindset, the
spirit of the Saemaul Movement should be adopted. During the years Africa was at the
receiving end of massive amounts of aid but has fell into a Malthusian trap, unable to
sustain itself.
One of the obstacles to economic development in developing countries is not the
capital gap but the gap in policies and institutions and therefore in the area of aid, the
transfer of knowledge and expertise that can contribute to improvement of policies in the
recipient country is more important than simply donating material resources. The Western
world’s aid to Africa failed due to unrealistic plans, corrupt governments and lack of
responsibility by aid organizations (Lim 2011: 56). Now is the moment where African
needs a decisive benevolent dictator rather than a democratization of the overall society.
The Saemaul Movement, which is characterized by an efficient government leadership,
enlightenment of the people, nurturing of leaders and voluntary participation of residents,
have components that are differentiated from the western development theory. In response
to the demand from Africa, it is necessary to bring about a development model based on
the Saemaul Movement that can replace one-off relief efforts and apply this model
through ODA. To that end, it needs to be developed into a ‘Korean style Development
Model’ that reflects South Korea’s viewpoint and experience as opposed to the western
development aid method.
A mindless transplant of a western development model will hardly bring success. This
has been verified by the failed plantation in Africa during the British and French colonial
rule. In addition, Moyo (2009) provides proof with the fact that while 30 years ago Malawi
and Burundi had a higher per capita GDP than China, it is not the case anymore, and that
the annual average economic growth rate of aid recipient countries in Africa is a negative
0.2% (Lim 2011: 51).
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But, just because it is Korean style does not mean that everything has to be Korean.
The Nobel Prize in Economics laureate, Robert E. Lucas, Jr (1993) expressed about this
in his ‘Making a Miracle’.
『Simply advising a society to “follow the Korean model” is a little like
advising an aspiring basketball player to “follow the Michael Jordan
model”』
To make use of someone else’s successful performance at any task, one
needs to be able to break this performance down into its component parts
so that one can see what each part contributes to the whole, which aspects
of this performance are imitable and which are worth imitating.
- Lucas (1993), Making a Miracle, Econometrica, Vol. 61, No. 2, pp. 252

Rather than insisting so, Saemaul Movement should be seen as more of a South
Korean brand to be promoted and transferred. Since the situation of South Korea in the
1970s and that of current Africa are different, the core ideas should be extracted and
localized. That is, while the core idea is kept intact, details should be diversified to tailor
to local needs and Saemaul Movement should become a brand that stands for South
Korea’s successful economic development model.
During colonial rule, the borders within Africa were arbitrarily drawn by the British
and the French and as such, various tribes exist even within one country. The agricultural
system, too, is varied, from those based on paddies to small scale farming to nomad style
lives. Unlike Korea, there is no strong sense of solidarity over one’s people and the
motivation for higher education is low. Of particular note is that there are intra-tribal
conflicts even within a single country, which makes it difficult to promote governmentled development projects. The recipient country’s income level, economic growth rate,
development stage, natural resources, culture and history should also be considered. Even
though agriculture may be the major industry as of now and the region rural, over the
longer term as industrialization and urbanization takes place, the regional orientation of
the area in question should also be taken into account.
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In order for a country’s economic growth, not only is an increase in production factors
necessary but also a strategy that fits in well with the given country’s history and culture.
Therefore, when adopting the Saemaul Movement, appropriate revisions to better fit with
the local history and tradition is required. That is, not adopting the Saemaul Movement
exactly as it was done in the 1970s’ South Korea, but implementing the fundamentals and
revising the details to cater to each environment is recommended.
As OECD Special Review recommended, it is crucial to focus on the sector where
South Korea has relatively high comparative advantage. By doing it, it increases the
effectiveness of aid through division of labor among DAC member countries. Additionally,
because the aid amount of South Korea is not big, it would be more efficient to use select
and concentration strategy when providing foreign aid.
In this context, when transferring the Saemaul Movement to other recipient countries,
the first step would be increasing the grant aid rather than concessional loans in the
beginning stage of ODA. It this period, it must be focused on to introduce the fundamental
principle of the Saemaul Movement and to mitigate the burden of public debt problems
which DAC consistently recommends. But as recipient countries overcome povertystricken situation and reach a certain level of economic growth and development, the
financial aid should be changed to concessional loans. South Korean government, at this
step, should keep attention on the continuous training and support to implement the
Saemaul Movement principles.
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5

