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Abstract
From the early seventies the Korean Government has adopted a rural industrial-

ization policy as an important measure for promoting rural development. It has been
perceived that through this measure the over-concentration of economic activity
would be controlled and dispersed.
Development of rural industrialization has passed through three different phases:

i) the period of promoting rural cottage-type industries (1960-80); ii) the period of
rural industrial park establishment; and iii) a stagnation period after the early
1990s. Throughout the overall period government policy changed from an individual
project-oriented approach to a diversified and comprehensive policy program. The
policy programs, such as the development of rural industrial parks, off-farm income
source development and vocational training programs for farm youths, have helped
in promoting rural industrialization.
On the other hand, policy programs promoting rural out-migration and unbal-

anced regional development policy have impacted negatively on rural industrializa-
tion. Presently one of the serious policy issues facing rural industries is how to
secure a young labor force and how to promote rural entrepreneurship. In addition,
rural development efforts by local government and authorities are necessary in order
to increase investment from urban-based entrepreneur firms.

Keywords: Rural industrialization, farm household, off-farm income, rural devel-
opment, rural industrial park, rural entrepreneurship.
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1. Introduction
Until the early 1960s, the Republic of Korea

had remained a typical preindustrial country;
half of its gross national product (GNP) was
generated by the agricultural sector. A vigor-
ous export-oriented industrialization policy
begun in 1962, however, transformed the low
income agrarian economy into a mid-
dle–income industrialized economy. GNP
expanded at an average annual rate of 7 per-
cent during the period 1962-1990: per capita
GNP was more than 7,000$ in the early 1990s
and reached more than 20,000$ in 2010.
Although Korea has accomplished successful
industrial development, the nation is far
behind in rural industrial development com-
pared with Japan and Taiwan. As a result, a
large number of Korean rural people have
migrated to a few large cities; population has
been declining rapidly in many rural areas
while explosive population growth has
occurred in a few cities. The growth of popu-
lation was so fast in a few of the largest cities
that urban infrastructure could not keep up
with the expansion of the urban areas. Korean
society could not help in easing a number of
urban problems, including housing, traffic, and
environmental turmoil.

The income disparity between farm and
nonfarm households has been persistent. In
1980 the average farm household income was
about 84.0% of its urban counterpart, while
Japan and Taiwan were 118.0% and 74.2%,
respectively (Table 1). Even more, average
farm household income was less than 60 per-
cent in Korea in 2010. There is no prospect for
improving this gap with agriculture income in
the near future in Korea.

Except for Japan, the problem of income
disparity between the agricultural and the non-
agricultural sectors is one of the important
agricultural policy issues in most rice produc-
tion countries because the growth rate of the
farm sector is not anticipated to surpass that of
the nonagricultural sector, and farm household
income will be adversely affected by the world
trade liberalization in many Asian rice produc-
ing countries.

Income disparity between farm and nonfarm
households in Japan is partly attributed to the
very large proportion of farm household
income that comes from off-farm activities.
When per capita GNP was about US$5,000 in
current prices, the share of off-farm income
out of total farm household income was about
38 percent in Korea, while it was about 60 per-
cent and 58 percent in Japan and Taiwan,
respectively (Fig.1). This consideration leads
us to the notion that off–farm income is very
important for Korean small holders and that
the development of rural industry is critically
important for their welfare in the future.

This information raises a basic question:
why has rural industry been so underdevel-
oped in Korea, while Japan and Taiwan have
achieved successful rural industrialization in
the process of industrial development? This
issue has important policy implications for
many developing countries as well as Korea.
The prevailing answer to this basic question in
Korea can be summarized in two assertions.
The first is the notion that the government sup-
port to rural enterprises was inadequate to pro-
mote rural industrialization, and government
support should have been substantially
increased to promote rural industry (Chose and
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Table 1: Income disparities between farm and nonfarm households in Korea
Japan and Taiwan, selected years

Source: Korea: Economic Planning Board, Annual Report of Urban Household Survey; Ministry of
Agriculture and Forestry, Report of Farm Household Economy Survey. Japan: Ministry of Agriculture and
Fishery, Report of Farm Household Survey, Office of Economic Planning, Annual Report of Household
Survey. Taiwan: Taiwan Provincial Government, Survey Report of Household's Income and Expenditure,
selected years.

Figure 1: Share of off-farm income in farm household in Korea, Japan and Taiwan

Source: Suh and others (1991: 91).
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Lee 1984; Kim 1987). The second notion is
that the industrial policy of the Korean govern-
ment was heavily biased toward large, verti-
cally integrated enterprises and that small
enterprises, including rural industry, could
barely develop, in spite of government support
(Kim and Whang 1987; Lee and others 1995).

These assertions may partly answer the
question, but they cannot be reconciled with
the substantial effort of the Korean govern-
ment to promote rural industrialization and the
success of rural industrialization in some
areas. It remains to be explained why govern-
ment efforts did not yield good results in every
rural area and why industrialization was suc-
cessful in some rural areas in spite of unfavor-
able location.

In order to find a coherent answer to the
question raised above, macro and micro
approaches are taken in this study. In the
macro analysis, the initial conditions for rural
industrialization, the government industrial
development polices, and the condition of
rural areas for industrial development will be
investigated, based mainly on secondary data
and literature surveys. The micro analysis is
based on case studies conducted in two suc-
cessful areas of rural industrialization. This
analysis will focus on the factors that con-
tributed to the success of rural industrialization
in the study areas.

