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I.  INTRODUCTION

Shortly after the Second World War, the world’s economy began to develop with a spectacular  speed. Due to opened markets, international trade, hi-tech and internal economy reform, many small countries, that used to be poverty-stricken and agrarian societies, developed into highly industrialized economies and achieved great economy success. Today, as globalization becomes the theme of the world’s economy, these countries are playing important roles in international trade and trying to make greater progress with this unprecedented chance. This paper will develop and compare economic profiles of two emerging market economies, South Korea and Mexico. 

Both South Korea and Mexico enjoyed industrialization and strong growth in the past several decades and currently hold a GDP of around 11th in the world. However, these two countries took their own different approaches to the current situations and each has different advantages and disadvantages. South Korea puts an emphasis on human capital and technological knowledge, encourages domestic saving and foreign investment and as a result develops in a more independent and sustainable way. In contrast, Mexico depends to a large extent on its natural resources, oil especially, and net foreign investment, which is much more vulnerable to external changes and leaves more challenges to be tackled in its economic system. The following three aspects will be discussed to carry out the comparison of these two economies: current economy overviews, components of growth of the two economies, challenges existing in the two countries and their proposed way-outs

II. CURRENT ECONOMY OVERVIEW

1.   Economic Indicators

After a serious economic downturn resulting from the financial crisis in 1997, Korea achieved a fast recovery. As the South Korean Economy Report (2001) has shown, Korean government repaid US$700 million to the International Monetary Fund (IMF) and worked to reform the economic structure. However, from late 2000 Korea has suffered another economic downturn due to the slowdown in the growth of the world economy and the lack of substantial progress in economic restructuring. Figure 1 and 2 indicate that, the Gross Domestic Product (GDP) growth rate, after a surge in 1999, slowed down in 2000, and dropped further in 2001. High oil prices, rise in public utility charges and substantial rise in the won exchange rate in 2000 caused a sharp increase in consumer price. By this year, the inflation rate has been stabilized to around 4%. The unemployment rate, since the expansion in public projects in the second quarter of 2000, has decreased by now, which might be a sign of recovery of the sluggish economy. 

As can be seen from figure 1 and 3, Mexican Economy keeps on fluctuating in recent years. After the crisis in 1995, its economy recovered quickly between 1996 and 2000, according to Mexican Economy Report(2001). Especially in the year 2000, the implementation of sound fiscal and monetary policies, the expansion in gross fixed capital formation and private consumption enabled Mexico to achieve a growth of GDP. The inflation rate of Mexico began to show signs of decrease and went on dropping despite the unstable economy situation of last year. The favorable evolution of the economy also drove the unemployment rate to 2.2% in 2000, a lowest record of the country. However, driven by the slowdown in global demand, economic activity in Mexico during 2001 became weaker and the real GDP hardly grew. 

2.  The Primary Sector 

According to the research of Savada and Shaw(1990), at the start of the economic boom in 1963, the majority of South Koreans were farmers and 63% of the population lived in rural areas. In the next twenty-five years of industrialization and urbanization, the agricultural workforce shrunk to well under 20%. South Korea's agriculture had many inherent problems, e.g. only 22% arable land and insufficient rainfall. A rapid decrease of available farmland led by the enormous growth of urban areas, the population increases and bigger incomes meant that the demand for food greatly outstripped supply. By the late 1980s roughly half of South Korea's needs, mainly wheat and animal feed corn, was imported. Compared with the industrial and service sectors, agriculture remained the most sluggish sector of the economy and in 1988 the contribution of agriculture to overall GDP was about 10.8 percent. Nevertheless, the Korean government is making efforts to further open the domestic agricultural market and concentrate on maximizing yields from the country’s limited arable land by means of introducing hi-tech to agricultural production. 
Compared with South Korea, Mexico enjoys a much bigger arable land area---around 32 million hectares. However, due to its geographical location, the cost of irrigation is very high and the government has emphasized expanding production on existing farmland rather than expanding the area under cultivation. The research by Merrill and Miró(1996) points out that agriculture practices in Mexico range from traditional techniques to the use of advanced technology and marketing expertise in large-scale, capita-intensive export agriculture. Government’s extension programs have fostered the wider use of machinery, fertilizers and soil conservation techniques and increased investment in agriculture  and reform of the land tenure system helped to attract substantial new private investment to agriculture. By 1999, the agriculture sector composed 5% of the total GDP and employed 24% of its labor force.  The major agricultural export commodities are coffee and cotton. 