Concluding Remarks

What kind of lessons do we learn from the study of the Saemaul Movement? Can we
apply the exploding economic growth theories to an understanding of the Saemaul
Movement? Is there something that the economics of the Saemaul Movement can add to
the further extension of the economic growth theories? Has the Saemaul Movement
contributed toward the overall economic growth of the country? If so, how much and in
what ways? Can we apply some of the fruitful features of the Saemaul Movement in our
efforts to improve economic policy makings? These are some of the questions I tackle
with in this thesis.
The most salient aspect of the Saemaul Movement appear to be as follow. First, when
a government allocates the public funds/resources, it can follow either the equal treatmentneeds based allocation principle or performance based allocation principle. If the goal is
to promote economic growth, the government would better adhere to the performance
based allocation principle. The Saemaul Movement worked mainly because the
government gave larger rewards to those who performed better. Second, instilling the
spirits of competition in the citizens’ minds was very crucial. Needless to say, when the
correct incentives are provided and when economic freedom is given, people will strive
to perform better than others. Without this we cannot hope for dynamic progresses. Third,
spillover of best practices and technological diffusion in general is very critical in bringing
more communities along the fast growing track. In this regard the encouragement to
mutually cooperate and help each other and the encouragement to learn and teach are very
important. Fourth, when we wants to stir a strong sense of improvement among hitherto
dispirited and seemingly lazy people who appear to know nothing about a modern
economy, the best means to achieve the goal is to encourage them to take part in concrete
development projects. It was quite remarkable how quickly the rural residents, who were
once regarded laggards and losers, transformed themselves into change agents. It was
possible, since they could immediately see the outcomes of their efforts: when the
villagers exerted concerted efforts, they could see how roads were improved, how roofs
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were changed, how they could drink clean water, and how they were better able to feed
their children. What is more encouraging to the poor people than witnessing with their
own eyes that they can indeed make things better?
Throughout the 1960s, most residents of the rural communities were exhausted from
the seemingly perennial poverty and ran out of hope for the better future. Government’s
financial supports given to develop the rural areas did not produce appreciable outcomes
mainly because the residents were not responding. The problem appeared to lie in the fact
that the financial assistance was given more or less equally to all communities. When the
government gave them monies even when they did nothing, it was understandable why
they did not bother. In 1970, government altered her strategy drastically. For this
government grouped some 35,000 rural villages into three categories depending on how
well the villages performed. Then the government gave larger awards to the above average
performing villages and stopped providing any additional rewards to the below average
villages. Here the performance was measured not only in terms of how much they
produced the results, but also in terms of how much they brought their own efforts and
resources to the Saemaul Projects. It was also measured by how widely and effectively
they cooperated to achieve the common goals and how diligently they tried to learn from
others. The scheme went against the common sense and it stirred loud voices from the
under-performing villages. Of course, the better-performing villages were very glad to
have larger rewards. This made the better ones to do even better and the under-performing
ones to do better next time. The latter became very jealous and they strived to do much
better so that they would get the rewards, too. It was interesting to observe that within a
few years, practically all villages moved up the scale. Obviously, the three spirits of the
Saemaul Movement, self-help, diligence, and cooperation, were working very well.
The episode clearly indicates that a well-designed socio-economic policy can achieve
much. The most important element is the reward-punishment principle. The fact that the
competitive spirit rapidly permeated to all villages indicate the importance of the spillover effect. It is well known that indeed the spillover or externality effect is very crucial
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in the process of human/social capital accumulation. If we can design policies so that the
spillover becomes larger and affects more people or, in the same vein, if we can design
policies so that the positive externality effect become stronger, we can certainly have
better outcomes. We would have more rapid and productive accumulation of human/social
capital, and with it, an increase in the growth rate of the overall economy.
In order to assess the economic growth impacts of the Saemaul Movement, I conduct
a total productivity analysis. The investigation reveals that during the 1970s when the
earlier phase of the Saemaul Movement was active, indeed the total factor productivity
grew rapidly in the rural communities. In some years the rate of growth in TFP in the
agricultural sector turned out to be higher than that found in the manufacturing sector.
This piece of evidence indicates that the Saemaul Movement might have positively
affected the growth of rural communities by make the latter’s TFP grow faster than
otherwise.
What were the sources for the faster TFP growth? As an attempt to find out the
answers, I perform theoretical investigations in Chapter 3. There I extend the human
capital based growth model of Lucas (1988), which I call Saemaul Growth Model. I show
that government’s financial assistance following the reward-penalty principle can speed
up the process of social capital accumulation, hence it can raise the TFP growth rates. The
model especially focuses on the presence of positive externality or spillover effect of
social capital. When the economic agents, here the villages, take the positive externality
into account, they would exert more efforts to accumulate social capital. The enhanced
efforts would in turn raise the economic growth rate. Thus I study the way to induce the
villages to internalize the external effects by the government intervention. When markets
are not developed well, it may be infeasible for the government to rely on tax/subsidy
policy. The usual alternative method to achieve the purpose is to use compulsion. However,
the South Korean government did not take this policy. Rather the government entered into
a partnership with villages and directly supported the latter’s efforts to accumulate social
capital. And the support was given in proportion to a villages’ efforts and performances.
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This led villages to strengthen their efforts to accumulate their social capital. They
behaved as if they internalized the external effects.
In Chapter 4, I investigate whether we can understand actual economic episodes much
better if we view them from the angle of the Saemaul Movement. For this, I study three
episodes.
One is the comparison of the growth performances of Philippines and South Korea.
There I point out that though Philippines started out wealthier than South Korea in 1962,
by the end of 1970s South Korea became much more prosperous than Philippines. I
cautiously conclude that the absence of the Saemaul Spirits was possibly the main reason
why Philippines stagnated in the 1960s and 1970s.
Another is the investigation how the Kibbutz Movement of Israel has been performing.
I find that although the Kibbutz Movement produced appreciable outcome in the
beginning, its gains soon died out. I argue that the main factor behind this decline is again
the absence of the Saemaul Movement like spirits. The Kibbutz Movement began and
remained as communal movement. As such it emphasized egalitarian values and
incentives to differentiate were absent.
The third has to do with the performances of the publicly funded medical centers.
Initially the medical centers were given assistance based on needs. All of them quickly
turned into loss making institutions and the quality of services remained notoriously bad.
Then one day the government changed her policy and began to reward the better
performing medical centers with more monies. At the same time government gave
warnings to the under-performing ones that the financial assistance offered to them would
decrease unless they showed marked improvement. With this change of policy direction,
most of the publicly funded medical centers became very productive.
In this chapter, I also take up the case of ODA. For some time now, South Korea has
been steadily increasing her overseas aid giving activities. Her ODA amounts have grown
rapidly and the manpower involved with ODA activities is expanding even more rapidly.
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One area where the donor as well as the recipients are very keen is the Saemaul Movement.
One the one hand, numerous branches of South Korean government are clamoring to
transfer the success stories of the Saemaul Movement. At the same time, the number of
countries who are eager to learn the Saemaul Movement is growing very rapidly. But what
should be transferred? In what manner should we transfer the expertise? And when
financial assistance is warranted, how should we allocate it among different countries
and/or projects? Based on my investigation of the Saemaul Movement, I argue that
transferring the fundamental message that the incentive compatible components of the
Saemaul Movement were responsible for the successes is much more important. We can
apply the same principle to ODA activities. The ODA assistance should be provided to
those who show better performances, who come up with more of their own efforts and
resources, and who exhibit more productive cooperation among members. Financial as
well as non-financial assistance can utilize this principle. Between grants and loans, my
study strongly suggests that loans, even when they are concessionary, are better than
grants. When grant giving is unavoidable, one would better adhere to the reward-penalty
principle.
Although there exist tons of research works on the Saemaul Movement, reliable micro
data is absent. Whatever data there is, it describes only the aggregate or average figures.
They are of little use in the conduct of systematic quantitative analyses. Perhaps that is
why there is almost no economic analysis of the Saemaul Movement. This is also a short
coming of my thesis. Were there micro data, I could have performed much more
systematic analysis. What I do is the best I can with the available data. If we have data
indicating the detailed features of the individual village, we can much better assess the
factors behind the successes or failures of the Saemaul Movement.
Throughout my thesis, I emphasized the Saemaul Spirits. It is one thing to allude them,
but it is totally different thing to quantify them. As of now I do not have good ideas how
to quantify them. That is why I am unable to test the implications of the theoretical models
that I proposed and analyzed.
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I conclude the thesis with [Figure 30]. It depicts a framework with which I assess how
the Saemaul Movement could have positively affected the growth of the overall economy.
I view this thesis as only a tentative first step in my search for truth.

