Evolution of Aid-depending Economy and
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This paper investigates features of the Korean economy in the 1950s on the
presupposition that the 1950’ s economy is closely related the 1960' s economy.
This paper andyzes two problemsfor this purpose. First, it anayzes the effects
that aid had on the Korean economy. The proportion of aid given to Koreain
terms of total imports was 73 percent, and imported goods financed by thisaid
consisted mainly of fina consumer goods, raw materials and intermediate
goods used in the consumer goods industry. This is why the consumer goods
industry experienced such rapid growth in the 1950s. In addition, a counterpart
fund that accounted for 43 percent of government revenue was used as post-
war reconstruction aid, including treasury loans and investment funds. As
such, aid was very important in the 1950s K orean economy.

Second, it analyzes how the Korean government responded when its aid-
dependent economy fell in crisis. Decreasing aid brought about a decrease in
imports and government revenue, which resulted in an economic crisis. The
Korean government began to search for ways to build a self-sustaining econo-
my in order to overcome this crisis. Of course, these efforts did not succeed in
the 1950s, but they did have an effect on the military government.
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|. Introduction

Compared to the economic outcome of the Park Chung-hee government, the
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economic outcome of the 1950s is trividl. In fact, the economic outcome of the
Park government is twice that of the 1950s, which is measured as the average
annual growth rate from 1953, the year national income is first recorded, to
1960. This growth rate was only 3.7 percent while the average annua growth
rate from the inauguration of the Park government to 1979 was 8.6 percent
(NSO 1998:117). Accordingly, the policy and indtitution studies of the 1950s
generally tend to focus on the differences with the 1960s (Kim Kwang-suk and
Westpha 1976; Krueger 1981; Amsden 1989; Haggard, Kim and Moon 1991;
Cho 1997; Kim Nak-nyeon 1999; Lee Sang-cheol 2005). Most scholars agree
that there exist many differences between the two periods. Nevertheless, it is
also true that a continuation can be found in the two periods. This paper aimsto
analyze the background of the economic base shared by the two periods.

A sdf-sustaining economy was the basic principle of the economic policies
of the two periods. According to the three year economic development plan
(heredfter, the three year plan) drafted by the Rhee Syngman government, “the
purpose of the plan isto creete afoundation of salf-sustainability asthefirst step
in achieving the long term challenge of establishing a salf-sustaining economic
system” (MOR 1960:12). The firdt five year economic development plan (here-
after, the first plan) by the military government aso claims that its purpose was
to construct a foundation for realizing a self-sustaining economy (EPB
1962:15).* According to a dictionary, sdlf-sustaining economy is an economy
that could run by itsdlf. It does not imply a reduction-oriented or protectionist
economy. The growth rate set by the three year plan was 5.2 percent, while the
first plan aimed for 7.1 percent (MOR 1960:19-20; EPB 1962:19).2 In addition,
to achieve the target growth rates, the two plans did not pursue an autarky ecor-
omy which would maximize self-sustainability and minimize trade dependence.
Instead, they sought an open economic system with an emphasis on close rela
tions with the international economy under the understanding that the expansion
of exports was hecessary to finance the increase of imports needed for increased
production (MOR 1960:19-20).2 Therefore, a salf-sustaining economy in these

1. The am to redize a sdlf-sustaining economy is found in al 4 plans implemented by the Park
government (EPB 1962:15).

2. The three year plan targeted 2.8 percent for an annua average growth rate for national income
per capita not only to increase the gross output but also to improve the national standard of liv-
ing (MOR 1960: 587).

3. The once popular ‘National Economy theory’ for self-reliant and self-sustaining economy
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two periods meant improving the international balance of payments. In other
words, raising the investment capital needed to expand domestic production, and
decreasing the gap between exports and imports.

It isawell known fact that foreign aid played an important role in maintain-
ing the balance (the gap between investment and savings) at times when domes-
tic savings were at their lowest due to the low levd of national income, and
when demand for investment was quite high due to the construction of key
industries after the destruction caused by the Korean War. In economic policy,
thereisasgnificant difference in accepting foreign savings as ad or taking out a
loan. What many scholars pointed out in distinguishing the 1950s from the
1960s can be explained as these different types of foreign capital. Cole and
Lyman (1971:170) write that a low exchange rate policy that increases the gap
between the supply and demand of foreign currency, and alow interest rate poli-
cy which increases the gap between the demand and supply of funds, work only
in a period of aid maximization and not in a period when exports are
maximized.* Therefore, the policies and strategies to create a self-sustaining
economy differ as the economic environment differs. However, thisis not to say
that there is no similarity between the two different periods.® Based on this
understanding, this paper attempts to analyze how the Rhee government
responded to the conditions of South Korea's aid-dependent economy in the
1950s as it recognized the limits of foreign aid from the real and financia

emphasized that “as for the reproduction of national economy, trade dependency must be mini-
mized while maximizing self-sufficient part to a point where trade does not become an impor-
tant factor in the reproduction of national economy” (Park Hyeon-chae 1981:295).
Nevertheless, the policymakers of this time think that they did not equate self-sustaining econo-
my with autarky economy.

4. This argument became the widely accepted view in mainstream economics. Kim Kwang-suk
and Westphal (1976) and Krueger (1981) are prime examples of research on the 1950s and
1960s South Korean economy from this point of view. However, recent research tends to focus
on how different industrialization strategies influence private businesses from an indtitutionalist
perspective (Choi Sang-oh 2003; Lee Sang-cheol 2004).

