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When I was born, in 1960, my home country of South Korea (here-

after often just Korea) was one of the poorest in the world. Its per 

capita gross domestic product (GDP) was lower than that of Nigeria 

and near that of Ghana. This is not surprising, as Korea shared many 

similar initial conditions with typical African countries. Korea had 

been subjected to foreign colonial rule for over four decades and had 

gone through a three-year civil war. The country was also suffering 

from food shortages and had been relying on food aid from the United 

States since the end of World War II despite more than 85% of South 

Korean GDP coming from agriculture.

Over the course of my life, I have directly witnessed Korea’s 

rapid economic catch-up. In the 1960s, Koreans were extremely poor. 

I wore rubber shoes as a child and ate just one piece of cornbread, 

provided as a part of US food aid, each day for lunch during elemen-

tary school. To provide my siblings and me with better educations, 

my parents decided to move from a small southern city to the cap-

ital city of Seoul in 1968. Indeed, my family was a part of the mass 

urban migration wave in South Korea. While I was attending high 

school in the late 1970s, my father bought a used car despite my 

mother’s  concerns that we couldn’t afford it. I entered university 

as a first-year student in 1979; this was also the year that former 

 dictator-modernizer President Park Chung-Hee was shot and killed 

suddenly by a member of his inner circle. A resulting emergency 

military decree closed all colleges for over a year in response to pro-

democracy demonstrations. However, around 1980, South Korea’s 

per capita GDP in purchasing power parity (PPP) terms reached 20% 

of the US level, which corresponds with the lower bound of an upper 

middle-income country. Fifteen years after that, it reached 40% of the 

US level, enabling South Korea to join the Organisation for Economic 
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Co-operation and Development (OECD) as a high-income economy. 

In the 2020s, South Korea’s per capita GDP in PPP terms surpassed 

that of Japan and reached over 70% of that of the United States.

My life experiences in South Korea over the past sixty years 

have also provided me with insights into the meaning of economic 

development for latecomers. I have always felt that what I have wit-

nessed in Korea does not correspond with what is taught about devel-

opment by conventional economics. Economic development in any 

country is a long, winding journey; any controlled experiment last-

ing just a couple of months is too short and narrow to reflect the 

uncertainty and variability of economic development. In this book, 

I have attempted to conceptualize the Korean experience and com-

pare stylized facts with the experiences of other developing coun-

tries. South Korea pursued an export-oriented growth strategy. Its 

success provides a counterexample to so-called dependency theory, 

which asserts that if a country opens its markets to global forces, 

it will never develop because all of its surplus will be exploited and 

sent abroad. This dismal prediction of “development of underdevel-

opment” was popular in Korea, as well as in Latin America, where 

it originated, when I was in college during the 1970s and 1980s. 

Moreover, South Korea’s success also went against the tenets of the 

so-called Washington Consensus, as its process of opening up and lib-

eralization did not happen all at once but rather very gradually, with 

the government continuing to protect domestic markets and remain-

ing involved in industrial policy. South Korea’s success was an excep-

tion, in that many countries before had opened up but had failed to 

achieve as successful a catch-up as South Korea. Indeed, many coun-

tries suffered from the liberalization trap and became stuck in the 

middle-income trap, unable to advance beyond the middle-income 

stage and close the gap with the United States.

Neither a closed nor an open economy guarantees rapid catch-

up. Opening an economy is necessary for local economies and enti-

ties to benefit from foreign capital and learn from foreign companies, 

eventually generating domestically owned sources of innovation 
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and developing capabilities beyond foreign direct investment (FDI)-

linked companies. Managing such global–local interfaces is one of 

the key challenges that decides the long-term fate of an emerging 

economy; it is also one of the first key themes dealt with in this 

book. That is, in this book’s discussion of the development detour, 

I demonstrate that latecomer economies should generate a critical 

mass of domestically owned companies by opening their economies 

and obtaining knowledge and technologies from foreign firms before 

globalizing their own firms during the final stage of development. 