3.  Secondary Sector

The growth of the industrial sector was the principal stimulus to economic development. Savada and Shaw(1990)has shown, in 1987 manufacturing industries accounted for approximately 30% of the GDP and employed 25% of the work force. Benefiting from strong domestic encouragement and foreign aid, Seoul's industrialists introduced modern technologies into outmoded facilities at a rapid pace, especially for sale in foreign markets, and plowed the proceeds back into further industrial expansion. In 1989 after the downturn in its economy, factory automation systems were introduced to reduce dependence on labor, to boost productivity, and to improve competitiveness. As of 1997 Korea was ranked the fifth-largest auto manufacturer in the world, with a production of 2.81 million vehicles annually. In early 1990s South Korean manufacturers planned a significant shift in future production plans toward high-technology industries, such goods as new materials, industrial robotics, bioengineering, microelectronics, fine chemistry, and aerospace. Korea's semiconductor industry now ranks third in the worldwide market and accounts for 30% of the global memory chip supply. Samsung Electronics is the world's largest memory chip maker, leading the technology and the market. The production of telecommunications equipment and computer products in 1997 achieved a high boost and is one of the leading countries in the world’s telecommunication and computer market due to the rapid expansion of the domestic market and the increase in exports in spite of the financial crisis.

Figure 4 shows that in comparison with South Korea, Mexican industry is hardly influenced by hi-tech and still focuses on relatively traditional manufacturing of food processing, metal products, machinery and transportation equipment, textiles clothing and footwear, chemical products, etc. In the report by Merrill and Miró(1996), it is shown that led by the rising domestic demand, the manufacturing sector grew steadily between 1950s and 1980s, contributing 25% to the total GDP and employing 21% workforce by middle 1980. After a decrease of domestic demand, government industrial policies began to favor manufactured goods destined for the export market, in particular machinery and electrical equipment, automobiles and auto parts, basic chemicals and food products. Increased foreign competition has seriously threatened many Mexican manufacturing enterprises, almost all of which were small and medium-sized companies and sought protection from foreign investors or were merged by foreign counterparts.  For instance, the automobile sub-sector was among the most dynamic manufacturing sectors and leading manufacturing export. It was led by Volkswagen, General Motors, Ford, Nissan and Chrysler and Mexican automobile exports earned US$7.4 billion in 1992. In addition, Mexican manufacturing sector largely depended on importing components, manufacturing products and exporting to foreign countries, mainly the U.S. As is pointed out in the Country Report of Mexico(Merrill and Miró, 1996), in 1965 the government began to encourage the establishment of maquiladora plants in border areas to America to offer foreign investors both proximity to the American market and low labor costs. As a result, Mexican industry greatly relies on foreign investors and is extremely vulnerable to global economic climate. 

4.  Tertiary  Sector

The share of service sector of South Korea stood at 51.6% in 1998, by far the leading growth sector in the economy. South Korea's Hosting the 1988 Seoul Olympics made 1988 a boom year for tourism. More than 2 million tourists spent US$3.3 billion, an increase in the number of tourists and the dollars spent, respectively, of 24.9 percent and 42.2 percent over 1987. An improved transportation and communications infrastructure, increasing incomes, enhanced consumer sophistication, and government tax incentives encouraged the development of a modern distribution network of chain stores, supermarkets, and department stores. With reference to Savada and Shaw(1990), the largest employer of South Korea's service sector was retail trade. A growing number of workers were employed by the mostly department stores (most of which were owned by chaebol) that were opening rapidly in the downtown areas of major urban centers. In 1986 there were approximately 26,054 wholesale, 542,548 retail establishments and 233,834 hotels and restaurants that employed about 1.7 million people. One half of the total trade volume in Korea is handled by the seven largest general trading companies. 