5. Park Tae-gyun (2007) is aleading scholar in research that focuses on the Similarities, rather than
the differences, of the economies of the two periods. However, unlike this paper, he focuses on
the ideas and thoughts of people who created economic policies after being influenced by intel-
lectuals who studied abroad in the 1950s and who were exposed to developmentalist theories
and experiences of economic development in other Asian countries, in addition to the internal
factors like traditional concept of the public, colonia education, and colonia economic systems
dependent on imperialism. Although the experiences and history of policymakers are indeed
important, it iswidely accepted that the economic redity of the period had abigger impact.
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aspects.

This paper consigts of three parts. In the following section, the real aspects of
the South Korean economy in the 1950s will be considered. In detall, the tota
imports, including the foreign aid which defined the characteristics of the indus-
tria structure and reproductive structure after the Korean War, will be examined,
followed by an andlysis of the attempts to remedy the side effects resulting from
the process. In the third section, the financial aspectswill be examined. In partic-
ular, it will attempt to answer the following questions: What role did the status
and management of the counterpart fund—raised through the sdle of aid materi-
as—play in the South Korean economy, and what were the negative effects.
Lagtly, the fourth section will summarize the arguments and highlight the signifi-
cance of the analyses.

[1. The Growth of the Processing Industry and the Responses of
the Rhee Syngman Gover nment

The economic recongtruction of South Korea after the Korean War was fueled
by the inflows of raw materials, intermediary goods, and capital goods through
international trade. Therefore, this section will first examine the institutiona
aspect of the recovery process through internationa trade and identify the char-
acterigtics of the process. Afterwards, the specific goods imported in this period
and their impact on the industrial structure will be analyzed. Ladtly, the three
year economic development plan designed in the latter half of the 1950s in an
attempt to build a salf-sustaining economy will be examined, dong with its Sig-
nificance.

1. Recovery Through International Trade and Foreign Aid

During the colonia period, the Korean economy had an average annual growth
rate of 3.9 percent. This was possible due to an increase in trade dependency. In
fact, the degree of trade dependency during this period grew rapidly from 23
percent in 1915 to 63 percent in 1935 (Kim Nak-nyeon ed. 2006:361-362). This
demondtrates that internationa trade played an important role in the cycle of the
national economy in terms of the market and productive resources like raw
materials, intermediary goods, and capita goods. This general importance is
why restoring international trade, which was destroyed after liberation and the
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divison of the Korean peninsula, was a priority in the reconstruction of the
ruined economy.

In January 1946, the U.S. military government issued ordinance number
39—"Regulations of Foreign Trade’—to restore internationa trade. It Sipulated
the restoration of international trade under the tight control of the state. Such a
policy continued even after the establishment of the South Korean government.
According to the economic clause of the Founding Congtitution (legidated on
July 17, 1948), “international trade shall be under state control” (Article 87). The
second condtitutional amendment in November 1954, which revamped the eco-
nomic clause, dso maintained the policy of state-controlled internationa trade
with aminor addition saying “according to law.” ©

The state contral of internationa trade was carried out through the trade busi-
ness regigtration system (TBRS) and the license system for exports and imports
based on the trade plans.” The TBRS required all traders involved in internation-
a trade to regidter their records of export and import transactions at the Ministry
of Trade and Industry (Sanggongbu). The license system required dl traders to
seek gpprova from the date before any export or import transaction occurred.
Such controls changed drasticaly in September 1955. With the abolition of the
exiging license system, al trades that conformed to the export and import plan
announced by the Sanggongbu would be deemed approved, while exports were
to be supervised by the customs office and imports by the Bank of Korea
(BOK).® To support the new system, the trade management system was over-
hauled in 1955 from a podtive list system of the export plan to a negative list
system. The import plan still used the positive list system while the import quota
system—by products, regions, and amounts—was abolished in 1955.°

<Table 2.1> shows the internationa trade of South Korea in the 1950s. Two
distinctive characteristics gppear when compared to that of the 1960s. First, stag-

6. The fifth congtitutional amendment in December 1962 aso stipulates that “the state shall nur-
tureinternational trade and regulate and coordinateit” (Article 11).

7. Sanggongbu gosi je 44 ho (Ministry of Trade and Industry Notice No. 44). ‘ Daeoemuyeokja
deungnokj€’ (International Traders Regigtration System). February 1, 1950.

8. Sanggongbu gos je 224 ho (Ministry of Trade and Industry Notice No. 224). ‘ Suchuripjeolcha
gagjeongui geon’ (A Case Related to the Reform of the Procedures of Export/Import).
September 3, 1955.