Figure 22. Economic Growth Process through Saemaul Movement
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Appendix
7.1

Data related to the Saemaul Movement (1960 – 1979)
<Data I>
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1.2
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Source: Ministry of Home Affairs (1980b), Ministry of Agriculture and Fisheries (1975-1980)

47

Economic Population: Over 15-year-old persons who participate in the economic activities.
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<Data II>
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7.2

The Solution to the Steady-State Equilibrium in Decentralized Choices

From the deterministic steady-state equilibrium needs
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First, let    =  for simplicity, then equation (7.2.2) and (7.2.3) are
transformed as
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From equation (7.2.2'),  =  −  +  − (1 − ) and plug this into equation


(7.2.1) yields,
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Rearranging the terms in equation (7.2.4) gives
(7.2.5)
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Also, plug  =  −  +  − (1 − ) into equation (7.2.3'), then
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Simplify the terms and plug equation (7.2.5) yields the steady-state value of .
(★)

() = /
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The same logic applies to solve the other values. Plug equation (7.2.5) into (7.2.2')
then,
(7.2.7)


(


+ ) −  −  +




− (1 − ) = 0.

Simplifying the terms in equation (7.2.7) gives the steady-state value of  .
(★)


 (
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+ ) + .



We let    =  in advance, thus plug equation (7.2.5) and plug ()
into the function yields,


(★)





( ) =   .

■
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7.3 Public Medical Centers’ Evaluation Result
Table. The Results of Management Evaluation of 34 Public Medical Centers
Public Medical Center

2006

2007

2008

2009

Seoul

B

A

A

A

Busan

C

C

B

B

Daegu

B

A

A

A

Incheon

D

C

C

C

Cheongju

C

B

B

B

Chungju

C

B

B

A

Pohang

C

B

B

B

Andong
Gimcheon
Namwon
Hongseong
Mokpo
Gongju
Gunsan
Masan
Gangneung
Suncheon
Seosan
Wonju
Yeongwol
Samcheok
Sokcho
Gangjin
Uljin
Jinju
Cheonan
Jeju
Seogwipo
Icheon
Anseong
Paju
Suwon
Pocheon
Uijeongbu

C
D
B
B
C
C
B
C
C
C
C
B
D
D
D
C
D
C
C
E
D
E
D
D
C
D
C

B
D
B
A
B
B
B
B
C
C
B
C
C
D
D
C
C
D
B
D
D
C
C
D
C
C
C

B
B
A
A
B
B
A
A
D
C
A
B
D
B
D
D
C
D
B
D
C
B
B
C
B
C
C

A
B
A
A
B
B
A
A
C
C
B
B
D
C
C
C
C
C
C
D
C
C
B
B
B
B
B

Source: The Korea Association of Regional Public Medical Hospitals
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7.4

ODA Status of South Korea

7.4.1

Aid Allocation Policy of South Korea
Figure A1. South Korea’s Aid at a Glance

Source: OECD (2008)

South Korea’s aid allocation policy is well summarized in the government’s Mid-term
ODA Strategy 2008-2010, announced in late 2007 and also in [Figure 28]. According to
this plan, the goal is to increase the share of grants given the current size of ODA,
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regarding the effects of aid and international trends48. In particular, for Asian countries,
the close cooperative ties with them in the fields of economy, diplomacy and culture are
reflected to maintain grants share of around 50%, while for African countries, grants was
around 20%. This mid-term development aid policy was reviewed by the Committee for
International Development Co-operation (CIDC) of South Korea, a Prime Minister led
body comprising Ministers and civil society representatives, in 2010 and serves as the
basis for bringing South Korea’s international development and cooperation initiatives to
match the level of developed countries. Although there have been some minor changes in
the policy, the overall trend of the mid-term plan is being abided by (Lee and Park 2012:
11).
Lee and Park (2012) analyzed how effectively such mid-term aid policies of South
Korea were implemented. In order to observe the changes in policies’ efficacy, they
selected two periods (2005-2007; before the mid-term plan, 2008-2010; during the midterm plan) for comparative analysis.
Looking at the overall size of aid in the mid-term plan, the total amount of aid based
on net expense increased to 0.11% of GNI by year 2010 and is expected to increase to
0.25% by year 2015. While the South Korean government’s fiscal spending increased at
an annual rate of 7% from 2006 to 2010, South Korea’s ODA increased by 29% per year.
Already in 2010, South Korea’s aid amounted to 1.174 billion dollars or 0.12% of GNI.
Lee and Park (2012) states, if this trend continues by 2015, the target of 0.25% can easily
be met. This is because over the past 5 years, aid increased by an average of 0.03%p every
two years of GNI. It was 0.06% in 2006, 0.09% in 2008, and 0.12% in 2010. If this trend
is carried forward, in 2015 the target of 0.25% of GNI will be well passed to reach even
0.27% (Lee and Park 2012: 12). Before continuing onto the deep discussion, we need to
know the conditions of aid, in advance.