The Mexican service sector contributes around 66% to its GDP and employs 55% workforce. Tourism is a major contributor to Mexican revenue and generated US$4.2 billion in 1994, which constituted 13% of its foreign exchange earnings. In 1992 Mexico had some 8,000 hotels, catering to nearly 7 million arrivals of tourists, 83% of which came from the U.S. for short visits. As a result, Mexican tourism is particularly vulnerable to external shocks such as natural disasters, international incidents and variations in the exchange rate.  

III.  COMPONENTS OF GROWTH

As Mankiw(2001) concluded, there are 8 government policies that can raise productivity and living standard: saving and investment; diminishing returns and the catch-up effect; investment from abroad; education; property rights and political stability; free trade; the control of population growth; research and development. The productivity, in turn, is determined by physical capital, human capital, natural resources and technological knowledge. Obviously, the catch-up effect can explain the spectacular development of both South Korea and Mexico because they were both poor countries and benefited greatly from the initial capital. However, the two countries approaches to their current stages are distinctively different, which determine the actual performance of the two economies.

1.  South Korea

Prior to the economic crisis of 1997, Korea's impressive growth performance was part of what has been described as the East Asian miracle. The three decades of extraordinary growth that transformed Korea from one of the poorest agrarian economies to the 11th largest economy and exporting country in the world. Korea's rapid development was mainly driven by the following government policies. 

i.  Domestic Saving  

As is shown in the Country Report of South Korea(Savada and Shaw, 1990) the domestic savings of South Korea were very low before the mid-1960s, equivalent to less than 2 percent of GNP. The savings rate jumped to l0 percent between 1970 and 1972 when banks began offering depositors rates of 20 percent or more on savings accounts. The savings rate increased to 16.8 percent of GNP in 1975 and 28 percent in 1979. After 1980, as incomes rose, so did the savings rate. The surge of the savings rate to 36.3 percent in 1987 and 35.8 percent in 1989 reflected the sharp growth of GNP in the 1980s. The prospects for continued high rates of saving were associated with continued high GNP growth. Through the early 1980s funds for investment came primarily from bilateral government loans (mainly from the United States and Japan), international lending organizations, and commercial banks. In the late 1980s, however, domestic savings accounted for two-thirds or more of total investment.

ii.  Education

Most observers agree that South Korea’s spectacular progress in modernization and economic growth since the Korean War is largely attributable to the willingness of individuals to invest a large amount of resources in education: the improvement of ‘human capital.’ Scientists, technicians, and others working with specialized knowledge are highly esteemed and regarded as the most prestigious by South Koreans because they claim much of the credit for the country’s economic success. Statistics demonstrate the success of South Korea’s national education programs. Savada and Shaw(1990) pointed out, in 1945 the adult literacy rate was 22%, by 1970 87.6% and reached around 93% by the 1980s. South Korean students have performed exceedingly well in international competitions in mathematics and science. Percentages of age-groups of children and young people enrolled in schools were equivalent to those found in industrialized countries, including Japan. Government expenditure on education has been generous. By 1986 education had reached W3.76 trillion, 4.5% of the GNP and 27.3% of government budget allocations. The strong emphasis on education boosted the number of young people enrolled in universities to among the highest levels in the world, which in turn, exceedingly contributed to the progress of the economy.

iii.  Science and Technology

The most important sources of growth for South Korean manufacturers had traditionally been related to the ability of South Korean companies to acquire new technology from abroad and to adapt it to domestic conditions. As Seoul's industry and exports continued to evolve toward higher levels of technology, domestic research and development efforts began to increase. The tremendous growth of Samsung since the mid-1980s was strong evidence of the high productivity in such modern industries as electronics, whose total sales nearly doubled between 1984 and 1986, while the number of employees only increased 20%. Planners realized that the country needed to advance quickly in such areas as high technology if the economy were to grow while matching foreign competition. In 1990 Seoul announced an ambitious plan to promote science and technology so that high-technology activities would dominate the economy by the year 2000. The Ministry of Science and Technology prepared a long-range plan of science and technology for the twenty-first century that took into account limited available resources and selected its comparative advantage areas, including informatics, fine chemicals, and precision machinery in the short term; biotechnology and new materials in the mid-term; and oceanography and aeronautics for the long term , which were largely coordinated them with industry.