9. Sanggongbu gos je 196 ho (Ministry of Trade and Industry Notice No. 196). ‘ 1954 nyeondo
habangi minganmuyeokheogabangchim mit suchuripgyeheok’ (Private Trade License
Guidelines and Export/Import Plan for the Latter Half of the 1954). December 28, 1954.
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Table2.1 Trade Structure and Import Sourcesin the 1950s (Unit: U.S. $1,000)
Export Import Balance Foreign Balance of
of Trade Currency InvisbleTrade
Gap
@ Generd Aid  Total(c) (a-b) (ca) Government
(b) Transaction

1952 27733 53630 160535 214165 -25897 186432 66261 62,035
1953 39585 153630 191,806 345436 -114,045 305851 120524 122,026
1954 24246 93926 149401 243327 -69,680 219081 45221 40507
1955 17966 108,628 232,787 341415 -90662 323449 56329 54,803
1956 24595 66,166 319897 386,063 -41571 361468 22293 20,164
1957 22202 68148 374026 442174 45946 419972 43483 41,204
1958 16451 67,190 310975 378165 -50,739 361,714 67,227 65499
1959 19162 80966 210,743 291,709 -61,804 272547 60213 64,145
1960 31,832 97,168 231,947 329,115 -65336 297283 62031 63,006
1. Theamount of aid is calculated by subtracting technological aid and administration costs from

total aid.
Source: KITA (1961); BOK (1962)

nation in exports is evident. Although exports in 1949 (before the Korean War)
amount to 7 million dollars (KITA 1972:240-241) and reach 40 million dollars
in 1953, the highest amount in the decade, the leve fluctuates showing acyclica
pattern of ups and downs. As a result, exports in proportion to GNP remained
low at 1 to 2 percent throughout the 1950s (NSO 1998:116). Compared to
Taiwan, which went through asimilar experience, the result of the 1950sis very
low.” Another fact that supports the hypothesis is that imports far exceed
exports. The import-export ratio (¢/a) in 1952 was 7.7 and increased to 19.9 in
1957 and 10.3 in 1960. As aresult, not only the balance of trade (a-b), but dso
the currency gap defined as the gap between imports and exports became far
greater than the exports.

10. If the export amount in 1930 is set to 100, the export index in 1960 for Taiwan is 146 whereas
for South Koreaiit is 37 (#iF14: 1994:192-193). The Korean War played acritical rolein such
adifference. For the South Korean government, it was much more important to reconstruct the
war damage than to focus on exporting. As a result, South Korea had no choice but to export
primary industry goods only (Choi Sang-oh 2003:143-153).
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How is this possible? Undergtlanding how the trade deficit and the currency
gap were maintained is at the core of reveding the characterigtics of the South
Korean economy in the 1950s. As <Table 2.1> indicates, the gaps are main-
tained by the balance of invisible trade and aid. Unlike the balance of trade with
chronic deficit, the balance of invisible trade is dwaysin surplus, an amount far
exceeding the trade deficit in total. The reason for the surplus balance of invisi-
ble trade is the surplus the South Korean government made from transactions
with the UN (U.S)) forcesin Korea (called government transactions).* However,
what is more important than the balance of invisible trade is foreign aid. Unlike
loans which one has to pay back in the future, aid not only has no obligation for
repayment but it dso plays an important role in countering the huge currency
gap, characteristic of the period. From the total funds for imports, aid made up
75 percent in 1952, 83 percent in 1956, and 71 percent in 1960. As such, the
average proportion of aid was 73 percent throughout the 1950s and played a
leading role in determining the range and contents of the economic reconstruc-
tion after the war. The reason that the South Korean economy in the 1950s was
caled an “ad-depending economy” is because of the fact that the reconstruction
was financed mainly by foreign aid.

2. The Growth of the Consumer Goods Processing Industry

According to a survey by Gongbocheo (Ministry of Information), the damage
incurred during the K orean War amounted to 410.59 hillion hwan which was 85
percent of the GNP in 1953 (MOI 1953:212-229; BOK 1968:14). Although this
survey underestimates the war damage by considering only the material assets
like socia overhead capital, houses, companies, €tc., it isa starting point for esti-
mating the degree of destruction caused by the war. The greatest amount of
damage (43 percent) occurred in the area of socia overhead capital such as
roads, railroads, ports, telecommunications, and eectric power. Next was res-
dentia housing, equaling 39 percent of the total damage. Lastly, the destruction
of business establishments directly related to production made up 16 percent of
the total damange, which was about half of the tota industria production facili-

11. A prime example of the government transactions is the dollar currency which the South
Korean government receives from the UN forces as payment to its Korean currency loan given
to the UN forces stationed in Korea. Other examples include the UN forces' foreign procure-
ment and public facilities fees. For adetailed discussion, see Choi Sang-oh (2000).
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ties before the war (KDB 1955:996-997).

The question of what direction the South Korean economy would take after
the Korean War is closdly related to the kinds of goods it would import. Not all
businesses depend on imported goods, including foreign aid. In 1960, 95 percent
of the total businesses were companies with 5 employees to 49 employees.
These companies managed to buy raw materias, intermediary goods, and capi-
tal goods and sl their products al in the domestic market. Nevertheless, the
value added produced by these companies was only 47 percent of the total, far
from leading the economic reconstruction (Lee Gyeong-ui 1987:328). In this
sensg, it could be said that the companies and types of industries that participat-
ed in international trade—buying imported goods and rapidly expanding their
productivity—were able to lead the economic growth in the 1950s.

<Table 2.2> illustrates the various kinds of goods imported in the 1950s.
Origindly, total imports were estimated by adding the total amount of aid to
genera imports. However, this presented a problem in that the exigting data did
not consider the details of project aid by product, but only by project base such
as education and hedlth. In addition, project aid is used in most public enterpris-
es like agriculture and natural resources development, restoration of electric
power, road, railroad, and seaport facilities2 Therefore, the total import amount
used in <Table 2.2> was cal culated by adding general imports to non-project aid
after evaluating that there would be no problem in considering only the non-pro-
ject ad to examine the impact imports had on the growth of private businesses.
Nevertheless, it isimportant to note that aid is a substantia portion (72 percent)
of the total import amount of that period.