This book also addresses the experiences of many countries beyond 

South Korea to provide robust empirical evidence demonstrating that 

opening should be managed by public policies so as to provide local 

firms with opportunities to build up their own capabilities.

The second detour involves the coevolution of firms with sur-

rounding institutions and innovation systems. This second detour 

first generates growth-leading big businesses and then, at a later stage, 

small- and medium-sized enterprises (SMEs) and startups. Detouring 

from big businesses to SMEs is needed, because having thousands 

of SMEs does not enable a middle-income economy to overcome 

entry barriers and break into high-end segments and sectors. Once 

a country possesses a necessary mass of innovative big businesses, 

these businesses will become flagship companies that contract with 

SME suppliers as part of their supplier network while also generat-

ing spinoffs and viable startups. It can take decades to build up a 

sound institutional or investment climate that can nurture startups. 

It takes less time, however, to concentrate resources and competen-

cies among a few firms so that they may grow into leading flagship 

companies. South Korea and Taiwan became high-income economies 

not by having thousands of SMEs but rather by growing a few large 

firms, such as Samsung and Taiwan Semiconductor Manufacturing 

Company (TSMC), which incorporated many small suppliers into 

their networks.

The third detour involves governmental intervention. 

Although this detour ends with the government playing a minimal 

https://doi.org/10.1017/9781009456234.001 Published online by Cambridge University Press

https://doi.org/10.1017/9781009456234.001


xiv Preface

role during the final stage of development, I make the provocative 

assertion that the role of government should not decrease in a linear 

fashion over the course of development but rather should increase 

at the upper middle-income stage, with the scope of government 

intervention forming an inverted U-shaped curve. Specialization 

according to a country’s comparative advantages at the low-income 

stage does not necessitate considerable direct government interven-

tion. However, for a country to enter high value-added sectors and 

catch up with leading countries in global markets, governments may 

need to undertake more direct forms of intervention, such as pursu-

ing public–private joint research and development (R&D) initiatives. 

Such interventions become necessary because firms at this stage face 

increased difficulties in terms of entry barriers and intellectual prop-

erty disputes. Technology transfers become more difficult the closer 

a country gets to frontier technologies, and more high-end sectors in 

the global market tend to be oligopolistic or monopolistic in nature 

and heavily dominated by incumbents.

South Korea is an exemplary case of a country that took a 

detour to development. Indeed, during its rapid catch-up period, 

which lasted until the mid-1990s, South Korea pursued a selective 

opening and promoted big businesses rather than SMEs, nurturing 

domestic value added rather than simply joining global value chains 

(GVCs). South Korea maintained a relatively closed posture and pro-

tected its markets; however, it is now one of the most open markets 

in the world and the only country that holds free-trade agreements 

(FTAs) with the United States, the European Union (EU), China, and 

India.

In summary, the overarching argument of this book is that there 

exist multiple pathways that latecomers can take to achieve catch-up 

and close the income gap with incumbent countries. For latecomer 

countries, one crucial question is whether to follow the trajectories of 

present-day rich countries or to seek out different and new trajectories 

(Lee 2019). Although this is a fundamental question, scholars offering 

mainstream prescriptions have not sufficiently explored it. Instead, 
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they have suggested that latecomers should follow the trajectories of 

forerunners or, at the least, attempt to emulate them as soon as pos-

sible. The linear perspective also asserts that latecomers should fol-

low the path of structural transformation taken by the current mature 

economies, focusing first on the primary sector, then manufacturing, 

and finally services. Another line of scholarship within the linear view 

bases its policy suggestions on the concept of economic complexity, 

suggesting – without consideration for entry barriers – that latecomers 

should attempt to move into product spaces dominated by advanced 

economies. This book proposes an effective alternative to prevailing 

development thinking by focusing on nonlinearity and the multi-

plicity in pathways for the economic development of latecomers. It 

explores the possibility that latecomer economic catch-up is possible 

not only by relying on manufacturing sectors but also on IT services, 

as in the case of India, or resource-based sectors, as in the cases of 

Chile (wine, salmon, fruits, and wood products) and Malaysia (palm 

oil, rubber products, and petroleum products).