2. Historical sketch of rural industrializa-
tion policy in Korea

The Korean government has made efforts to
promote rural industry for decades. At the end
of the 1960s, the government began to adopt
rural industrial development policies to allevi-
ate the regional disparity between urban and

rural areas. In 1968, The Farm Household
Side-business Program (FHSP) was intro-
duced to promote traditional rural manufactur-
ing activities. It is also to be noted that the
Agriculture and Fishery Development
Corporation was founded in 1967 by the gov-
ernment to increase the processing of agricul-
tural products in rural areas. And in 1973 the
Saemaul Factory Program (a program aiming
to promote small factories in rural villages)
was launched to establish independent facto-
ries in rural areas (table 2).

The farm households that participated in the
Side-Business Program were encouraged to
produce folk crafts, processed agricultural and
livestock products, and unsophisticated rural
household items such as brooms made of bush
clover. About one-third were small–scale fac-
tories, while the rest were cottage handicraft
operations. Almost all of the farm households
participating this program, however, suffered
from sales promotion and lack of operating
funds. Consequently, almost all of them were
closed its business while some of them were
joined to the Saemaul Factory policy Program.

The Agriculture and Fishery Development
Corporation established twenty-three compa-
nies for processing agricultural products in
rural areas and tried to export processing prod-
ucts. Most of them suffered from poor man-
agement and marketing due to many limita-
tions imposed by the government, thereby they
were transferred to private companies by the
mid-1970s.

The Saemaul Factory program was designed
to stimulate the rural economy and to provide
more nonfarm job opportunities to farmers
through the establishment of independent fac-
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tories in rural areas. Preferential credits were
extended to the Saemaul factories for invest-
ment in plant and equipment, as well as to pro-
vide initial operating funds. Tax reductions or
exemptions were also offered to the factories.
Six hundred and eighty-six designated facto-
ries were active in1984, when this program
was terminated by the government. The pro-
gram originally planned to establish more than
one factory in each township, but less than half
the townships received a Saemaul factory.
Moreover, more than 50 percent of the facto-
ries were located in the vicinity of large cities.
More important, many of the Saemaul facto-
ries were eventually shut down. In the end the
Saemaul Factory Program did not contribute
much to creating nonfarm employment in rural
areas (Suh and others 1991:6). Since most of
the Saemaul factories are labor intensive they
cannot survive under the situation of high
wage rates in rural areas.

The rural industrialization policy shifted to
emphasize the construction of rural industrial
estates in order to provide needed infrastruc-
ture for rural enterprises. Rural industrializa-
tion was conceived as the most important
farm-income policy under the on-going trade
liberalization of the agricultural market, so that
rural industrial estates were strongly empha-
sized by the government.

In order to accelerate rural industrialization,
the government enacted the Rural Income
Source Development Act (RISDA) in 1983.
Under the provision of this act and the Rural
Industrial Estate Program (RIEP), the industri-
al estates were to be built in the center of the
rural areas.

The RIEP aimed to accelerate rural industri-

alization through integrated packages and sup-
port; (1) providing cheap and well established
industrial parks, (2) providing financial sup-
port to firms locating in the estate, and (3) sim-
plifying all government administrative
processes, which are usually complicated and
tedious jobs to get government permission
before factory construction, and to remove
unnecessary obstacles at the beginning of
enterprises’ activities.

The RIEP is designated based on the follow-
ing criteria; (1) population size of rural county
(or city) should be less than 100 thousand and
(2) enterprises were screened and selected
based on environmental evaluation criteria.
Once a firm is selected as being eligible, it can
receive favorable government policy loan and
tax reduction or exemption from the govern-
ment.

In the initial phase, the RIEP was carried out
under the cooperation of several ministries of
the government, including the Economic
Planning Board, the Ministry of Commerce,
Industry and Energy, the Ministry of
Agriculture and Forestry, the Ministry of
Construction and Transport, and the Ministry
of Environment. Even though it was very dif-
ficult, it was necessary to harmonize with
many ministries, since rural industrialization is
highly related with the relocation of industries,
regional economic development, farmers off-
farm employment and nonfarm income, and
the potential for damage to the rural environ-
ment.

The size of each industrial estate was to
range from 33,000 to 99,000 square meters.
Government support was provided to the firms
or farm households participating in this pro-
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gram. Firms participating in the Rural
Industrial Estate Program received direct sub-
sidies for land acquisition, subsidized loans for
plant construction and operation, and exemp-
tion from income and property taxes for three
to five years. Government subsidies and con-
cessional loans differed from the location of
industrial estate-based pre-announced govern-
ment’s guidelines (Table 3).

Rural areas were classified into three cate-
gories based on the degree of industrial disad-
vantage and industrial density: (1) general
assistance area; (2) additional assistance area,
and (3) special assistance area (Table 3).
Government subsidy and maximum size of
industrial estates differ in each of the three cat-
egories. For example, an industrial estate
located in a special assistance area, the most
disadvantaged area, receives total amounts of
70,000 won (US$ 64) from the central govern-
ment and 10,000 won from local government,
whereas a general assistance area receives
15,000 won and 5,000 won, respectively.
Moreover, an enterprise located in a special
assistance area receives a concessional loan of
20,000 won per square meter of industrial
estate size, and 70 % of total waste treatment
facility cost, received from central govern-
ment, while it is 15,000 won and 30 % in a
general assistance area.

