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Middle-Income Trap

The “phenomenon where a country’s 

economy stagnates after graduating to 

middle-income status” (Tran 2013). 

Inability to move from a low-cost to a 

high-value economy due to:

• Economic trap: Sustaining technical 

and productive change

• Financial trap: Sustaining 

macroeconomic and financial stability

• Institutional trap: governance and 

institutional quality

• Sustainability trap: Pursuit of green 

and energy transformation (Alonso, et 

al., 2014)

World Bank Income Threshold based on 

Atlas Method (per capita GNI) as of 2016

Lower 
Income

Lower 
Middle 
Income

Upper 
Middle 
Income

Upper 
Income

USD 1,045-4,125

(51)

USD 4,126-12,736

(53)

USD 1,045 or less

(31)

USD 12,736 or more

OECD (32); Non-OECD (48)



Declining aid to MICs

Source: Alonso, et. al, 2014, p. 3



Why aid middle-income countries (MICs)?

• Address gaps:

– Persistence of poverty, infrastructure deficit

• Efficiency and value for money

– More stable institutions

• Address middle-income trap

– Productivity change and capacity development

• MICs are recipients and partners in development 
cooperation



Research question

• How can middle-income countries maximize 
development outcomes from foreign aid (and thus 
contribute to addressing so called middle-income 
trap)?

• Valuable lessons from Japan and South Korea

• 2 World Bank-funded agriculture-related projects 
(Japan) and 1 Japan-funded investment project (S. 
Korea)



Main argument

The catalytic role of aid to MICs is optimized (1) when oriented to 
addressing ‘traps’ and ‘gaps’ and (2) when such programs are 
effectively ‘owned’ by recipient and ‘aligned’ with national 
productivity growth

• These require:

– Effective negotiating skills

– Capacity to internalize foreign knowledge/technology

– Capacity for scaling up projects beyond pilot stage

• These are contingent upon:

– Administrative and social capacity



Foreign assistance to Japan and South Korea (in million USD)

Program, fiscal year Source Japan South Korea

GARIOA, 1945-49 United States 1,577.5 502.1

EROA, 1949-51 United States 285.5 -

ECA, 1949-53 United States - 109.2

CRIK, 1950-56 United States, United Nations - 457.4

UNKRA, 1951-60 United States, United Nations - 122.1

PL480, 1956-71 United States - 795.7

ICA, 1953-79 United States - 2,438.0

Concessional Loans

Japan, 1953-1970

Korea, 1962-2001

World Bank 862.9

15,707.47

Export Credit

Japan, 1956-1970

Korea

U.S. EXIM Bank* 942.0

Not available, 

currently being 

compiled

Other bilateral loans:

from Japan

from other DAC

NA

NA

123

Not available



Summary of findings: Japan



Financial assistance to Japan

United States, 1945-1952

• US$ 1.8 billion

• Humanitarian relief

• Budget support

• Education, technical assistance
– Scholarships for Japanese 

students to study in the U.S.

– Exchange of visits of US 
consultants and Japanese 
experts

– Organizational skills

World Bank, 1953-1966

• Total borrowings: US$ 862.9 
million for 31 projects

• (9) Infrastructure: Expressways, 
new Tokaido (Shinkansen) line  

• (19) Investments: Steel, power, 
ship engine plants

• (2) Agriculture: Land Reclamation; 
Aichi Water Canal

• (1) Non-project: Budget support; 
Two-step loans



Two cases of WB projects in Japan
Name of Project Actual

Amount

Lead Agency Aim Coverage 

Mechanical 

(agricultural) 

Land 

Reclamation

(1956)

US$ 2.463 

million

Hokkaido 

Development 

Authority

Increase agricultural 

productivity

Conversion of Shinotsu,

Konsen, and Kamikita

Peatlands to rice, dairy, and 

mix farms, respectively.