<Table 2.2> indicates twenty major import items in the 1950s and their
amounts. As shown in the table, they make up 85 percent of total imports. The
first characterigtic found in the table is that there is a high demand for recon-
struction and construction of industrial establishments which were destroyed
during the Korean War. Thisis evident from the fact that the import of fuels, raw
materias, intermediary goods, and capita goods greatly exceeds the import of
final goods. Final consumer goodsin <Table 2.2> consists of food, textile goods,

12. In the case of economic aid in 1957, the amount of project aid totalled 109 million dollars.
Among this, the fund allocated to the development of agriculture and natural resources, recor+
struction of socia overhead capita, and state projects like building fertilizer plants was 91 mil-
lion dollars. The remaining 18 million dollars was invested in the recongtruction of private
businesses (MOF 1959:71-98).
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(Unit: U.S. $1,000, %)

1953-60
1953 1955 1957 1958 1960 Total
Totd Aid Totd Aid 191806 232,787 374026 310975 231947 2,021,582
Import Project Aid 7,962 110385 105161 69,119 50,530 519,623
Non-project Aid (@) 183844 122402 268865 241,856 181417 1,501,959
Generd Imports (b) 161,351 81,027 38,979 44841 84,898 593,275
Totd Imports (c=ath) 345195 203429 307,844 286697 266315  2,095234
Food Rice, Amount (d) 123269 357 2,692 13 49,001 159
Baley dic 19,502 6.8 574 02 221286 106
Four Amount 19,651 1444 660 46 - 24192
Subtotal Generd 71,299 1444 4,350 615 - 80,099
Aid 71,621 2,692 45,311 18,933 574 165,379
Totd () 142920 4,136 49,661 19,548 574 245478
ec 414 20 161 6.8 02 117
Raw Wheat Amount (f) 7,199 3982 24,329 33,886 19,807 126,465
Materi flc 21 20 79 118 74 6.0
ds  Cotton Amount (q) 9,120 22,039 28232 31,263 29,622 193,008
gc 26 108 9.2 109 111 9.2
Rubber Amount 3214 3,686 3,708 4,303 7153 37,350
Raw  Amount - 4,165 9,685 6,026 6,036 39,554
Sugar
Wool Amount 16 290 65 776 7535 14,985
MolassesAmount 851 1,339 2519 3,067 2,057 14,564
Subtotdl Generd 4,550 5735 4,048 6,651 18,456 61,277
Aid 15,850 29,766 64,490 72,670 53,754 364,649
Totd (h) 20,400 35,501 68,538 79,321 72,210 425,926
hc 59 175 23 217 271 203
Fuds Oil  Amount (i) 11,045 7215 20,357 24,667 22,005 137,139
ilc 32 35 6.6 86 83 6.5
Cod Amount 1,780 3211 2,900 10,569 2138 25,906
Subtotal Aids (j) 12,825 10,426 23,257 35,236 24,143 163,045
jlc 37 51 76 123 91 78
Interm Combed Amount 5373 10,066 10,585 9416 2,566 60,606
ediary Yan
Goods Rayon Amount (k) 9474 9,058 135580 13,630 10,127 93421
Yan kic 27 45 44 48 38 45
Other  Amount 5,467 9,156 2,197 4,380 8,768 42,002
Yans
Paper  Amount 5832 10,608 8,805 11,683 5816 68,973
Fertilizer Amount (1) 38,809 49,675 57,346 48,357 45,081 378,721
llc 112 244 186 169 169 18.1
Sted  Amount 4971 3,445 5975 4,940 7,580 39,856
Lumber Amount 6,391 5530 4,359 4,044 7,769 40,415
Subtotd General 34,524 41,916 10,946 14,708 25,626 188,045
Aid 41,793 55,622 91,901 81,742 62,081 536,039
Totd (m) 71,317 97,538 102,847 96450 87,707 724,084
m/c 21 479 334 336 329 34.6
Textiles Amount 18,552 5532 1,628 409 172 35,402
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Table2.2 Continued

1953 1955 1957 1958 1960 195360

Total

Find  Medicines Amount 4,227 5567 6,028 6,986 4,8% 44,466
Goods Machinery Amount (n) 19,645 15,137 14,152 18,332 23853 141,987

n'c 5.7 74 46 6.4 9.0 6.8
Subtotdl Generd 22934 15,298 9,286 9,450 13,619 115,880
Aid 19,490 10,938 12,670 16,277 15,300 105,975
Totd (0) 42,424 27,922 21,808 25,121 28919 221,855
olc 123 129 71 9.0 109 106

1. Theamount of aid is calculated by subtracting technological aid and administration costs from
total aid.
2. Thereason for the different figures for general importsin <Table 2.2> and <Table2.1> is
because <Table 2.2> excludes miscellaneous products when calculaing the figures by product.
3. Other yarnsinclude cotton yarn, nylon yarn, and spun yarn while textilesinclude cotton fabrics,
nylon fabrics, and clothing.
4. Products that fall under paper and machinery were totalled as one without distinction.
Source: KITA (1954:X 2-14; 1955:X| 3-15; 1956-1957: (Statistics) 8-19; 1959: (Statistics) 18-28;
1961; (Statistics) 59-68); BOK (1955:176-177; 1957:224-225; 1959:218-221; 1962 230-
231).

and medicines included in fina goods. This total makes up 16 percent of the
total imports. In particular, food imports in 1953 and 1957, a large portion of
consumer goods, are higher than usua due to the food shortages caused by poor
harvests in the previous years. Accordingly, it would be safe to expect that in
normal circumstances the proportion of imports on find consumer goods would
be very low on one hand, and the proportion of imports on intermediary goods
and capital goodswould be very high on the other. Such figures would show that
the South Korean economy aimed to increase the supply through the reconstruc-
tion and expansion of the domestic production establishment, instead of meeting
household demand through imports.

