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|. General Context:

The 4" Industrial Revolution as a Window of Opportunity

T here is an ongoing consensus that we are on
the brink, if not already started, of a major
technological revolution. The Fourth Indus-
trial Revolution has a wider and deeper trans-
formative power. It could be considered a ma-
jor paradigm shift of our time. Its importance
is characterized by a wave of innovation in
many fields, yet it is not compartmentalized in
silos of technological advancements and prod-
uct innovation. Each of those breakthroughs
ripples in many other spheres as productive,
labor, social, economic, health, etc. And in
every transition, every transformation, new
opportunity arrives. In paradigm shifts like
these, “‘Windows of Opportunity’ are opened.
Perez and Soete (1988) studied the entry phase,
which developing countries should use in their
development strategies to catch-up with indus-

trialized countries, arguing that from time to
time, the entry barriers recede, creating a win-
dow of opportunity for those developing coun-
tries.

T aking advantage of these windows of oppor-
tunity is fundamentally conditioned to the ‘so-
cial capability’ of these lagging countries
(Abramovitz 1995). There is because, in the
moments in which the edge based in tech ex-
perience is not a determinant factor and the en-
try barriers recede, latecomers have a better
chance in catching-up. But, they will only be
able to compete with the leading economies if
certain social conditions are met.

And here lies the central argument of this
piece. Most of the developmental literature
dedicated to developing countries tend to
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overly focus on industrial policies, macroeco-
nomics and firms. Even when they look for
success stories, such as the South Korean (SK),
the dominant literature emphasizes basically
these ‘productive’ experiences. But these pro-
ductive strategies alone would not be enough
to sustain the developmental strategies from
the developing countries. There is a need of a
social component to give support to the tradi-
tional industrial policies.

Nevertheless, the bulk of the economic theory
regarding development defends the idea of a
‘trade-off” between economic growth and so-
cial development, arguing that we can either
focus on efficiency or equity, not both
(Mkandawire 2014; Lee 2014). This wide-
spread perception led to the ‘subordination
thesis’ that argues that social welfare objec-
tives should be subordinated to economic
goals — under the guise of “growth first, dis-
tribute later” logic.

T his narrative, naturally, was not born out of
thin air. Indeed, South Korea has consistently
displayed one of the lowest investments in so-
cial policies, as a share of the GDP, among
OECD countries (OECD in Lee 2014). Not-
withstanding, one of the key arguments from
this piece relies on critiques raised by Chung
(2014), Cocoman (2011), Mkandawire (2014)
and others, that there might be a misconcep-
tion, or better yet, a narrow view of what con-
stitutes a social policy, coming from the
American and European literature, that tends
to disregard a number of actions from the gov-
ernment. According to Mkandawire, “The Eu-
rocentric view of social policy has led to a
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privileging set of social policies prevalent in
developed countries, while obscuring the
many other social policy initiatives in devel-
oping countries.” This perception comes from
the acknowledgement that a given social pol-
icy could take many forms and be provided by
different players, but with similar outcomes
and/or objectives.

\With that perspective in mind, and aware of
the need to advance further in the research of
a working concept of social policy, we aim to
focus in a set of policies that are “functionally
equivalent’ (Chung 2014), in other words, po-
lices that can positively impact both industri-
alization efforts, while enhancing social wel-
fare. And that might be the case of South Ko-
rea. Despite its traditional (though increasing)
low levels of investment in social policies,
most the literature tends to turn a blind eye to
a set of functionally equivalent polices and
several government-led actions that set the
conditions to sustain the country’s industriali-
zation process.

I1. Developmental Paths:
Beyond Economics

South Korea often is depicted as a role model
of the Asian Development Model of rapid in-
dustrialization, based on low social spending
and focus on productive policies. In fact, the
literature that covers the South Korean experi-
ence on industrial, macroeconomic policies
and firms’ strategies is considerably vast, and
quite often compares the SK developmental
trajectory with other developing countries
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(Neves 2020). Conversely, the Korean devel-
opmental experience could also be seen from
a different perspective, one that was labeled by
White and Goodman (1998) and colleagues as
‘developmental welfare systems.” The key
point here is that those East Asian countries
were indeed low spenders in social welfare,

but that does not mean that it was not provided.