iv.  Favorable Investment Environment

All current laws and regulations related to Foreign Direct Investment (FDI) enable foreign investors to take advantage of one-step service and uniform national treatment. Various incentive measures, including tax exemption and reductions, have been instituted to promote FDI. For example, corporate and income taxes will be exempted or reduced for businesses in targeted industries such as the hi-tech sector for a period of 10 years. Government-owned real property will be leased to foreign-invested firms for up to 50 years at favorable rates, and for no cost in certain instances. The government also reduced the number of items subject to adjustment tariffs from 62 to 38 in January 1998, and will steadily phase out import restrictions. From the early 1960s until 1988, FDI  into South Korea increased steadily and up to US$15.5 billion in 1999, mostly in forms of equity participation and mergers and acquisitions activities. All types of takeovers, including hostile acquisitions of Korean corporations, are permitted by both domestic and foreign investors. In addition, all limits on foreign investment in the local bond and money market have already been eliminated, as has the ceiling on foreign investment in the stock market. Foreign investors are able to buy shares of any Korean firm except for defense industry companies. The aggregate ceiling on foreign investment in Korean equities was raised from 26% to 55% by the end of 1997. Foreign banks and securities companies are also allowed to establish local subsidiaries. 

2.  Mexico
Today Mexico is ranked eight in the world among the largest trading countries and first in Latin America with a 43% share of the region's total exports and 38% of total imports. In just ten years its exports quadrupled (from US$ 31 billion in 1988 to US$ 118 billion in 1998); and imports increased by 346% (from US$ 28.1 billion to US$ 125.2 billion). Mexico is ranked among the first 10 most important exporting countries of cars and car parts, 12 most important exporting countries of textile and clothes and 15 most important exporting countries of steel and manufactures. The myth behind this spectacular growth is as what is said in Mankiw(2001), trade can make everyone better off. As South Korea, Mexico also enjoys free trade, liberalization, an open market economy in addition to the increasing price of oil in international market. It lacks benefits from education, financial programs and development of science and technology, but boosts natural resources(oil ),less government regulation, more privatization, which can been seen from its economy-developing zone--- maquiladora.

Maquiladora Zone

With reference to the report of Merrill and Miró(1996), in 1965 the Mexican government began to encourage the establishment of maquiladora plants in border areas to take advantages of a United States customs regulation that limited the duty on imported goods assembled abroad from United States components to the value added in the manufacturing process. The  maquiladora zones offered foreign investors both proximity to the United States market and low labor costs. Most maquiladora plants were established in or near the twelve main cities along Mexico’s northern border. Some of these enterprises had counterpart plants just across the United States borders, while others drew components from the United States interior or from other countries for assembly in Mexico and the reexport. By the late 1980s, more than two-thirds of all foreign investment in Mexico was concentrated here and between 1988 and 1993, the maquiladora sector grew nearly 30 percent annually. By the latter year, more than 2,000 maquiladora businesses were in operation, employing 505,000 workers and generated around US$4.8 billion. Their main activities included the assembly of automobiles, electrical goods, electronics, furniture, chemicals and textiles. 

IV.  PROSPECTIVE CHALLENGES AND WAY-OUTS 

1.  South Korea

Asian financial crisis of 1997 coupled with the difficulties of several major conglomerates and financial institutions raised doubts among foreign investors about the South Korean Myth. After 1997, despite the economic surge of 1999, South Korea still suffers a slowdown of economy. There exists several problems within this seemingly prosperous economy, which the government has to deal with in order to achieve further development. 

Korean economy is highly externally dependent. The sluggish economy could last longer than expected in the event that the U.S. economy’s recovery is delayed, because the country is largely depended on export. The continued deterioration of world trading environment might cause South Korea suffer from further low exports and less investment, although it is estimated that economic growth will recover slowly in the second half of 2002. 