The size of the industrial estate was to range
from 33,000 to 99,000 square meters.
Government support was provided to the firms
or farm households participating in this pro-
gram. Firms participating in the Rural
Industrial Estate Program received direct sub-
sidies for land acquisition, subsidized loans for
plant construction and operation, and exemp-

tion from income and property taxes for three
to five years.

During 1984-90, a total of 201 billion won
(US$ 258 million) in direct subsidies was pro-
vided to the rural enterprises participating in
the government programs. During the same
period, about 837 billion won (US $ 1,074 mil-
lion) in concessional policy loans was provid-
ed to participating firms or households. A large
portion of these direct subsidies and conces-
sional policy loans was allocated to the Rural
Industrial Estate Program (RIEP). About 94
percent of direct subsidies and 86 percent of
concessional government loans was allocated
to firms or entrepreneurs in this program.

3. Performance of rural industrialization
policy

Although the Korean government has oper-
ated these rural industrial development pro-
grams over the last 30 years, the results were
not satisfactory. In other words, some policy
programs contributed to relocation of urban
industry and generated new employment
opportunity to industrially advantageous rural
areas, but did not contribute to remote areas.

The number of rural firms has more than
doubled during the 1980-91 period, but their
share in the total number of enterprises has
substantially decreased. The percentage of
rural firms out of the total number of firms was
28.7 percent in 1980, but about 24 percent in
1991, meaning that urban concentration has
increased (Table 4).

There are 386 rural industrial estates under
operation as of 2011. Most of them were des-
ignated during the period 1985-91, and their
locations were near large cities and in the
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vicinity of national or provincial industrial
parks that were different from the rural indus-
trial policy and designated based on a higher
level of national industrial location policy.

According to one survey conducted by the
Ministry of Industry and Commerce in 2006,
there are 4,516 factories located and operated
in the rural industrial estates, and 116,191
workers are employed. These figures are not
insignificant compared to the numbers before
1984 when rural industrial estates were initiat-
ed and constructed by the government.

Ninety-four percent of the enterprises locat-
ed in the industrial estates were migrated from
urban cities, and only six percent were newly
established. This means that the policy con-
tributes to relocation of many enterprises
already located in urban areas, and not much

contribution to develop entrepreneurs in rural
areas, even though various incentives were
given to them by the government. Also the pol-
icy program has contributed to the areas where
rural counties and cities were located near big
cities or large national industrial parks. In
other words, most rural areas situated in
remote and industrially disadvantageous
places were by-passed by the policy program.

Even though central as well as provincial
governments provided much special and pref-
erential support to the disadvantaged areas, it
was far short of what was expected. Many
rural industrial estates suffered from under-uti-
lization of their capacity for a long time after
construction because few enterprises actually
moved into the estates – especially in unfavor-
able locations – and a substantial number of

Table 4: The number of firms and employees in rural industry

Source: Survey of Mining and Manufacturing Firms, Ministry of Commerce and Industry (1993)

Table 5: Numbers of rural industrial estates constructed under the RIEP

Source: Ministry of Knowledge and Industry, 2011
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the enterprises that did move to rural areas
have gone bankrupt. Even in rural areas, man-
ufacturing activities are not evenly distributed.
As mentioned, most rural enterprises are locat-
ed in the vicinity of large cities and industrial
zones, mainly Seoul, Ulsan, Taegu, and the
southeastern coastal heavy industrial areas.

4. Macro perspectives on the reasons for
partly successful rural industrialization

There was little basis for entrepreneurship
in rural areas in the initial stage of industrial-
ization in Korea. Throughout its long history,
Korea had been an agrarian society in which
agriculture was perceived as a fundamental
sector in the national economic structure.
Therefore the status of farmers is higher than
industrial manufacturers and merchants.
Scholars and government officers are the most
respectable jobs, while farmers, manufacturers
and merchants are considered as second, third
and fourth classes, respectively. Thus, except
in a few cases, there had not been any industri-
alization policies during Korea’s long king-

dom history. Moreover any local administra-
tors appointed by the central government were
not very much interested in the development of
industrial infrastructure in the areas of their
mandate because their job security was not
guaranteed. Historical records indicated that,
on the average, local administrators served in a
position for less than two years.

Similarly, local entrepreneurs were not
interested in developing specialized manufac-
turing products because a special commodity
tax was charged whenever a new commodity
was developed (Kang, 1984). At the same
time, as mention above, any individual entre-
preneur was not regarded as a respectable class
in the traditional kingdom society. Such social
status customs continued until the early twen-
tieth century. Thus, most educated and capable
persons were not willing to engage in commer-
cial and industrial activities.

Moreover, the Korean War of 1950-1953
thoroughly destroyed the industrial basis: few
industrial facilities and little infrastructure

Table 6: Length and share of paved highway

Source; Ministry of Construction and Commerce, Statistical Yearbook, 1960 and thereafter
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remained after the war. For example, about 40
percent of paved roads were destroyed
between 1947 (Table 6). In addition, social as
well as human relationships in rural communi-
ties, which were very important factors for the
development of rural entrepreneurship, were
seriously disrupted during the war period.