Instead, in the SK case, the country frequently
acted as regulator, transferring (both forcibly
and through incentives) the responsibility to
provide welfare to the private sector and fam-
ilies (to a smaller extent), who played a key
role in financing social welfare (Lee 2014).

The SK social policy experience is rather
complex and took different forms, throughout
the decades, matching their different historical
moments, such as the post-war period, the de-
velopmental years (1960’s to the 1980’s),
democratic regimes and the current industrial-
ized high-income position. Here we shall
briefly list here six clusters of SK social poli-
cies that represented a major contribution to
the SK developmental trajectory. The initia-
tives identified took place in the developmen-
tal years and that were ‘functionally equiva-
lent” — meaning, that had a positive impact
both on social welfare and economic growth.

Land Reform and Agricultural Policies: Land

reforms of 1947 and 1949; Grain Management
Fund, Fertilizer Account; the development of
high- yielding varieties (HYVs) of rice; and
the well-known New Community Movement
(Saemaul Undong).
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Human Capital: The highlight of the SK de-
velopment model is characterized by heavy in-
vestment of public funds in education, ensured
universal enrollment in primary and secondary
education, achievement of one of the world’s
higher levels of share of population with ter-
tiary education; government control and coor-
dination of the vocational education and train-
ing system and transferring (by either encour-
aging or forcing) to the private sector the task
of establishing internal training programs; fos-
tering of skill promotion key initiatives, such
as the VVocational Training Law, Basic Law of
Vocational Training, and Korea Vocational
Training Corporation (currently the Human
Resource Development Center of Korea).

Tax Incentives: Tax reforms enacted in the
1970’s created exemptions and reduced the tax
burden over the lower income strata of the so-
ciety. By late 1977 the government also intro-
duced tax exemptions over a number of basic
necessities goods (food, water, heath, educa-
tion and public transportation).

Financial Capital: The high-employment

growth model (which widened the income tax
base); wage compression (that served multi-
ples purposes, from support high profit
schemes from corporations to cope with ine-
quality); and control over pension funds. The
government exerted control over most savings
schemes in the country, from pension funds to
corporate profit, enabling it to prioritize the re-
quired infrastructure and the recipient sectors
(such as heavy and chemical industry).
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Social Protection Policies: An interesting case

point of a consistent evolutionary upward tra-
jectory. As the economy grew, the government
has expanded the scope of its social programs
and widened its coverage.! On the other hand,
the government transferred a significant part
of the social welfare to the private sector (and
to a certain extent to families), reducing its di-
rect expenditures on social policies.

I11. Catching Up and Leap-
frogging: The Role of the
Social Spring

T he process of catching up with and, eventu-
ally, leapfrogging leader economies is not a mi-
nor feat. It has to rely on long-term careful plan-
ning, with government-business-labor cohe-
sion, a set of enabling policies, window of op-
portunities and a number of social conditions to
give sustainability and the initial push to the
economic growth. That assessment is sup-
ported by a growing literature (Rodrik 2004;
Stiglitz and Greenwald 2014; Chung 2014,
Mkandawire 2014 and the others) which posit
that sustainable economic growth depends on
the development and implementation of a set of
social policies and institutional arrangements.

The correlation of economic growth and hu-
man development has been tested in many dif-
ferent forms, in order to assess their mutual
benefit and correlations. An interesting exer-
cise was conducted by Ranis, Stewart and

1 Check Appendix 1 for further reference regarding the
evolution of the major social protection programs.
2 Refer to Ranis, Stewart and Ramirez (2000) for the

March 14, 2023

Ramirez (2000). First, the authors identified a
dual correlation, in which *“on the one hand,
economic growth provides the resources to per-
mit sustained improvements in human develop-
ment. On the other, improvements in the qual-
ity of the labor force are an important contribu-
tor to economic growth.” Then, they discovered
an interesting relationship between economic
growth and human development preferences in
the formative developmental cycles. While an-
alyzing the developmental strategies prefer-
ences from 67 developing countries and ob-
serving their changes throughout three periods
(1960’s, 1970’s and 1980°s), they realized that
those countries that have emphasized economic
growth over human development in the first pe-
riods, end up presenting a vicious development
cycle in the last period.?