The second characteridtic is that despite the strong finadl demand by house-
holds and businesses, the import substitution industrialization in this period con-
centrated on the consumer goods industry which mainly aimed to meet the final
demand of households. As shown in <Table 2.2> raw materias (20 percent of
the total imports) consist of food ingredients such as wheat, raw sugar and
molasses, and textile materials such as wool and cotton. In particular, cotton, a
raw material for the cotton mill industry, isthe third largest import (9.2 percent)
following fertilizer, rice and barley. As for the import of intermediary goods,
most items are related to the consumer goods industry like rayon yarn and
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combed yarn. They make up 9.4 percent of total imports. Aside from importing
raw materials and intermediary goods related to the consumer goods industry,
the import of machinery aso shows that South Korea intended to develop its
economy centered on the consumer goods industry.®* 7 percent of the total
imports is in machineries, and 24 percent of the tota machineries consigts of
spinning machineries and parts. In the case of aid, construction materias needed
for the reconstruction of industries were imported through the project aid. In
1957, among the funds invested for the reconstruction of private businesses, 326
million dollars (18 percent) was allocated to the textile industry (MOF 1959:71-
98).

More importantly, these import characteristics are directly reflected in the
indusgtrid structure. The magjor share of textile and food industries in value add
within the manufacturing industry is self evident as it amounts to 62 percent in
1953, 66 percent in 1957, and 59 percent in 1960. The percentage of the con-
sumer goods industry including these two indugtries is 83 percent in 1953, 83
percent in 1957, and 80 percent in 1960 (BOK 1968:82-85). While Cole and
Lyman (1971:158) describe the indugtrid structure of the South Korean econo-
my in the 1950s to be a consumer goods industry dependent on aid, the econom-
ic recongtruction by the aid fund eventually resulted in the growth of the con-
sumer goods processing industry only.

3. Crissof Accumulation Structure and the Government’s Response

The South Korean economy, centered on the processing industry dependent on
aid (imports), faced a criss as it headed into the latter half of the 1950s. Mogt
importantly, the U.S. aid policy changed toward the reduction of grant-in aid and
increases in loans. As a result, aid to South Korea, which was the mgjor source
of imports, declined. As shown in <Table 2.1>, aid reached its peak in 1957 with
374 million dollars and began to decline to 232 million daollars in 1960. As the
industrid structure was centered on the processing industry, the situation would

13. South Kored s economic reconstruction centering on the consumer goods industry was largely
due to foreign economic policy by the U.S,, the aid grantor, rather than the intensions of the
Rhee government. Contrary to the Rhee government s goa of economic recongtruction, the
foreign economic policy of the Eisenhower administration emphasized military first economic
stability more than economic development. Asaresult, mainly raw materials and capital goods
were sent to South Koreafor the reconstruction of the consumer goods industry (2= Jt. 1996).
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lead to arecession in the manufacturing industry and a decline in the economic
growth rate unless new sources of imports were found. The economic growth
rate which was 6 percent in 1954 increased to 8.8 percent in 1957, however it
reversed its course and declined to 5.5 percent in 1958 and 2.3 percent in 1960
(BOK 1968:16-17).

Such adownturn in the economic growth rate arises from acrisis of accumu-
lation in the Structure of an aid-depending economy. Therefore, to remedy this
problem, it is naturd that the South K orean government decided to become sdlf-
sufficient, or attempt to change the existing policies and ingtitutions to credate a
sef-sustaining economy. The three year plan drafted in 1958 is a prime example
of such efforts. A sdf-sustaining economy with an aim to reach a certain stan-
dard of living can be redized only when the economy is capable of supplying
foreign currency to pay for the imports needed for domestic production and cor-
sumption on its own. In other words, a self-sustaining economy is determined by
how the foreign exchange gap, defined by the difference between exports and
imports, is managed. In the 1950s when South Korea had a processing industry
centered industria structure, the solution was to increase exports and carry out
import substitution industrialization to minimize the spending of foreign curren-
cy.

<Table 2.3> shows the mgor figures of the three year plan. First, considering
the past GNP trend, the plan set a 5.2 percent economic growth rate. To achieve
this target, it planned for rapid growth centered on the manufacturing (sec-
ondary) industry. A total of 63.93 billion hwan was assigned to the investment
fund for the three years, dlocated modtly to the tertiary industry (51 percent)
which required the largest investment. However, the secondary industry grew
the fastest. Looking at the manufacturing industry, the industries that received
the most investment from the Rhee government were cement, fertilizer, sted,
soda ash, and pulp (MOR 1959:52-59). Despite high domestic demand, the lev-
els of production in these industries were terribly low, creating high demand for
imports. In the case of fertilizer, the expected domestic consumption was
980,000 tons or 65.3 million dollars in 1957. However, the expected domestic
production in the same year was only 20,000 tons or 900,000 dollars. What this
means is that the government planned to import the difference of 64.4 million
dollars (MOR 1955:77-78). Accordingly, the industries that the Rhee govern-
ment invested heavily in during this period were import subgtitution industries.
The reason for this was to reduce the spending of foreign currency to improve
the international balance of payments. A decrease in imports during the three
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Table2.3 Magjor Contents of the Three Year Plan
(Unit: billion hwan)