Given that innovation is considered to be both a bottleneck 

for continued growth beyond the middle-income stage and the solu-

tion to the middle-income trap, this book explores economic devel-

opment detours pursued by latecomers that rely on the power of 

innovation. Therefore, the title of this book employs the term “inno-

vation–development detours.” It seeks to offer new insights regard-

ing detours to economic growth that have become more viable in 

the age of de-globalization, with a focus on global–local interfaces, 

nonmanufacturing industries, and the coevolution of firms and sur-

rounding systems.

Regarding the book’s theoretical framework, I apply a 

Schumpeterian approach, adopting the framework of innovation sys-

tems, which have been theorized at the national, sectoral, regional, 

and firm levels. Thus, I am greatly indebted to intellectual pioneers 

in this field, including Richard Nelson and Bengt-Åke Lundvall, 

who jointly developed the intellectual network of Globelics and the 

Catch-Up Project.
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The manuscript has also benefitted from academic interac-

tion with, and learning from, many scholars, including Eduardo 

Albuquerque, Antonio Andreoni, Daniel Benoliel, Mehmet Bilgin, 

Philip Boeing, Ron Boschma, Dan Breznitz, Jose Cassiolato, Ha-Joon 

Chang, Jin Chen, Javier Diez, Joao Ferraz, Manuel Gonzalo, Mike 

Gregory, Alenka Guzman, Bronwyn Hall, Bert Hofman, Patarapong 

Intarakumnerd, KJ Joseph, Erika Kraemer-Mbula, Hyeogug Kwon, 

William Lazonick, Sebastien Lechevalier, Jeong-dong Lee, Justin 

Lin, Franco Malerba, William Maloney, Sunil Mani, John Mathews, 

Mariana Mazzucato, Dirk Meissner, Celestin Monga, Jose Ocampo, 

Arkebe Oqubay, Donghyun Park, Sangwook Park, Eva Paus, 

Carlota Perez, Tiago Porto, Annalisa Primi, Slavo Radosevic, Dani 

Rodrik, Clement Ruiz, Jang-sup Shin, Lakhwinder Singh, Jaeyong 

Song, Barbara Stallings, Marina Szapiro, Elizabeth Thurbon, Fiona 

Tregenna, Marco Vivarelli, Nicholas Vonortas, Wing Woo, Xiaobo 

Wu, and Henry Yeung. I must also thank the scholars who engaged 

with my ideas and provided feedback. Specifically, several (sub) sec-

tions of some chapters of the book rely on earlier articles copublished 

with fellow colleagues, including Qu Di, Buru Im, Si Hyung Joo, 

Jinhee Kim, Amir Lebdioui, Hyuntai Lee, Jongho Lee, Juneyoung Lee, 

Zhuqing Mao, Chul Oh, Carlo Pietrobelli, and Chan-yuan Wong. I 

also must thank Max Balhorn for editing the manuscript, as well as 

Raeyoon Kang, Joonyup Kim, and Damhee Shin for their research 

assistance.

The research that made this book possible was completed with 

financial support from the Laboratory Program for Korean Studies 

through the Ministry of Education of the Republic of Korea and the 

Korean Studies Promotion Service of the Academy of Korean Studies 

(AKS-2018LAB-1250001). In addition, I must thank the CIFAR for its 

financial support and its Innovation, Equity, and Prosperity Program, 

as well as the Korea Marine Transport Company and Auroral World. 

Finally. My thanks also go out to the team at Cambridge University 

Press, and Phil Good in particular, for their continued help during 

every stage of publication.
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