To illustrate these findings, Brazil is a good
case point. While it had performed well, dis-
playing relatively accelerated growth during its
first developmental phases, Brazil’s lack of in-
vestment in human development led to a failure
to sustain its economic growth. Ranis, Stewart
and Ramirez (2000) called attention to the fact
that the Brazilian high inequality levels (con-
sistently one of the worst levels in the world)
became a formidable obstacle, which hindered
the ability of the country to move to a virtuous
cycle.

T he Brazilian experience offers an interesting
contrast to the South Korean case, in regards to
social policies. Despite the fact that one can

full table. Available at: http://www.econ.yale.edu/~gra-
nis/papers/cp0546.pdf
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make an argument that the SK developmental
model indeed follows the ‘economic growth
first’” logic, it is also necessary to point it out
that as its economy grew, the human develop-
ment investments followed. That could be at-
tested by the continuous evolution of the SK so-
cial programs through its developmental period.
That argument may gain strong contours if we
apply a broader understanding of social policies,
as discussed above, and the country’s unique
historical context that allows it to begin its de-
velopmental trajectory with one of the most
equal and educated societies in the developing
world.

In that sense, the first key argument here is: yes,
the relevance and need to focus on economic
growth is undeniable, but its implementation
requires also to focus on certain human devel-
opment areas, since its inception. Otherwise,
the economic growth will not be sustained. And
even while we follow the approach of ‘eco-
nomic growth first,” it is necessary that the gov-
ernment take a leading role in managing the fol-
lowing distributive policies, as the market alone
has not a good record in managing ‘trickle
down’ effects.

T he second key argument in this piece is the
introduction of the concept of *Social Spring.’
While in the first argument we called for a need
of investment in human development to follow
(closely) every step of the economic growth tra-
jectory, the second argument makes a case for

3 Executive Insights. Available at:
https://www.lek.com/sites/default/files/insights/pdf-at-
tachments/2018-What-Must-Done-Improve-Brazil-Water-
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several social policies that should be imple-
mented beforehand and during the process of
economic growth, for their implementation has
significant collateral benefit for the economy.

T he rationale behind the concept of Social
Spring relates to the idea of functional equiva-
lent policies from Chung (2014). They are pol-
icies that should be implemented during the
process of industrialization, as they provide not
only social benefits, but also positive impacts
in factors of production. In that fashion, poli-
cies regarded as Social Springs are those that,
despite their primary focus, if carefully de-
signed, they could generate positive externali-
ties in different segments (both social and eco-
nomic). One interesting illustration of a Social
Spring type of policy would be investments in
infrastructure, such as sanitation. Investment in
sanitation has the direct effect of improving
health-related quality of life of the population
affected. From it we can draw benefits in terms
of reduction of infectious disease, infant mor-
tality, malnutrition; increase in life expectancy,
school attendance, among others. In the eco-
nomic realm, it can provide positive impacts in
terms of: increases in labor productivity (stud-
ies point to an increase of 4% productivity), la-
bor intensiveness (rapidly creating new formal
jobs), increased value of real estate in surround-
ing areas, potential tourism gains and conserva-
tion of money from future health expenditures
(according to the WHO, each dollar spent in
sanitation saves US$ 5,5 in health costs).®

Sewage-Infrastructure.pdf, and WHO online Sanitation
Factsheet. Available at: https://www.who.int/news-
room/fact-sheets/detail/sanitation
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Other examples of Social Spring policies
could be found in other infrastructure initiatives

(public transportation, housing, irrigation and
communications), vocational training (as it un-
locks the social conditions in terms of human
capabilities to foster innovation and absorb for-

eign technology in both the productive sector
and services), tax reform (progressive systems
have the ability to reduce inequality, boost con-
sumption, increase nutrition levels and dimin-
ish social discontent), land reform (reduces in-
equality and poverty, decrease imbalance be-
tween rural and urban workers, boost produc-
tion by weakening land speculation, reduce the
obstacles to industrial policies by diminishing
the influence of large land owners), among oth-
ers.

T his set of initiatives are distinctive of the
‘classic’ group of social policies that are char-
acterized by their continuous nature, that is,
education, health, protective policies (pen-
sions and insurances), among others. Those
classic policies should constitute the ‘floor” of
the social conditions in which any develop-
mental strategy should be built upon. Notwith-
standing, given their permanency in time and
(ideally) universal coverage, they usually rely
on a certain level of economic growth to be
proper implemented.