48

About the definition of Grants and Loans, it will explained later of this chapter.
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7.4.1.1

The Conditions of Aid

OECD’s Special Review of Korea (2008) urged South Korean government to ease its
conditions for aid. DAC has already established recommendations on aid conditions in
1978, with member countries agreeing to follow it. Under the recommendations, there are
roughly three criteria for the conditions of aid.
(1) Members should endeavor fully to maintain or achieve as soon as possible an average
grant element in their ODA commitments of at least 86%.
(2) The total amount of aid share in GNI should, at least, be the average of member
countries (0.28%).
(3) ODA to Least Developed Countries (LDCs) should essentially be in the form of grants,
and as a minimum, the average grant element of all commitments from a given donor
should either be at least 86% to each LDCs over a period of three years, or at least 90%
annually as a group.
Source: OECD 2008: 14

As of the year 2010, South Korea already met the conditions (1) and (3). That is, grants
accounted for 93.6% of total aid approved, with the share being grant element49 94.5%
for all least developed countries (hereafter, LDCs), and the three year average of approved
aid to each recipient country also saw an grant share of 86% or more (Lee and Park 2012:
12-13). However, for the second criteria, the total amount of approved aid only took up
0.20% of GNI, hovering below DAC’s average of 0.28% but if the South Korean
government increases the total amount of aid based on net expense to up to 0.25% of GNI,

49

The grant element as mentioned here is a different concept from grants compared with loans.
Of course if the share of grant increases, the share of aid with grant element also increases. But
this is not the only way. The share of concessional loans provided by EDCF from 2005 to 2007
was 42% of the total amount added with KOICA’s grant, but during the years 2008 to 2010 which
was the period for the mid-term aid plan, the share increased to 45%. Regardless, the reason the
recommendation on grant element could be met was because most of the concessional loans had
eased their conditions; ease of interest rate, extended interest deferral period, and extension of the
repayment period, etc. Concessional loans provided by South Korea had already dramatically
reduced their interest rates for projects involving LDCs, green growth and climate change
response (down to 0.01%), and repayment period was also lengthened to up to 40 years, thereby
expanding aid with grant elements. See Lee and Park (2012).
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then the criterion can be met. This is because, recently, the approved amount of
concessional loans of EDCF has drastically increased and the amount of approved aid of
GNI has also greatly increased.
According to OECD (2008), however, what is more important than the total amount
of aid is a consistent aid policy administration between concessional loans and grants, and
between grants institutions, which DAC pay much attention to. The following suggestions
are what OECD takes it as substantial policies: (1) An aid policy that incorporates
concessional loans and grants, as well as aids across various grants organizations should
be established by the South Korean government, but also by the recipient country in order
to improve the effectiveness of the aid (OECD 2008: 14). (2) Aid policies and its
implementation should be focused on low income countries including LDCs to help
recipient countries reach the MDGs (OECD 2008: 15). (3) The selection of recipient
countries and criteria of aid allocation should be clear and transparent (OECD 2008: 16).
(4) The number of recipient countries, focused support countries and areas of aid should
be reduced to increase the effectiveness of South Korean aid which has a smaller size
compared to other developed countries (OECD 2008: 17). (5) A multilateral aid policy
needs to be established to incorporate various multilateral aid organizations and programs
(OECD 2008: 17). Regarding these suggestions, the following part analyzes South Korean
case of the aid allocation by recipient countries’ income level.
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7.4.1.2

The Allocation of Aid by Income Level

Among the above mentioned criteria, what received the harshest criticism from the OECD
Special Review of South Korea is the allocation of aid by the income level of the recipients.
The review argues that South Korea uses the two aid tools of concessional loans and grants
in counter to the purpose of aid as the international community sees it, which is the
reduction of poverty and achievement of MDGs. For example, from 2005 to 2007, aid
from KOICA and EDCF showed the following characteristics. First, of total aid, the aid
to LDCs or other low income countries accounted for 35% which is significantly lower
than the DAC average, 44%, and 56% of all aid was given to mid-level countries.
Therefore the recommendation was to increase the share of aid given to LDCs and low
income countries. Second, aid given to LDCs were mostly concessional loans (63%) with
only the remaining 37% being grants. Even when other low income countries are included,
most of the aid (54%) is concessional loans. In contrast, aid to mid to lower level income
countries were mostly (68%) grants. LDCs and low income countries with relatively poor
debt repayment capabilities are provided concessional loans, while middle income
countries with higher debt repaying capability are offered grants. Therefore what OECD
regards is that South Korea does not participate in the international effort for debt
reduction of LDCs but rather increase their debt that could potentially cause a crisis. Not
only is this unhelpful to poverty reduction but is also against the principle of equal
treatment. And therefore the recommendation was to change such practices. It was also
noted that this is testament to the lack of a consistent and integrated aid policy that covers
both concessional loans and grants.
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Table A1. Aid Allocation by Income Level (2005 – 2007)
Income
Level
Very
Low
Low
Middle
Low
Middle
High
Sub-total
N/A
Total

KOICA (grant)
Million $
%
39
17.2
12
25
11.1
74
127
56.5
68
5
2.2
195.37
29
224.6

87.0
13.0
100.0

Korea ODA Average
EDCF (loan)
Million $
%
65
39.3
63
9
5.4
27
59
35.7
32
26
5.8
158.69
6
165.0

96.2
3.8
100.0

Total
Million $
%
103.4
26.6
100
33.7
8.7
100
185.8
47.7
100
31.1
8.0
354.1
35.5
389.6

90.0
9.1
100.0

DAC ODA
Average
Million $
%
28,962
27.1
17,543

16.4

31,903

30

4,220

4

82,628
24,091
106.680

77.5
22.5
100.0

Source: Lee and Park (2012)

During the period 2008 – 2010, South Korea followed DAC’s recommendation to
show visible change and improvement in its aid allocation policy and practices. First, of
the total aid from KOICA and EDCF the share of those to LDCs and low income countries
increased from 35% to 43%, reaching the DAC average. Naturally, the share of aid to
middle income countries, especially mid-lower income countries decreased from 48% to
41%. Secondly, the share of concessional loans to least developed countries out of total
aid decreased significantly from 63% to 45%, with grants accounting for 55%. Therefore,
the share of grants to LDCs and low income countries, too, increased from 46% to 63%
and attributed greatly to poverty reduction and meeting MDGs. Such improvements
resulted from the change in aid organizations’ policies. The aid policy and practices of
EDCF, a donor of concessional loans, changed by reducing aid to LDCs and low income
countries (from 45% to 35%), and orienting aid more towards middle income countries
(63%) and especially mid-lower income countries (48%). Grants by KOICA, too,
decreased its share to middle income countries from 59% to 37%, and increased the share
of aid to LDCs and low income countries from 8% to 50% (Lee and Park 2012: 18).
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Table A2. Aid Allocation by Income Level (2008 – 2010)
Income
Level
Very
Low
Low
Middle
Low
Middle
High
Sub-total
N/A
Total