Because the initial conditions for industrial-
ization were so poor, the Korean government
took strong incentives in industrial develop-
ment by introducing a serious of ambitious
five-year economic development plans.

To accelerate industrial development, from
the beginning the industrial policy concentrat-
ed on the strategic sector and relatively advan-
tageous areas-large enterprise, export-oriented
and heavy industrials, and a few urban areas
(Choe and Kim,1986). For example, from the
mid-1960s to the early 1980s, the government

developed industrial estates in a few local
growth poles and strongly promoted new mod-
ern industries in big cities. Large numbers of
preferential loans were provided to these
enterprises. As a result, very few funds and lit-
tle effort was available from the government to
develop rural enterprises.

The strong bias of the government’s indus-
trial policy toward new, modern enterprises in
large cities triggered a massive out-migration
from rural areas beginning in the mid-1960s.
Until that time, the annual net out-migration
rate was only 1.22 percent, as shown in Table
6. The rate increased to 4.05 percent in the late
1960s, however, and to more than 5 percent in
the late 1970s. Most migrants were young and
educated. For example, the migration rate was
around 8-11 percent for those younger than
thirty (see Table 8). It is also worthwhile to

Table 7: Net off-farm migration and migration Rates

Source: Park(1989)

Table 8: Net off-farm migration rates by age and gender (annual percentage)

Source: Sloboda (1982)
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note that the migration rate of young women
was much higher than for their male counter-
parts.

As a result, for industries located in rural
areas, acquiring young and/or female labor
became more difficult, and the advantage of
cheap labor faded in rural areas after the early
1980s. This change is partly revealed by the
wage ratios between the rural and urban sec-
tors in the 1970s and 1980s (Table 9). Because
of tight labor supply conditions in rural areas,
about 42 percent of rural enterprises pointed
out that acquiring young and/or qualified labor
was the most difficult problems they faced
(Suh and others, 1991: 229-31).

Another cause of unsuccessful industrializa-
tion can be seen in misdirected government
efforts to promote rural industrialization. First,
government efforts were directed to the provi-
sion of direct incentives to rural enterprises,

and the importance of preconditions for indus-
trial development in rural areas was neglected.
As a result, transportation facilities, electrifi-
cation, and credit markets were barely devel-
oped in rural areas. For example, almost all
provincial roads were unpaved until the late
1970s as shown in Table 10. The density of
paving was 76.4 km per thousand square kilo-
meters in 1962 and 214.5 in 1972, while in
Korea it was only 10km in 1960 and fewer
than 50km in 1975. At the same time, only
12.6 percent of Korean farm households had
electricity in 1964 and 61.1 percent by 1974,
while in Taiwan, electrification of farm house-
holds had reached 70 percent by 1960 (Ho,
1982; Keidel, 1982).

Because of the poor infrastructure and unfa-
vorable labor supply condition, many enter-
prises preferred to locate in urban or suburban
areas. Many kinds of pecuniary and non-pecu-
niary incentives, as mentioned earlier, were

Table 9: Wage ratio between rural and urban sector by gender

Note: Rural wages includes all payment of cash and in kind for farm workers. Urban wage denotes all
payment including overtime and bonus for production and related workers.
Source: Suh, C. H. (1998)
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provided by the government to newly estab-
lished enterprises in rural areas and/or relocat-
ing migrant enterprises from big cities. This
had only a marginal influence on attracting
entrepreneurs to rural areas. It was still risky,
in spite of many incentives to start a business
in rural areas; the only advantage in rural areas
was cheap industrial land prices.

Second, the rural industrialization policy
emphasized industrialization in rural areas
rather than industrialization of rural areas
(Suh,1994). In other words, central as well as
local governments have neglected the impor-
tance of rural entrepreneurship rooted in rural
communities, instead emphasizing the reloca-
tion or transplanting of urban entrepreneurs or
urban enterprises to rural areas by providing
direct incentives. All of these direct incentives
were provided only to enterprises involved in
government programs. In order to be involved
in government programs, enterprises needed to
pass the selection procedure of the govern-
ment-nominated institute. It is likely that the
selection procedure was biased toward exter-
nal conditions, including funding capacity,
because the government was unaware of the
rural entrepreneurship rooted in the rural com-
munities, and could not wait for a long time to
establish a local-based entrepreneurship.
Moreover, most rural entrepreneurs were like-
ly to be too small and too new to meet the cri-
teria. As a result, the suffocation of rural entre-
preneurship was even greater under the policy
to move to urban enterprises into rural areas
than it had been before government interven-
tion. Meanwhile, transplanted enterprises
faced serious difficulties in adapting to new
and unfamiliar business environments and

failed to take root.
5. Entrepreneurship and successful rural

industrialization in unfavorable areas
To confirm the broad perspective mentioned

above, two successful cases are introduced that
focus on the role of rural entrepreneurs and
their relationship to industrial development in
three unfavorable rural areas. The Punggi
Township and the Sangju City, very remote but
very successful in industrialization were
selected as the case study sites.