Basic Year 1960 1961 Target Year  Average
(1958) Annual
Growth
Rate (%)
GNP 1,099.6 12139 1,278.2 1,3485 52
Primary Industry 4456 480.1 4983 517.0 38
Secondary Industry 196.6 2429 269.9 300.6 12
Tertiary Industry 4574 4909 5100 530.9 38
Gross Domestic Capita 1480 184.6 2121 2426 13.2(100)
Formation
Primary Industry 299 31 381 431 9.6 (18)
Secondary Industry 357 524 65.8 78.0 21.6(31)
Tertiary Industry 824 9.1 108.2 1215 10.2 (52)
Export (U.S. $1,000) 16,666 37,690 53,920 63,590 398
Import (U.S. $1,000) 376,892 344,848 343,318 345,521 21
KFX 47412 72,430 78,545 88,000 16.7
Aid 329,480 262,918 238433 217,311 -99
DLF, Private Capitds - 9,500 26,340 40,210 105.7

1. GNP and Gross Domestic Capital Formation are based on the 1955 congtant price.
2. Secondary Industry includes mining, manufacturing, and construction.

3. Thefiguresfor Gross Domestic Capital Formation in parentheses indicate the proportion of each
industry

Source: MOR (1960:418-419, 606-607, 618-619).

years (see <Table 2.3>) is expected on account of the decreased demand for
imports resulting from import subgtitution industriaization. On the other hand,
setting the annual export growth rate during the three year plan to 40 percent
reflects the government’s desire to raise its foreign currency to the level of
import demand needed for economic growth. For the Rhee government—seek-
ing economic growth with low development in the producer goods industry—
the aim for a salf-sustaining economy rested on being able to raise funds to
maintain the high demand for imports. As shown in <Table 2.3>, the rapid
growth of exports was not enough to maintain the import demand and South
Korea was forced to depend on foreign resources including aid. Nevertheless,
what is significant about the three year plan isthat it reflected the change of U.S.
aid palicy; expecting it to decrease, and actively introducing Development Loan
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Fund (DLF) and foreign direct investment (private capitals).

In the end, the three year plan was never implemented. It istrue that the Rhee
government did not have as strong a will to carry out the plan compared to the
Park government. Nevertheless, it shows a continuation of the South Korean
economy with its structural problems and the government’s strategy to over-
come those problems. The problems facing the South Korean economy and the
remedies were dready prepared in the latter half of the 1950s. What isimportant
is that dl it needed was the coming of a strong leadership that could carry out
theremedies.

[Il.Creation of Counterpart Fund, Treasury Loans and
I nvestment

Foreign aid that dleviates the growing foreign currency gap also contributes
gresatly to the reduction of the digparity between the domestic investment fund
and savings; theinternal supply of capitd. In this section, the creation of a courn-
terpart fund to relieve the savings gap will be examined followed by an andysis
of what role and how important the counterpart fund played in the finance of the
South Korean government. Lastly, the treasury loans and investment, with the
counterpart fund asits mgor fund, will be discussed.

1. Creation of a Counterpart Fund and the Exchange Rate Problem

The counterpart fund denotes the amount of U.S. currency aid converted by an
exchange rate agreed by the South Korean and U.S. governments. Such a fund-
ing mechanism was based on the agreement on aid between South Korea and the
U.S,, sgned in December 1948. According to the aid agreement, when the South
Korean government receives aid in U.S. currency, it will report to the Bank of
Korea which will then deposit the amount, denominated in local currency using
an exchange rate agreed upon by the U.S. and South Korea, within a specia
account.* As such, the size and management of the counterpart fund, which are
required conditions for aid supply, were the central issues within the Korean and
U.S. governments. Let uslook at the accumulation of the counterpart fund.

14. “The Aid Agreement between the Republic of Korea and the US” Article 5.2. December 10,
1948.
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Logicdlly, there are two factors that determine the size of the counterpart
fund. One is the exchange rate applied when converting the U.S. currency ad to
South Korean currency. The other is the actual size of the aid fund. In other
words, the size of the counterpart fund will change as the exchange rate fluctu-
ates, while the actual amount of aid remains fixed. On the other hand, the
amount of aid will determine the size of the counterpart fund when the exchange
rate remains constant. Therefore, the amount of aid decided by the foreign poli-
cy of the U.S. government and the exchange rate policy of the Rhee Syngman
government became the central issues.

The South Korean government, with a negative view on changing the
exchange rate, demanded an increase in the amount of aid given, whereas the
U.S. government, who was reluctant to increase the amount of aid, sought to
change the exchange rate to meet the target. Such conflict of interests was usua-
ly expressed through tensions during the South Korea-U.S. economic mestings.
For example, when the U.S. delegation, led by H. Tasca, visited South Koreain
April 1953 and when President Rhee visited the U.S. in July 1954, the position
of South Korea, which demanded an increase in the amount of aid, collided with
the position of the U.S,, arguing for an increase in the exchange rate. This same
confrontation was repeated in the South Korea-U.S. economic meeting in 1955
(Choi Sang-oh 2000).5 After the counterpart fund exchange rate was set to 500
hwan per dollar in August 15, 1955, the exchange rate adjustment was linked to
the domestic wholesale price index. As a result, tension between the two coun-
tries surrounding the exchange rate adjustment was greatly reduced.