KOICA (grant)
Million $
%
112
33.4
55
54
16.2
87
118
34.9
47
6
1.7
12
289.64
86.1
47
13.9
336.2
100.0

Korea ODA Average
EDCF (loan)
Million $
%
90
32.3
45
8
2.8
13
135
48.2
53
42
15.0
88
274.78
98.3
5
1.7
279.5
100.0

Total
Million $
%
202.5
32.9
100
62.3
10.1
100
252.2
41.0
100
47.5
7.7
100
564.4
91.7
51.3
8.3
615.7
100.0

DAC ODA
Average
Million $
%
41,398
32.2
13,753

10.7

28,028

21.8

7,832

6.1

91,011
37,646
128,657

70.8
29.2
100.0

Source: Lee and Park (2012)

In this manner, it should be appreciated to lower the concessional loans and extend
the rate of grant aid as the recommendation of DAC. But, as a matter of fact, what really
matter is what principles and policies were carried out consistently. Before analyzing these,
we should note that, up until now, how South Korean government allocated grant aid and
loans by each subsidizing sectors. Then we can see the way of aiding principles of South
Korea.
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7.4.1.3

The Allocation of Aid by Sectors

The OECD Special Review on the one hand argues for the need for concentrate aid from
South Korea, but on the other points out that the sectors of aid are too wide and thus
recommends that 2 or 3 sectors where there is a comparative advantage against other
donor countries should be focused on. The Review suggests that South Korea could seek
to determine its comparative advantages and focus in real terms, limiting itself where
possible to two or three sectors in each partner country and in co-ordination with other
donors (OECD 2008: 17). Such recommendations consider efforts to increase the
effectiveness of aid through a division of labor among DAC member countries and is of
the opinion that because the amount of South Korea’s aid is not big, the select and
concentration strategy makes it more efficient.
Table A3. Aid Allocation by Sectors (2005 – 2007)

Sectors

Socio Infra
Economic
Infra
Production
Multisector
Program
Humanism
Etc.
Sub-total
N/A
Total

KOICA (grant)
Million
%
$
111
49.5
65
51
22.5
38
11
4.7
50
33
14.9
97
16
3
225
225

6.9
100
1.5
27
100.0
N/A
100.0

Korea ODA Average
EDCF (loan)

Total
Million
%
$
172
44.2
100
135
34.5
100
22
5.7
100
34
8.8
100
-

Million $

%

61

-

36.9
35
50.9
62
7.1
50
0.4
3
-

-

-

16

8

4.6
73
100.0
N/A
100.0

11

84
12
1

165
165

Source: Lee and Park (2012)
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390
390

4.0
100
2.8
100
100.0
N/A
100.0

DAC ODA
Average
Million $

%

37,764

35.4

12,374

11.6

5,654

5.3

6,934

6.5

3,520

3.3

8,644

8.1

31,790

29.8

106,680
106,680

100.0
100.0

From this perspective, one could say that there has not been much improvement in the
allocation of South Korean aid by sector from 2008 to 2010. South Korea has practically
provided aid in all areas traditionally given by DAC member countries. For grants,
approximately 60 recipient countries received aid in on average 7 sectors. Meanwhile,
there was no aid given to programs newly developed by DAC member countries and the
share of humanitarian aid decreased 2%, making it less than the DAC member country
average 8%, but in the multi-sector programs, the share was significantly higher (18%)
than the DAC average (9%).
In both periods, aid in social and administrative sectors take up the most part (42%)
but does not vary much from the DAC average (39%). But the aid for economic
infrastructure (32%) is significantly higher than the DAC average (17%). This is a
peculiar phenomenon that occurs in aid given by South Korea because most of the loans
are concentrated in economic infrastructure. But between the two aid organizations for
loans and grants, only the principle of an integrated aid policy for the country is being
emphasized and in practice the standards or guidelines are not clear, leaving room for
improvement. In particular, both organizations allocate a high percentage of aid to social,
administrative or economic infrastructure-related sectors and this needs to be adjusted in
the future. As noted, aid allocation by sector should also adopt change towards a clear
distinction between loan and grants depending on the recipient country’s income level
(Lee and Park 2012: 22-23).
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Table A4. Aid Allocation by Sectors (2008 – 2010)
Korea ODA Average
Sectors

KOICA (grant)

EDCF (loan)

DAC ODA
Average

Total

Million $

%

Million $

%

Million $

%

Million $

%

Socio
Infra

147

43.8

110

39.5

258

41.9

49,469

38.45

Economic
Infra

60

17.9

136

48.5

196

31.8

21,550

16.75

Production

30

9,135

7.1

Multisector

60

11,836

9.2

Program
Humanism
Etc.
Sub-total

57
31
9.1
17.9

100

69
27

53

9.5

100
57

47
2

0.6

97

9.3
100

62

3

10.1
100

-

-

-

-

-

-

5,403

4.2

14

4.0

-

-

14

2.2

10,679

8.3

20,585

16
100.0

100
24

7.2

336

100.0

100
5

1.9

279

100.0

80

N/A
Total

43

100.0

4.8

616

100.0

128,657

N/A

-

100.0

128,657

20

N/A
336

30

100

N/A
279

100.0

Source: Lee and Park (2012)
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616

100.0

7.4.2

South Korea Experience of ODA
Table A5. South Korea Economic Indicators before 1960s

Year

Growth
Rate (%)

Inflation
Rate (%)

Per Capita
GNI ($)

Export
(Million $)

Import
(Million $)

1954

5.6

30.0

70

24.2

243.3

1955

4.5

65.4

65

17.6

341.4

1957

7.6

20.7

74

21.5

442.1

1959

3.9

2.9

81

19.2

303.8

1960

1.2

11.3

79

31.8

343.5

*Note: Inflation rate is based on GDP deflator.