Case 1: Weaving industry in Punggi
township

Beginning of the Industries and Evolution
Punggi is a typical small township located

in Young Poong County, in the northern part of
Kyongsang Book-Do Province. This area does
not have a locational advantage for industrial
activities because it is mountainous and far
from large cities. Nevertheless, this area is a
very successful example of rural industrial
development. As shown in table 9, there were
170 manufacturing enterprises in this city in
1994, which contrasts greatly with the neigh-
boring areas of Bongwha County and
YoungJoo City.

Young Poong County’s success in rural
industrial development is mainly attributed to
the growth of the weaving industry in Punggi
Township. Of the 170 manufacturing factories,
145 are engaged in weaving synthetic cloth
using rayon, nylon, and polyester yarn. The
product is mainly used for lining cloth, and 80
percent of the total national production of lin-
ing cloth is produced in this area (Table 10).

In 1993, the total value of cloth production
was about 53 billion won (US$ 66 million)
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which was equivalent to one-third of the total
regional production of the county. About 1,000
local employees work in the weaving industry
and receive about 600 million won (US$
750,000) monthly in wages. The weaving
industry contributes substantially to the
employment and nonfarm income of rural
households in this area.

The weaving industry in Punggi area has a
long history (Table 11). About sixty years ago,
silk weaving was established by an immigrant
from Pyungannam Do Province, in the north-
eastern part of North Korea. Before he came to
Punggi, he had operated a weaving factory in
his home town. In the late 1940s, the weaving
industry in the Punggi area began to produce
rayon cloth instead of silk, and the number of
weaving factories increased dramatically from
5 in 1945 to 120 in 1951 as shown in Table 10.
This expansion was attributed in part to the
many migrants from northern Korea who
moved into the Punggi area and started to work
in the weaving businesses. The expansion,
however, was accelerated by The Korean War.
Most weaving industries, as well as infrastruc-
ture in other regions, were destroyed during
the war, while the Punggi area was untouched.
Punggi rushed to fill domestic demand for
rayon cloth. Punggi had good initial conditions
compared with other areas because it received
the input of new entrepreneurs and its industri-
al basis was preserved.

Punggi’s weaving industry faced its first
depression at the end of the 1950s. By this
time, most industrial facilities – including
weaving facilities – in other areas had recov-
ered from the war, and industrial production
regained its pre-war level. Moreover, rayon
cloth produced in the Punggi area was inferior
in quality because weaving industries in urban
areas had adopted electric machinery, while
those in Punggi still used handlooms.

Therefore, Punggi weavers lost in the com-
petition with urban weavers because of the low
quality of their products and their production
costs. To make matters worse, nylon cloth
began to be produced by the urban weaving
industry. Demand for the rayon cloth produced
in the Punggi area decreased rapidly because
most customers substituted nylon for rayon
cloth in garment production.

Yet Punggi producers could not adopt elec-
tric weaving machinery because there was no
electricity in their area. They tried using gas
engines as a source of power for weaving
machinery, but these could not provide suffi-
cient power to produce high-quality rayon as
well as synthetic cloth. As a result, Punggi’s
weaving industry faced a serious depression.

The situation changed at the end of the
1960s, when the government constructed an
electric railroad through the Punggi area. With
this electricity, electric looms could be intro-

Table 10: Number of weaving factories in Punggi area, selected years

Source: Taegu-Kyungbook Weaver's Industrial Cooperative(1994)
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duced, and many factories began to use nylon
and polyester yarn. To reduce the large amount
of investment needs for machinery, they
bought secondhand looms from urban weaving
enterprises in Taegoo, and Mokpo. Labor pro-
ductivity increased as much as two to six
times.

Along with adopting electric looms,
weavers also began to change their final prod-
ucts. Instead of rayon cloth for garments, they
began to produce nylon and polyester cloth for
lining garments and bags. It must be noted that
electrification played a critical role in Punggi’s
weaving industry.

Fortunately, weavers in Punggi area could
use bank loans instead of private credit to
finance this new investment. This was made
possible when a formal financial institution,
the Citizen’s Bank, was established in a neigh-
boring city, Youngjoo city, in 1983 and the
government urged the bank to provide loans to
weaving enterprises. This was a great opportu-
nity for the enterprises because the annual
interest rate for those loans was about 25 per-
cent, while the rate for private loans was about
60 to 70 percent. The introduction of this cred-
it institution was another contributing factor in
the second expansion of the weaving industry.

In 1986, many enterprises began to adopt
labor-saving technologies because of labor
shortage in rural areas. They tried to replace
labor with new machinery. Air-jet and water-
jet weaving machinery and a shuttle-change
system were adopted to increase labor produc-
tivity. Also, many skilled laborers began to
establish their own weaving enterprises with
the aid of the previous employers. As a result,
the number of weaving factories increased rap-

idly after 1986, although most have remained
small-scale, cottage-style factories.

Role of Government
The policy of establishing rural industrial

estates played a critical role in transforming
the weaving industry from a cottage industry
to a modern factory industry. Based on the
Farm Household Income Source Development
Act, a rural industrial estate of 105,000 square
meters was constructed in the Punggi area by
the government in 1989. A total amount of
1,267 million won (US$1.6 million) was sub-
sidized by the central government to construct
the industrial estate. Government support pro-
vided about 34 percent of the total investment,
which included land procurement, construc-
tion, and infrastructure development. Twenty-
four weaving enterprises moved into this
industrial estate and were able to make the
transition from cottage industry to modern fac-
tory operation.

