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(The “Middle-Income Country Trap” and Technological Catch-up:
The Case of the Machine Tools Industry in Korea)
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Summary : One of the biggest problems of Korean economy is polarization of
firms for export and domestic demand and that of conglomerates and SME's
achievement. One of the culprits lies weakness of intermediate industry such as
machine tool. Since intermediate industry is important path where export
performance affects domestic demand and whose actor usually is SMEs with
high spill over effect in labor market.

Especially, intermediate industry is vulnerable because of industrial policy
biased to backward linkage effect. However if a country fails to develop
intermediate industry above some critical point, that country would fall in
low—tech equilibrium without growth. In case of benign circle where final goods
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industry growth leads growth of intermediate industry and again it leads that of
final goods industry, it can reach high-tech equilibrium. By contrast, in opposite
case where in industrialization latecomer fails to link industries likewise above
some critical point that country would fall in low-tech equilibrium without growth.

Moreover, for several reasons, machine tool firms of Korea have difficulty in
catching up technology above critical point. Firstly. Conglomerate demander
neglects their product. Secondly, even after success of development overcoming
difficulties they fail to get market share for response of dumping of foreign
competitors. And the last one is patent litigation of foreign competitors that
incapacitate the technology development. For these, Korean machine tool firms
fell in ‘middle-income country trap’ itself, since they stuck in some extent when
they technologically catch up.

Consequently, for latecomer country in machine tool industry to leapfrog
meaningfully policy support is necessary. Weak intermediate industry does not
induce domestic firms and remained fragile. Therefore, localization policy should
reflect condition of technological catch up more than before, in order to be
effective and fruitful. There should be turning point over relationship between
conglomerates, major demander of machine tool and SME'’s, for only with active

purchasing of conglomerate Korean machine industry can grow.

Keywords : Machine Tools Industry, Catch-up, Technological Regimes,
Middle-Income Country Trap, Low-Tech Equilibrium
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