Table3.1 Change of the Counterpart Fund Exchange Rate in the 1950s
(Unit: hwan per dollar)

195151 19531215 1955110 1955815 1960.1.20 1961.1.1

Counterpart Fund 60 180 350 500 650 1,000
Green Back 87 390 730 810 1317 1,300

1. Inthe case of the Green Back exchangerates, al figures are amonthly average with the
exception of January 10 and August 15, 1955. The figure for January 1, 1961 isthe average
exchange rate for December 1960.

Source: KITA (1954:X-40; 1956-1957: (Statistics) 99; 1958: (Statistics) 145; 1959: (Stetistics) 63;

1961: (Statitics) 89).

15. For adetailed discussion, see Choi Sang-oh (2000: Chap. 3.2.2 and 3.4.1).
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Table3.2 Revenue and Expenditure Structure of the General Public Account (Settled

Amount)
(Unit: million hwan, %)
1950 1953 1954 1955 1957 1958 1959 1960 1961
Taxes 430 20960 51990 110540 117,360 146,590 220,860 249,710 231,990
Tobaccoand 160 4000 5850 10000 16200 21,210 22,700 23000 26450
Other Taxes
Other Specid 190 4,020 2230 960 130 - - 21,340
Account Income
R Miscdllaneous 50 2650 4950 18460 12010 14710 9240 24300 50,340
E Income
\E/ Subtotal (8) 830 31,630 65020 139,960 145700 182510 252,800 297,010 330,120
N Government 2030 3340 13680 15230 18000 5000 10,000 7,000
LEJ Bond
Government Bond 5000 12940 19610 29640 8490 2100 1910 29840
for Indusiry Rehebilitetion
Borrowing 1530 20,200 23200 9500 22300 6400 8010 6,000
Subtotd (b)) 2,360 58860 104,500 173,250 200,070 231,300 266,300 316,930 372,960
ForeignAid(c) 130 7,960 44,700 150540 224,510 245800 189,100 167,630 240,580
Totd (d) 2490 66,820 149200 323790 424,580 477,100 455400 484,560 613540
Defense 1320 32610 59920 106,380 112460 127,320 139,190 147,070 165,990
)E( Police 400 5690 13100 21910 20180 23720 28470 29,170 37,650
P Subtotal () 1,720 38300 73020 128290 132640 151,040 167,660 176,240 203640
EI Econamic 190 27,720 58960 120,260 147,550 103,600 93600 183500
D Recondruction Cod
lT Others 520 22390 41,300 94,190 97,130 112380 128960 150,110 184,390
U Curent 2240 60690 114,320 222,480 229,770 263420 296,620 326,350 383,030
R Bxperdre()
Totd (g) 2430 60,690 142,040 281,440 350,030 410,970 400,220 419950 571,530
R af 371 521 56.9 62.9 634 69.3 852 910 851
$ big 971 970 736 616 572 563 665 755 653
| €9 708 631 514 45.6 379 36.8 419 420 35.6
O cod 5.2 119 30.0 46,5 529 515 415 34.6 392

1. - denotes‘Not Applicable’.
2. Thefisca year for 1954 isfrom April 1, 1954 to June 30, 1955. The fiscal year for 1955 isfrom
July 1, 1955 to December 31, 1956. Thereis no datafor 1956.
Source: Hangukjagjeong 40 nyeonsa pyeonchanwiwonhoe (1991b:63-65); Kim Myeong-yun

(1967:89-95).



Evolution of Aid-depending Economy and Search for Self-sustaining Economy 27

<Table 3.1> shows the exchange rates used for the counterpart fund.
Counting an increase to 40 hwan per dollar in December 12, 1950, the counter-
part fund exchange rate increased a tota of five times until 1960. It remained
fixed for a period of time until it suddenly jumped. Such a pattern reflects the
process of negotiation at the economic meetings as the South Korean govern-
ment sought to fix the exchange rate whereas the U.S. wanted an increase in the
exchange rate. Although some scholars (Cole and Lyman 1971:168-172) inter-
pret the exchange rate policy of the Rhee government as an aid-maximizing pol-
icy, it is inadequate considering the fact that it is U.S. foreign policy and eco-
nomic conditions that basically determined the decision-making process of the
aid, and not the exchange rate policy of the South K orean government.®

The tension between the South Korean and U.S. governments around the
Sze of the counterpart fund was closely related to the financial status of the
South Korean government and the question of how the counterpart fund would
be used. For this, adetailed examination of the question is required.

2. Genera Public Account Revenue-Expenditure Structure and the
Counterpart Fund

The Korean War was a shock to the Rhee government which wanted to stabilize
the economy and earnestly carry out economic development based on ECA aid.
As discussed, the impacts of the war were evident from the fact that the money
supply increased grestly as the government needed to raise war funds and social
overhead capital, and industrial establishments were greatly damaged.
Moreover, the Korean War became an opportunity for the South Korean govern-
ment to find legitimacy in building a strong military that would be able to deter
another aggression from North Korea (Cole and Lyman 1971:164). This trans-
lated into an expansion of government expenditures. Accordingly, the two goas
of the pogt-war reconstruction and the need to maintain strong military power
not only increased in the demand for treasury funds but aso limited room for

16. Recently, the low exchange rate policy of the Rhee government has become a controversia
issuein related studies. Although there exists a consensus on the point that the post-war recon-
struction, in other words, import substitution industrialization, carried out by the Rhee govern-
ment produced positive results, there exist some disagreement among scholars about the close
relationship between the import substitution industrialization policy and the South Korean
economy in the 1950s (Choi Sang-oh 2000, 2003; Kim Nak-nyeon 2004; Lee Sang-cheal
2004).