Source: Lee (2006)

Given South Korea’s experience, the nation is one of the best case examples. South Korea
received both grants and concessional loans but what is especially notable is that there is
a distinct difference in the period when grant aid and concessional loans were respectively
received and therefore it offers a good example of analyzing how each type of aid affected
South Korea’s economic growth (Lee 2006: 5). Throughout Japanese colonial rule and
Korean War, basic infrastructure of South Korea was mostly destroyed and the country’s
unique institutions had also collapsed. Against this backdrop, during the 1950s, South
Korea received grant aid to lay the groundwork for future growth. In a situation where
export was sluggish and foreign reserves scarce, grant aid accounted for 70-80% of
imports and played the role of stabilizing the economy by providing raw materials and
agricultural goods that were in shortage in South Korea (Lee 2006: 8-9). Since 1960s,
concessional loans helped lay the foundation for further economic growth. In particular,
since the 1970s, concessional loans took up more than 90% of total aid received (Lee
2006: 11).
Lee (2006), using data from 1953 and 1978, analyzed the effects of concessional loans
and grant aid on South Korea’s economic growth. The analysis shows that concessional
loans had a significantly positive effect on economic growth, while grant aid showed no
significance. More specifically, analyzing the significance of the effect using t-value of
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the coefficient in the regression model, concessional loans had a significantly positive on
economic growth since the 1960s. Meanwhile, as for grant aid, the analysis for the entire
period as well as that for the period of the 1960s showed to have a negative effect, but the
confidence of the coefficient was low, indicating that it did not have a significant effect
on growth. On the other hand, an analysis of the 1950s when grant aid was at its peak
shows that it had a significantly positive effect on economic growth, and that grant aid
before economic development started in earnest had a positive impact (Lee 2006:13-14).
Table A6. Empirical Results of Grants and Loans to Economic Growth
Variables
loans

grants

commercial loans

saving_t-1

growth_t-1

constant

1955-1978

1955-1960

1961-1978

coefficient

3.61

-

3.47

t-value

(2.93)

-

(2.31)

coefficient

-8.65

2.31

-10.63

t-value

-1.26

(4.48)

-1.19

coefficient

2.01

-

2.14

t-value

1.39

-

1.22

coefficient

1.08

-1.16

1.07

t-value

(2.17)

-2.69

1.77

coefficient

0.78

0.28

0.78

t-value

(5.27)

1.81

(4.27)

coefficient

41.83

17.67

54.75

t-value

0.77

(3.72)

0.68

2

0.98
0.96
0.98
R
*Note: Values in the parentheses are the values exceeding the significance level of 95%. The
analysis from 1955 to 1960 model does not have much significance because of a short time-series
but still attempted to analyze the effects of grant aid. Loan and commercial loans were excluded
in this analysis. (Quoted from Lee 2006: 14)

Source: Lee (2006)

Lee (2006) also found out that saving in the early period had a significantly positive
effect on economic growth, indicating that capital formed in South Korea through savings
played an important role in economic development. But commercial loans had a positive
effect but the confidence of t-value was low, indicating that it did not have a significant
effect. This shows that while external capital positively impacts the economy, the
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determinant factor is the capital formed domestically and the groundwork for an
independent economic growth (Lee 2006: 14).
Table A7. Empirical Results of Grants and Loans to Investment
Variables
loans

grants

commercial loans

saving_t-1

growth_t-1

constant

R

1955-1978

1955-1960

1961-1978

coefficient

1.78

-

1.73

t-value

(2.89)

coefficient

-3.64

0.27

-4.43

t-value

-1.06

0.51

-0.98

coefficient

3.66

-

3.71

t-value

(5.06)

-

(4.21)

coefficient

1.23

-0.87

1.23

t-value

(4.92)

-2.00

(4.04)

coefficient

-0.18

0.14

-0.18

t-value

(-2.37)

0.95

-1.98

coefficient

24.80

-0.87

31.82

t-value

0.92

-0.18

0.79

0.97

0.75

0.97

2

(2.29)

*Note: Values in the parentheses are the values exceeding the significance level of 95%. The
analysis from 1955 to 1960 model does not have much significance because of a short time-series
but still attempted to analyze the effects of grant aid. Loan and commercial loans were excluded in
this analysis. (Quoted from Lee 2006: 15)

Source: Lee (2006)

Therefore it can be concluded that grant aid, by providing financial resources for
consumption to South Korea when it was under the poverty line prevented the nation from
going into ruins, while concessional loans supplied the financial resources necessary for
economic development, establishing the basis for independent economic growth.
The reason behind this distinctly different impact of grant aid and concessional loans
is because first, for most concessional loans, they are provided through projects where the
resources are directly injected into investment development projects, while grant aid does
not go through projects. Aid that is provided through projects have very clearly assigned
purposes and have a smaller likelihood to be converted for other purposes. But aid that
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does not go through projects are mostly absorbed into the recipient government’s budgets.
This leads to a tendency where the recipient country that lacks sufficient tax revenue, ends
up using the resources for general administrative expenses such as labor costs rather than
investment. Therefore grant aid runs a higher risk of not being used as investment for
economic growth. The second reason, Lee (2006) suggests, is that the usage of grant aid
mostly consists of consumption or intermediate goods. This resolves the shortage of basic
consumption resources and contributes to stabilizing the economy, but does not contribute
to promoting investment that can lay the groundwork for economic development.
Meanwhile, as for concessional loans, it is mostly concentrated in projects for economic
infrastructure such as basic industries or SOCs and therefore play an important role in
establishing the grounds for independent economic growth (Lee 2006: 17-18).
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7.4.2.1