Special loans were provided to the enter-
prises for their investment. Each enterprise
could receive a maximum of 500 million won
(US$ 32,000) for its physical investment. The
interest rate for this loan was 7.5 percent year-
ly, with the condition of a ten-year repayment
period and a grace period of five years. In
addition, each enterprise was eligible to bor-
row a maximum of 200 million won (US$
353,000) in operating funds. The interest rate
for these loans was also 7.5 percent yearly,
with a three-year repayment period, including
a one-year grace period.

It should be noted, however, that the privi-
leges provided to the Punggi area were avail-
able for all rural areas and enterprises estab-
lished by the government supporting rural
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estates in many other places, but they were not
always as successful as they were in Punggi’s
case. For example, two industrial estates were
designated by the government in a neighboring
county and city. Nevertheless, 35 and 40 per-
cent of the total enterprises of two estates,
respectively, went bankrupt, while only 8 per-
cent (just two enterprises) went bankrupt in the
Punggi estate.

There may be several reasons the Punggi
industrial estate has been so successful com-
pared with the other two rural industrial
estates. The most important factor was that
most enterprises in Punggi were owned by
local entrepreneurs, while the enterprises of
the other two estates were mostly transplanted
enterprises of urban origin (Table 12).

According to Lloyd and Mason (1985: 77),
local entrepreneurs have substantial advan-
tages. Entrepreneurs who start their own busi-
ness usually encounter a lot of risk and uncer-
tainty, and they are likely to face serious diffi-
culty in adapting to a new environment if they
establish their enterprises in an unfamiliar
place (Kim and Cha 1994). The enterprises
that moved from urban areas faced many unan-
ticipated problems, including difficulty in
acquiring qualified and reliable workers, prob-
lems in marketing their products, and difficul-

ty in adapting in rural areas. In contrast, the
local entrepreneurs of Punggi estate did not
have to make a new effort to acquire reliable
workers and market channels, and they could
gain support and cooperation from the local
community because they had a long, personal
relationship with the community.

Case 2: Persimmon processing industry
in Sangjoo city area

Beginning of the industry and its evolution
Sangjoo is a typical rural city located in the

north-eastern part of Kyongsang Book-Do
Province. This area does not have a locational
advantage for industrial activities because it is
located in a mountainous area and far from big
cities. Historically, this city is famous for
white color agricultural products, rice, cocoon
and processed dry persimmons. Because of its
white color, Sangjoo has been called as a
three-white color agricultural region in Korea.
Nevertheless, this area had remained a typical
agricultural region because it is located far
from the major industrial growth poles during
the rapid industrialization period of the 1960s-
1980s. Agriculture had been a major industry
until the early 1990s.

Traditionally, there had not been profession-
al persimmon orchards in Korea, especially
bitter persimmon orchards. It was because bit-

Table 12: Origin of entrepreneurs in the weaving industries in Punggi area, 1994

Source: Lee, J. H and Suh, C, H., 1998
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ter persimmon was not considered as a high
quality fruit and most persimmon varieties
were indigenous with low productivity.
Instead, sweet persimmon has been recognized
as an improved variety and of high quality in
Korea. Unfortunately, in the Sangjoo area,
farmers could not grow sweet persimmon
because of low temperatures during the winter
season.

There are two types of persimmon growers
in the Sangjoo area; traditional-type, non-com-
mercial farming, and modern commercial
orchard farming. The former, which comprises
the majority of farming in the Sangjoo area,
grows persimmon trees at the perimeter of his
agricultural fields of his farm land, while the
latter grows the trees in a regular orchard field.
At present, young farmers try to operate large-
size commercial persimmon orchards. Before
modernizing the persimmon industry most
fresh persimmons were sold either fresh or
processed as completely dried hard persim-
mons. Since the quality was not good, the mar-
ket demand for Sangjoo persimmons was not
high enough for the farmers to sell their prod-
ucts. As a result, the farmer’s selling price was
not high enough compared to their production
costs, thus many farmers could not cover their
production costs. That was why many farmers
sometimes did not harvest fresh persimmons
even in the harvest season. Until now, in the
Sangjoo area, almost all persimmon trees are
more than 30 years old, and have not been
pruned since planting time. Most persimmon
trees are too tall to harvest by hand from the
ground. That was why many farmers did not
harvest fresh persimmons whenever persim-
mon prices were below production cost.

This situation changed when the local gov-
ernment started to participate in the rural
industrialization policy programs of the central
government. After participating in the govern-
ment policy program aiming to develop
indigenous traditional local industry, new
processed persimmon products were devel-
oped with support from a local university, the
city agricultural extension office and the gov-
ernment persimmon experimental station
located in Sangjoo City. Half-dried soft per-
simmons, ice persimmons and persimmon
vinegar were developed under the cooperation
of these organizations. Since technical support
from local institutions was successful, many
farmers took part in the value – add policy pro-
gram, and started to produce half-dried per-
simmon products Thereafter the acreage of
persimmon production area increased year by
year. The area of persimmon production was
692 ha in 2006, whereas in 2000 it was 370
ha. Presently, Sangjoo City produces about 60
percent of the national persimmon production,
and has become an area of high quality
processed persimmon production in Korea.