Korea needs to build up a more flexible labor market and tackle unemployment at the same time. Korea emerged as a competitive country in the global market with its labor-intensive industry and the stabilization of supply and demand in the Korean labor market enabled workers to demand their rights. It resulted in an increasing number of trade union, labor disputes and sharply increased wages which in turn raised the costs of production and barricaded foreign investment. The Seoul  government needs to make efforts to create a more flexible and free labor market to attract more foreign investment. At the same time, it also has to provide job placement by way of vocational training and job creation. 

Far-reaching reforms should be carried out in the corporate structure, especially with the chaebol (conglomerates) system. Chaebol had been working well before 1997 and was the driving force of the fast growing economy. However, it has internal problem, such as operating in too wide a range. The restructuring of the five largest chaebols should be focused on the liquidation of non-viable affiliates, the elimination of cross guarantees, and the reduction of banks’ large credit exposure. These steps will allow the conglomerates to specialize in three to five core sectors in which they can more successfully compete globally. 

Furthermore, less protectionism, less government direct intervention in the economy, more autonomous policymaking and a more free and full market economy with competition and accountability is also expected to strengthen the competitiveness of South Korea in the international market. 

2.  Mexico

As a free market economy, at the same time it strives to modernize its economy, it leaves a lot of serious structural problems to be solved. The economic strategy that has been promoting economic growth is not delivering for the majority of the people in Mexico; the trade liberalization policies have sharpened inequality and benefited only a small number of corporation, most of those are connected to the international economy; its national financial system is nearly equal to zero. 

Firstly, Mexico is actually providing a free market for foreign investors instead of the country itself. The most serious problem created by trade liberalization is the damage it has caused to Mexico’s national industrial structure. Only around 300 firms, most of them subsidiaries of transnational companies, are responsible for 70% of total exports, mostly to the United States. Only the economy connected to multinationals in Mexico is growing and Mexican companies even suffer from negative growth. As a result, the country’s economic stability is actually in foreign hands, which explains well the vulnerability of Mexico toward American economy.

Secondly, the banking and financial system of Mexico is very weak. The interest rate is high, but the wage earners have no extra money to put in the bank, and Mexican companies in turn cannot afford the unbearable rates and are eating up their working capital or are not paying their suppliers. However, the bad fiscal situation doesn’t influence the transnational companies because all of them are funded from abroad, from their headquarters or international capital markets. Mexican government should gradually build up its own healthy and well functioned financial system and carry out comprehensive fiscal reforms to support and stimulate the growth of its national industry.

Thirdly, high inflation needs to be tackled in Mexico economy. Compared with South Korea, Mexico has a much higher inflation rate---around 9%. Between 1988 and 1994 it appeared that the Mexican government was remarkable successful in controlling inflation. This was achieved, however, through an overvalued peso, a severe contraction of demand and a decrease in wages. The overvalued peso also contributed to the country’s trade deficit and increased its dependency on foreign investment. 

Last, the gap between the poor and the rich is exceedingly big. Income distribution is very unequal, with the top 20% of income earners accounting for 55%of in come. Fifty million people live in poverty, while twenty four billionaires top Forbes list of the wealthiest people in the world. The minimum wage has fallen for 18 years with only a couple years’ exceptions and is now only about $4 per day, which is 13 times less than that of the United States. Furthermore, the overall infrastructure is far from satisfying compared with South Korea, whose GDP is comparable. 

V.  CONCLUSION

According to Mankiw (2001), GDP is the market value of all final goods and services produced within a country in a given period of time. Mexico boosts a larger GDP than that of South Korea, which however hardly contributes to the country’s or most Mexican’s well-being. Foreign companies take components to Mexico, manufacture there, and make profit through re-export. Though the profit is made within Mexico, it doesn’t belong to Mexico. South Korea, in contrast, focuses more on achieving the real development, including education, technology, national industry and the overall well-being of its people. As a result, it doesn’t suffer from the problems caused by great distance between the rich and the poor, or over dependence on foreign investment. Because South Korea and Mexico adapted different approaches to building their market economies, they currently perform different economies and the former, obvious is developing in a more beneficial, reasonable and sustainable way. 
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