Aichi Water

Canal Project

(1957)

US$ 7 

million

Aichi Canal 

Public 

Corporation

Develop irrigation 

(agricultural productivity), 

provide industrial and 

residential water supply,

and generate additional 

energy from hydroelectric 

power (industrial 

productivity)

Chita Peninsula (South of 

Aichi Prefecture)



Project Sites in Japan

Source: Fujikura (2012)



Konsen Pilot Farm

• Local design (Ministry of Agriculture and Fisheries, local government of Hokkaido)

• 2 Processes: reclamation and inviting farmers to cultivate the land

• Provided to each farmer who settled:

– 18.8 hectares of reclaimed land

– 10 cattle to raise

– 611,000 yen subsidy

– Financing of up to 2.5 million yen

• Outcome:

– Milk production in 1960: 12.2 tons

– By 1973: 119.7 tons

– 1983: 273.8 tons



Valuable lessons

Land reclamation

• Ownership: Conversion to rice paddy 
fields instead of dairy farm

• Knowledge transfer: Basic operation of 
imported machines

• Internalization: Redesigning of imported 
bulldozers to work in swamps; translation 
of English manuals to Japanese; initiated 
trainings; breeding ground for new ideas

• Scaling up: Project became a breeding 
ground for new ideas which were 
adopted in other areas 

Aichi water canal project

• Ownership: local design

• Knowledge transfer: Rock-fill 
dam construction, concept of 
consultancy

• Internalization and scaling up: 
use of rock-fill dams technology 
in the construction of other 
dams; dissemination of 
construction practices through 
Japanese engineers



Summary of findings: South Korea



Foreign Aid to South Korea, 1960-1993

Source: KOICA



U.S. and World Bank Assistance to South Korea

United States, 1945-1975

• Total: US$ 4.42 billion
– GARIOA: US$ 502.1 million

– ECA (agency that administered the Marshall 
Plan): US$ 109.2 million

– ICA (later, USAID): US$ 2.44 billion

• Three waves (Suh and Kim, 2014)
– 1945-49: Relief and basic necessities

– 1950-53:  Military aid and emergency relief

– From 1953: Technical assistance, 
concessional loans

• Between 1948 and 1961: 66% of loan 
was spent for administrative capacity, 
development and education (Suh and 
Kim, 2014)

World Bank, 1962-2001 

• Total: US$ 15,701.47 

million for 128 projects 

• Spent mainly for:

– Infrastructure projects

– Investment projects

– Two-step loans

– Structural adjustment loan



The Case of Pohang Iron and Steel (POSCO)

• POSCO is Korea’s biggest steel manufacturer

• First integrated steel mill was completed in 1973 using Japanese technology and 
reparations payments

– Export-oriented

• WB and the US rejected the project

• Third South Korea-Japan Ministerial Meeting of 1969:

– US$ 107 million in grants (reparations) and low-interest loans (Rhyu and 
Lew 2011)

– US$ 54 million credit from Export-Import Bank of Japan (now, part of 
JBIC)

– Technical assistance from Nippon Steel and Nihon Kohan conglomerates

• Initial steel production was 1.03 million ton

• May 1983 – 9.1 million tons of steel; 1992 – 21.1 million

• 2000 – second largest steel producer after Nippon Steel



Why Japan agreed to provide funding?

• Political: Contributing to regional security

– As Japan’s share in South Korea’s burden of 
fighting communism

– Japan’s commitment to burden sharing

• Commercial

– Steelmakers in Japan -- An opportunity to increase 
plant exports to Korea

– Inroad to South Korean economy



South Korea’s Experience

• Leadership of Park provided the vision and goal

• Ability to use bargaining leverage in negotiations with a 
donor

• Ownership and Alignment

– Aligned with national industrialization plan

– Political and commercial value of steel production

• Internalization

– Learning from and harnessing Japanese technology



From infant to successful industry: Scaling up

• Profitability

• Continuous innovation and research to improve 
production and efficiency

• Underwent four (4) phases of expansion

– Kwangyang Steel Mill

• Enactment of Steel Industry Promotion Act of 1970

– Includes future Korean steelmakers other than POSCO

– State support based on performance



Conclusion

• Sequencing of aid program matters!

– Heavy investment in education and administrative capacity 
before economic transition

• Internalization, negotiating skill, scaling up are contingent upon 
firm educational background and administrative capacity

• Role of civil society and government in scaling up projects

• The amount of aid matters! So is geo-economic/strategic interests 
of donor

• Donor coordination amidst rise of new aid providers now an 
imperative



Terms

• GARIOA Government Aid and Relief in 
Occupied Areas

• EROA Economic Rehabilitation in Occupied 
Areas

• ICA International Cooperation Agency

• UNKRA United Nations Korean Reconstruction 
Agency



Thank You!