Persimmon processing farmers organized
the Sangjoo Persimmon Development
Federation in the late 1990s. They also estab-
lished a multi-purpose persimmon trading cen-
ter in which post-harvest process activities
including cleaning, grading and packaging the
products were conducted. Before the
Federation and five professional processing
enterprises were established, some fresh per-
simmon producers sold their products in the
local farmers market. Sometimes they didn’t
sell their products when the market price was
low.
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Since new products were designed for high
quality consumer goods by processing experts,
a new market and value chain system was cre-
ated. The value of fresh persimmons was 23.6
billion won (US$ 21.5 million) in 2007, but
after processing, the value of the processed
products was about 200 billion won (US$
181.8 million) which was almost 8.5 times the
value of the fresh product.

Structure of the persimmon processing
industry

In 2007, the number of fresh persimmon
producers was 3,998 farms. Among them,
1,570 farms produce half-dried and soft per-
simmons, and sell their products either to the
regional agriculture cooperative or big market-
ing channels such as department stores. Out of
1,570 persimmon processing farms, about 200
farms sold more than 100 thousands won (US$
180 thousand) per year. They sell their
processed persimmons directly to the depart-
ment stores and big super market channels.

Smallholders sell their products to the local
agricultural cooperative. Other processed
products such as persimmon vinegar and ice
persimmons are produced by five processors
(Fig. 2).

The Sangjoo Persimmon Development
Federation consists of 600 farmers and plays a
role as an innovator. As mentioned earlier, the
Federation developed a common brand for
processed persimmon and adopted production
traceability and a geographical certification
system. Moreover, they established a multi-
purpose persimmon trading center in which
post-harvest process activities including clean-
ing, grading and packaging the products were
conducted. Before the Federation and five pro-
fessional processing enterprises were estab-
lished, some fresh persimmon producers sold
their products in local farmers markets.
Sometimes they didn’t sell their products when
the market price low.

Professional large-scale persimmon produc-

Figure 2: Market structure of sangjoo persimmon industry

Source: Lee, D. P. and others (2008)
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ers and processing enterprises sell their prod-
ucts either to the big supermarket chains or to
the on-line markets. Small-scale processing
farmers sell their products to the local agricul-
ture cooperative since they cannot meet the
regular order from big supermarket chains.

Sangjoo area has a unique industrial cluster.
Each component of the cluster plays an inde-
pendent role and they cooperate with each
other. The local agriculture cooperative pro-
vides funds for farming, purchases fresh per-
simmons from farmers, and sells them to
processors. Sometimes the cooperative plays a
role as a middleman in the transaction of fresh
and processed persimmons. The university, the
persimmon experimental station, and the city
extension office play their roles as technology
development innovators and provide new tech-
nology to the farmers as well as processors.
Because all of these institutions are public
organizations, there is no need to pay for their
services. Even though farmers need to pay for
their technical assistance, usually the city gov-

ernment pays the costs, especially training and
technology transfer costs.

Sangjoo city office plays a role as an indus-
trial development planner and policy program
implementer at the local sites. The city office
always applies the central government policy
program, whenever, it is appropriate and nec-
essary for city agriculture development.
However, the city office has to provide part of
the program budget, usually 20 to 30%, and
has to monitor the projects. In the case of the
Sangjoo persimmon development program, the
city government has paid the construction cost
of the persimmon post-harvest and trade cen-
ter.

Performance of the persimmon industry
and role of government

Modernization of the persimmon industry
has contributed so much to the Sangjoo’s econ-
omy in several aspects. First, it has contributed
to an increase in the number of fresh persim-
mon and dried persimmon producers. The

Figure 3: Cluster of Sangjoo persimmon industry

Source: Lee, D. P. and others(2008)
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number of persimmon growers was 3,988 in
2007, whereas it was 3,076 in 2004. On the
other hand, the number of dried persimmon
producers increased to 1,570 in 2007 whereas
it was 1,000 in 2004. Second, the modern per-
simmon industry created new employment,
especially farm household members. Usually,
farmers harvest fresh persimmons from early
October to mid-November, and thereafter,
process them until end of the February of the
next year. During the three-month processing
period, about 150,000 man-days of employ-
ment, which is equivalent to 500 full-time
employment, are provided. Moreover, most of
the workers are farmer household members
whose ages are more than 50 years.

The policy of promoting value-chain agri-
cultural production played a critical role in
transforming the persimmon industry from a
raw material-oriented industry to a modern
value-added industry. Based on the govern-
ment’s Forestry and Mountain Area
Development Program, persimmons became a

target value-chain product in the Sangjoo area
by the central government in 1998. From the
central government, Sangjoo persimmon
growers received 2 billion won of subsidy
(USD 1.82 million) to develop infrastructure
for persimmon processing. With these funds,
persimmon growers established the processing
facilities, including automatic peeling machin-
ery, drying houses, low-temperature storage
houses and packaging facilities. After the suc-
cessful undertaking of the subsidized govern-
ment program, the central government sup-
ported additional subsidies to this city under
the name of the New Vitalization Program for
the Unfavorable Rural Area.

With additional subsidies, persimmon grow-
ers adopted the traceability and geographical
certification system and established a multi-
purpose persimmon processing and trading
complex. Moreover, the central government
designated several villages as specialized per-
simmon production areas.