IV. Closing Thoughts and
Future Research

As the Fourth Industrial Revolution advances,
developing countries need to adjust their strat-
egies if they aim to take advantage from this
significant window of opportunity. The task is

March 14, 2023

not a trivial one — as Wade (2003) pointed out,
the number of strategies available for develop-
ing countries are being significantly reduced by
a set of international agreements and regula-
tions implemented in the last couple of decades.
The path taken by Western, and later, by East
Asian countries are nearly “off limits” (Chang
2002; Lee 2021). With fewer development pol-
icy options, these countries will have to go be-
yond the classic developmental approach to
succeed in leapfrogging and take the lead.

For that, developing countries should take no-
tice of at least two major issues. First, following
the leaders’ footsteps is not enough. Mimicking
past developmental experiences incurs several
formidable obstacles: the emulation of initial
conditions in another country, discounting po-
litical social context of past experiences, fol-
lowing strategies that were outlawed by inter-
national agreements and to avoid the “catch-up
paradox.” To escape some of those obstacles,
interesting alternatives to the traditional litera-
ture have been discussed, such as the ‘three de-
tours’ model proposed by Lee (2019).

T he second issue also relies in breaking-up
with the bulk of the economic development lit-
erature, in regards of the role of the social poli-
cies in development strategies. The reason re-
lies on the contemporary understanding that not
only economic growth should precede human
development, but that there is a trade-off be-
tween social and economic policies, thus they
could not co-exist in a broader developmental
strategy (Mkandawire 2014). And here lies the
core argument of this piece. This trade-off led
us to a false or incomplete assumption.
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T he role of social policies in the developmen-
tal process, while counting with some major
contributions, is still undertheorized. As we try
to present in this paper, there is a need for future
research on: first, a deeper reconceptualization
of the social policy concept. As discussed be-
fore, the dominant understanding rests in a nar-
row view of permanent expenditures used to
mitigate negative social effects of the economy
or market failure. As the South Korean example
showed us, there are a number of *‘one-time-off’
social initiatives that also should be taken into
consideration, such as tax reforms, land reform,
investment in certain infrastructure and projects
such as the Saemaul Undong. Second is there a
need to foster studies on the (positive) eco-
nomic impacts of this set of social policies. As
argued, a number of policies, illustrated here as
Social Springs, carry within them a number of
collateral benefits, which not only generates
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positive impact on other social areas, but also
in economic indicators. A glaring case is the in-
vestment in sanitation.

T hus, while forging their path towards devel-
opment, developing countries should try to
take their own past experience and reassess it
from a different perspective. Even the South
Korean trajectory, regarded as a role model of
the “subordination theory’ should be reviewed,
for many key aspects of its journey were, to a
certain extent, under valuated or even disre-
garded by much of the dominant economic
narratives. The present moment does indeed
offer an important window of opportunity, be-
ing that for the Fourth Tech Revolution or un-
der the guise of the green development and the
new sustainable practices, which opens a new
set of opportunities for all those countries that
manage to build their own social conditions.Kisp
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Appendix
Social security system First enactment Coverage expansion/ reforms Full coverage
e 1977: workplaces with 500+ employees
e 1981: 100+ employees
. 1963 (not compul- | ¢  1988: 5+ employees
Health insurance 1989
sory) 1975 e  1988: includes farmers/ fisheries 1989: self-
employed in urban areas
e  2001: comprehensive single fund
e 1964: 500+ employees
. . e 1965- 73: 16+ employees
Work injury insurance 1963 . 1982: 10+ employees 2000
e  2000: 1+ employee
e 1988: 10+ employees
) 1973 (aborted) e 1992: 5+ employees
Pension (old- age - 1999
( ge) 1986 (revision) e  1995: includes farmers/ fisheries 1999: in-
cludes self- employed 2003: 1+ employee
e 1995 unemployment benefits: 10+ employees
Employment insurance 1993 e training programs: 70+ employees 1999
e 1998: 1+ employee
Old- age
long- term care 2007 e Over 65 years old
Public assistance 2000 e 2000: basic livelihood law
9

Catch-up and Leapfrog Strategies for Developing Countries: Making a Case for a Social Spring