Comparison of Grants and Concessional Loans

There are many literatures analyzing the effect of concessional loans to economic growth.
These analyses, generally, show that concessional loans rather than grant aid has a
significant impact on economic growth. According to the analysis by Sawada et al. (2004),
significant impact of total aid on economic growth could not be verified but when
analyzed by concessional loans and grant aid separately, loans aid had a significant effect
on economic growth while grant aid did not have any. In particular, recipient countries
with decent quality policies showed a correlation where the more concessional loans
received, the faster the economic growth rate emerged. The study by Djankov et al. (2004)
also verified a similar correlation. Countries with decent policies and institutions were
able to promote economic growth by increasing loans aid which went to investment, but
there was no proof of grant aid promoting consumption or growth. Iimi and Ojima (2008),
based on endogenous growth theory, analyzed the effects of concessional loans and grant
aid and showed that while an increase in concessional loans promoted economic growth
in the recipient country, grant aid was not used efficiently. In the same context, Odedokun
(2004) analyzed how the share of grant aid affected investment and consumption using
data from 72 emerging countries. The higher the share of grant aid, the more it increased
the share of consumption in government expenditures, while it also reduced the share of
investment in government expenditures and undermined the recipient country’s
willingness to raise tax revenue. He points out that these findings shows that grant aid
does not have a big impact on economic growth.
Meanwhile, Odedokun (2004) showed that grant aid was more efficient in providing
local support to communities such as on matters of addressing AIDS, communicable
diseases, or of providing support for those under the poverty line. That is, Odedokun (2004)
emphasizes that while concessional loans are more superior in its effect to promote
economic growth, grant aid proves to be more effective in specific areas and therefore
both should play complementary roles to each other (Lee 2006: 7).
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These discussions that emphasizes the complementary roles of the two types of aids
led to studies on what the most efficient ratio of concessional loans to grant aid would be.
Cordella and Ulku (2004), Iimi and Ojima (2008), based on the growth model of Krugman
and endogenous growth model, respectively, estimated the appropriate ratio of the two aid
methods.
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국문 초록
새마을운동 연구: 경제성장론적 관점에서