Modernization of rural indigenous tradition-

Table 13: Profiles of rural industrial estates in Sangjoo city (as of Dec. 2008)

Source: Lee, D. P. and others (2009)
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al industries like persimmon production in the
Sangjoo area contributed a great deal to mobi-
lize rural entrepreneurship compared to the
policy program aiming to construct rural
industrial estates. In the Sanjoo area, there are
five rural industrial estates. Sixty-eight enter-
prises have moved into these estates, but only
sixty are under operation. Moreover, out of
853 employees, only 60 are farm household
members, whereas the majority of employees
are outside migrants or local non-farm house-
hold members. This means that rural industrial
estates do contribute to generate regional
employment and economic development, but
not much to increase farm households’ non-
farm employment and income.

Rural entrepreneurship was generated and
developed through supporting local indige-
nous industry by institutional building. Local
fresh persimmon producers were encouraged
to join the value-add processing activities by
many related institutions including the exten-
sion office, the persimmon experimental sta-
tion, the university and the agricultural cooper-
ative. With their support leaders of persimmon
growers established a self-organized federa-
tion. Because of this commodity-specific self-
organization, farmers can share their technolo-
gy and market information. Even more, they
can have bargaining power with local govern-
ment and persimmon traders. Also, they could
actively participate in industry innovation such
as new product development and marketing
promotion.

6. Conclusion
Although Korea has accomplished success-

ful industrial development, it is far behind in
Rural industrial development compared with

Japan and Taiwan. Because of this, explosive
population growth has taken place in a few
large city areas, while the population has fall-
en drastically in many rural areas. A basic
question is raised: Why has rural industry not
been much developed in Korea, while Japan
and Taiwan have achieved successful rural
industrialization in the process of economic
development?

As implied by the two successful cases,
Punggi and Sangjoo, the initial conditions
should be considered as a basic factor, espe-
cially in unfavorable areas remote from big
cities. Korea inherited a very poor entrepre-
neurship in rural areas because of its long his-
tory of a strong central political system and
Confucianism. Moreover, the poor industrial
base was almost completely destroyed by the
Korean War.

Because the initial conditions of industrial-
ization were so poor, the Korean government
adopted a strong industrial policy toward the
strategic urban sector. As a result, very little
room was left in the government program for
the development of rural industries. It should
be noted, however, that, the Korean govern-
ment has made efforts to develop rural indus-
try since the end of the 1960s through the farm
Household Side Business Program, the
Agriculture and Fishery Development
Corporation Project, the Saemaul Factory
Program, and the Rural Industrial Estate
Program.

These efforts have partly contributed to
achieve the original policy objectives because
more than half of rural industrialization areas,
as counted based on administrative unit –
which was slightly more than 140 target areas
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including all counties and rural cities in the
early 1980s – were not much affected by gov-
ernment rural industrial development pro-
grams. This means that government rural
industrial policies bypassed the unfavorable
rural areas, and it had worked in the vicinity of
large cities and/or big industrial park areas.

Sometimes government efforts were howev-
er misdirected, and made things worse. First,
government efforts were made to provide
direct incentives to rural enterprises to create
individual successes, and preconditions for
industrial development in rural areas such as
transportation facilities, electrification, and a
credit market, were neglected. As a result, poor
infrastructure conditions prevailed until the
end of the 1970s, which created difficulties for
rural enterprises, as illustrated in the cases of
Punggi and Sangjoo.

Second, government support was directed to
transplanting urban enterprises to rural areas
and neglected the importance of rural entrepre-
neurs rooted in rural communities.
Government provided subsidies, preferential
loans, and tax exemptions or reductions in
order to attract urban enterprise to rural areas.
Transplanted enterprises, however, failed to
adapt to the new environment in rural areas.

Third, Government concern was only
directed at the physical dimension of rural
industry and ignored the importance of institu-
tional and entrepreneurial development. As
shown in the cases of two successful rural
areas, a marketing system, organized by vari-
ous forms of contracts to establish links in the
marketing chain, is essential for the success of
rural small industry. The marketing system
organized by subcontractors not only links the

marketing chain but also generates new entre-
preneurs. The subcontracting system is made
workable by personal ties and mutual credibil-
ity, and by the existence of many small enter-
prises and a subcontracting system to provide
rural employees with the chance to learn busi-
ness management and to become new entre-
preneurs through the process of patron-client
relationships with previous employers.

The Policy implications for rural industrial-
ization derived from this analysis is as follows.
First, government efforts should be made to
improve infrastructure, not to provide direct
incentives to rural enterprises for individual
successes. In this regard, government policy
programs aimed to establish rural industrial
estates was an appropriate approach to induce
enterprises to locate in rural areas. Second,
government policy should be directed to rural
entrepreneurs, and not to transplanting urban
entrepreneurs to rural sites, especially in unfa-
vorable locations for large-scale industrial
activities. Third, government should focus on
the development of institutions and entrepre-
neurship, not only on the physical side of
building rural industry.

How to promote the development of institu-
tions and entrepreneurs in rural areas is a crit-
ical question. Local government initiatives
with support from agriculture extension
offices, universities as well as agriculture
cooperatives is necessary, as shown in the
Sangjoo case, to develop high quality product
and a new market. Also a well a designed
entrepreneurship training program is effective
to formulate local entrepreneurs and enterpris-
es rooted in rural areas.
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