서울대학교 대학원
경제학부 경제학 전공
이

병

욱

이 논문은 1970년대 한국에서 시행된 새마을운동을 경제학적 시각에서, 좀 더
구체적으로는 연구개발활동을 통한 기술진보의 중요성을 강조하거나 교육 훈련 경험
으로부터의 학습을 통한 인적자본축적의 중요성을 강조하는 경제성장이론의 관점에
서, 분석하고 있다. 이를 통해 한편으로는 새마을운동의 경제적 의의를 체계적으로
이해함으로써 경제발전에 관한 유용한 교훈을 도출하고 나아가서는 우리가 얻은 결
론들이 경제성장이론 및 경제발전이론의 진전에 대해 공헌하는 바가 있는지 알아 보
고 있다.
새마을운동과 관련된 대부분의 기존 문헌은 1970년대에 진행된 새마을운동의
과정을 소개하거나 그 업적을 나열하는데 그치고 있어서 객관적이고도 체계적인 분
석을 찾아보기가 어렵다. 특히 새마을운동에 대한 경제학적인 분석은 더욱 더 찾아
보기 어렵다. 이 논문에서 본 연구자는 이러한 공백을 메우고자 한다. 새마을운동이
무엇이며, 누가 그것을 시작하고 어떤 사람들이 그것에 참여했고, 어떤 방식으로 새
마을운동이 전개되었으며, 그것이 과연 성공했는지 실패했는지, 성공했다면 성공의
요인은 무엇인지, 새마을운동으로부터 우리가 배워야 할 교훈은 무엇인지 등을 경제
학적인 시각에서 알아보는 것이 우리의 주 과제이다.
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새마을운동이 처음 시행된 1970년대 초 한국의 농촌 부문은 매우 취약한 환
경에 노출되어 있었다. 낮은 생산성과 소득, 청·장년층의 도시 이주로 인한 노동력
의 부재, 낙후된 생활 환경 등은 농촌 주민들의 의욕을 상실시키기에 충분했고 더
이상 미래에 대한 희망은 없어 보였다. 이에 정부는 지속적인 경제성장을 위해서 농
촌 부문의 이러한 문제점들을 해결하고자 하였다. 이러한 문제의식에서 그 해결책으
로 제시된 것이 바로 새마을운동이다.
단순히 길을 넓히고, 지붕을 개량하며, 마을회관을 건설하는 것이 새마을운동
의 전부가 아님은 주지의 사실이다. 이러한 결과들은 어디까지나 표면적으로 드러난
것에 불과하다. 본 연구에서 주장하고자 하는 새마을운동에 내재한 근본적인 요소들
은 다음과 같이 크게 세 가지로 분류할 수 있다. 첫째, 마을간 경쟁의식 고취, 둘째,
인센티브의 차등 배분, 그리고 셋째, 주민들의 의식 개혁이 그것이다. 새마을운동
이전까지는 마을간에 선의의 경쟁을 한다는 사고가 부재해 있었다. 경쟁보다는 오히
려 서로 부딪히지 않고 살아가는 것이 미덕인 양 생각해 왔다. 그러나 이러한 침체
되고 무기력한 의식으로는 마을의 발전뿐만 아니라 국가의 발전마저도 저해할 수 있
다는 판단 하에 정부는 마을간 선의의 경쟁을 시켜 성과가 좋은 마을에는 보상을 하
고 성과가 좋지 못한 마을에는 보상을 하지 않는 차별화 전략을 택하여 이를 새마을
운동 과정에 도입하였다. 우리의 연구는 정부가 성과에 따른 차등 보상 메커니즘 즉,
차등화의 원리를 따르는 자원배분 메커니즘을 활용한 것이 새마을운동이 성공하게
된 가장 근본적인 요인임을 밝히고 있다. 차등화의 원리가 그 때까지 무기력하던 농
어촌 주민들을 자조, 근면, 협동을 통해 세상을 개선해 나갈 수 있는 새로운 인간으
로 변화시키는데 성공한 것이다. 여기에는 지속적인 교육 훈련 활동도 크게 이바지
하였다. 지속적이고도 반복적인 교육 훈련 과정을 통해서 성공과 실패의 사례들을
공유하며 우리 마을도 다른 성공한 마을처럼, 아니 오히려 그보다 더 잘해보자는 의
식을 갖게 만든 것이 성공의 또 다른 요인이라고 할 수 있다.
경제성장이론의 관점에서 새마을운동의 성격을 규명함에 있어 그 첫 단계는 자
조, 근면, 협동이라는 새마을 정신(사회적 자본)의 확립이 새마을운동의 성공에 어
느 정도 영향을 미쳤는지 알아보는 것이다. 본 연구에서는 총요소생산성(TFP)을
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측정하는 기법인 성장회계 방법을 이용하여 새마을운동 실시 전·후의 TFP 비교를
행하였다. 즉 농촌의 인구(노동력)가 감소했음에도 불구하고 농촌 평균 가구 소득은
증가한 결과를 토대로 이 때 투입된 자본량의 소득 분배율을 30%로 가정하여 분석
한 바, TFP는 유의미하게 증가하였음을 보였다. 이는 곧 자본과 노동이라는 일반적
인 생산요소 외에 새마을 정신의 확립이 있었기에 사람들의 노력과 봉사를 이끌어내
어 소득 증가의 결과를 가져왔다고 유추할 수 있다.
어떻게 새마을운동 시행 이후 농촌의 TFP가 빠르게 증가할 수 있었을까? 이
것을 이해하기 위해 본 논문에서는 기존의 Lucas (1988) 경제성장모형을 확장한
'새마을 경제성장 모형'을 제시하고 분석하고 있다. 이 모형에서는 정부의 성과에
따른 공적 자원배분방식이 사회적 자본 형성에 어떤 영향을 미쳤는지, 그리고 사회
적 자본이 긍정적인 외부효과를 지니는지 여부에 따라 성장률에 어떻게 상이한 영향
을 미치는지 알아 보고 있다.
모형의 분석 결과, 개별경제주체인 마을이 긍정적 외부효과를 인식하고 그것을
내재화하면 할수록 사회적 자본 축적을 위해 더욱 노력하는 것으로 나타났다. 또한
그러한 사회적 자본 축적으로 인해 경제성장률도 함께 증가함을 보였다. 여기서 정
부가 각각의 마을들로 하여금 사회적 자본의 긍정적인 외부효과를 어떻게 내재화 시
킬 것인가의 문제가 따른다. 시장제도가 잘 발달되었다면 정부는 세금 부과 또는 보
조금 지급 등의 정책으로 경제주체의 행동을 움직일 수 있었을 것이다. 그러나 새마
을운동 당시 한국의 농촌사회는 그러한 시장 메커니즘에 대한 인식이 부족했을 뿐만
아니라 가난한 농촌 주민들에게 세금을 부과한다는 생각은 할 수도 없는 상황이었다.
또한 시장제도의 결여로 위와 같은 정책 시행이 어렵다면 또 다른 수단으로 사회적
자본 축적을 위한 강제할당도 생각해 볼 수 있는 있었다. 그러나 정부는 그러한 정
책을 취하지 않고 오히려 각각의 마을들과 유대관계를 맺으며, 성과에 따른 차등지
급원리를 적용하였다. 즉 정부의 공적 자원배분에 있어 잘하는 곳에 더 많은 지원이
되면 될수록 마을주민들은 더욱 노력하는 모습을 보였고 사회적 자본의 축적으로 이
어졌다. 이는 곧 사회적 자본의 긍정적 외부효과를 경제주체인 마을들로 하여금 내
재화하도록 한 것과 같은 효과를 볼 수 있었다.
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정부가 공적 자원을 배분함에 있어서 주민들의 참여도와 협동의 정도, 그리고
성과에 따른 차등 배분하는 것이 경제발전에 대해 가장 크게 기여한다는 것이 우리
가 새마을운동에 관한 분석에서 얻은 가장 중요한 결론이다. 이러한 결론은 다른 사
례에도 적용할 수 있을까? 이 물음에 대한 답을 찾아보고자 이 연구는 1960년대와
1970년대의 필리핀과 남한의 경제발전과정, 이스라엘의 키부츠운동의 성과 그리고
공공의료기관의 경영성과변화 사례 등을 살펴보고 있다. 이로부터 우리가 얻는 교훈
은 자조, 근면, 협동이라는 ‘정신’을 배양하는데 성공하지 못한 경우는 소기의 성
과를 거두지 못한다는 사실이다.
이러한 교훈은 근래에 들어와서 우리나라가 대폭 강화해 나가고 있는 공적개발
원조 활동에 대해서도 적용할 수 있다. 주지하듯이 많은 개발도상국가에서 우리나라
의 새마을운동을 배우고자 하며 한국 정부 역시 그것을 전수하고자 노력하고 있다.
무엇을 어떻게 전수하는 것이 좋은가? 이에 관하여 본 연구가 제시하는 바는 새마
을운동을 전파함에 있어서 가장 중요한 것은 잘하면 더 지원한다는 성과보상의 원리
가 적용되도록 해야 한다는 점과 교육 및 훈련 그리고 상호 협동의 과정을 통해서
새마을 정신이 더 널리 확산되도록 해야 한다는 점이다. 따라서 지금까지 이루어지
고 있는 해외 원조 상황을 살펴본 후 향후 새마을운동을 해외에 전수함에 있어 무상
원조와 유상원조의 합리적인 조정으로 효과적인 전수가 될 수 있는 방안을 모색하고
있다.
이 논문에서 지속적으로 강조하고 있는 것은 새마을운동 정신의 중요성이다.
그러나 그것을 계량화하는데 한계가 있는 관계로 본 논문에서 제시하고 있는 경제성
장 모형의 실증분석을 하는데 까지는 이르지 못했다. 이러한 한계점은 추후 관련 연
구를 함에 있어 주된 관심분야가 될 것으로 기대한다.
본 연구는 새마을운동이 1970년대 한국에서 일어난 하나의 정치적 이벤트가
아니라 모든 국가의, 특히 개발도상국의 경제정책에서 활용될 수 있는 성공원리 중
하나임을 밝히고 있다. 근래에 들어와서 다수의 개발도상국들이 우리나라의 새마을
운동을 배우고자 하는 열정이 높아지는 상황에서, 우리가 먼저 학문적으로 정립된
새마을운동의 근본원리를 규명하는데 성공하는 것이, 그들에게 새마을운동의 정수를
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전수라는 가장 효과적인 방안이 될 것이다. 이 논문은 그러한 작업의 작은 시작이라
할 수 있다. 향후 더 많은 학자들에 의해 새마을운동의 경제학적 함의를 규명하는
수준 높은 연구가 이루어진다면 ‘새마을운동 경제학’이 새로운 학문분야로 정립될
수도 있을 것이다.
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