28 TheReview of Korean Studies

maneuver in the 1950s.

<Table 3.2> shows the genera public account’s” revenue and expenditure
structure in the 1950s, comprised of four features. Firg, the current expenditure
greatly exceeded the current revenue, creating a chronic budget deficit.
Normally, the current expenditure is calculated by adding al the expenditures
with the exception of the economic reconstruction expense which is more of a
capital expenditure. However, in the 1950s, the current expenditure could not be
balanced with the current revenue (the subtotal (@) in the Revenue section of
<Table 3.2>). The ratio of current revenue to current expenditure (aff) was 37
percent in 1950. It increased with time after the war, rising to 52 percent in 1953,
63 percent in 1955, and 85 percent in 1958. Nevertheless, the increase was not
enough to relieve the budget deficit. In other words, based on the current rev-
enue, the budget of the South Korean government was in poor shape asit could
not fund the current expenditure, let alone the capita expenditure.

Second, even with the inclusion of government bonds, government bonds for
industry rehabilitation, and borrowings to the current revenue, the amount was
not enough to meet the totd expenditure. The subtota (b) of the Revenue sec-
tion in <Table 3.2> shows government revenue calculated by adding the current
revenue and borrowings fund. This amount grew rapidly, led by the borrowings
fund before 1955 and current revenue after 1955. However, there gill existed a
huge deficit based on the total expenditures, including the capital expenditure
(economic recongtruction expense). The proportion of the domestic fund (cur-
rent revenue + borrowings fund) to the total expenditure (b/g) was very highin
1950 and 1953 at 97 percent. However, with the strong economic reconstruction
underway after the war, the proportion decreased to 62 percent in 1955, 67 per-
cent in 1959, and 65 percent in 1961. This goes to show that the domestic fund
was not enough for the total expenditure spent by the government.

17. Since the central government created special accounts even for normal financial activities in
the 1950s, it would be difficult to understand the entire financid activities of the central gov-
ernment with the generd account only. Therefore, this paper considers the following specia
accounts as part of the general public account when examining the financia activities of the
central government: the counterpart fund specia account, government bond special account
(integrated into the general account in 1958), government bond for industry rehabilitation spe-
cia account (integrated into the generd account in 1958), military spending specid account
(integrated into the general account in 1958), and economic reconstruction special account
(Hong Seong-yu 1965:22; Kim Myeong-yun 1967:117; Compilation Committee for the 40
Y ear History of South Korean Finance 1991a:232-233).
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Third, the Rhee government’s policy to maintain strong military power isthe
most important factor in the increase in the budget expenditure. As shown by
<Table 3.2>, the proportion of military expenses, which includes the defense
expense and the expense for maintaining police and other law enforcement
agencies (e/g), were consderably high in the time of war, representing 71 per-
cent in 1950 and 63 percent in 1953, while after the war the proportions
remained high at 46 percent in 1955 and 42 percent in 1959. One of the reasons
for the percentages remaining at a high level even after the war is that the num-
ber of soldiers, which increased drastically during the war, kept increasing even
after the war. The number of soldiers in the South Korean Army at the time of
ceasefire was 570,000. This number increased to 720,000 in 1957 with the
Army Expanson Plan implemented after the war. The number declined dowly
but remained constant at around 600,000 after 1961 (Kim Myeong-yun
1967:132-133).** As such, the annua budget had to accommodate for such a
large number of soldiers, which limited not only the current expenditure but aso
the capital expenditure, thus becoming the mgjor factor in the budget deficit.*®

Fourth, in order to cover the expenses for post-war recongtruction and mili-
tary spending, the South Korean government required foreign funds in addition
to the domestic fund. In <Table 3.2> the figures for foreign aid imply a counter-
part fund. As shown in the table, the percentage of the counterpart fund in the
total revenue (c/d) remained low at 12 percent in 1953. However, it increased
rapidly with the introduction of reconstruction aid to 53 percent in 1957 and 35
percent in 1960. In other words, the budget of the South Korean government in
the 1950s depended heavily on the counterpart fund which took up 43 percent of
the revenue on average.

In summary, the Rhee government maintained substantial military spending
in order to support the large military at time of semi-war, and this led the gov-
ernment to increase the current expenditure to an amount reaching a budget

18. The number of soldiers at the founding of the Republic of Koreain August 1948 was 50,000.
It increased to 100,000 at the outbreak of the Korean War and continued to rise to 250,000 in
1952 (Z=4 7t 1996: 75).

19. The military spending shown in <Table 3.2> excludes the military power augmentation spend-
ing (anmunition and other equipments) and other maintenance expenses such as subsidiary
and uniform expenses given by the U.S. as part of military aid (BOK 1957:1-21; Cole and
Lyman 1971:173). There is dso areport showing that the military spending by the Republic of
Korea amounts to 40 percent of the total military spending of the Korean Army (MOF
1967:50).
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deficit. Of course, the budget deficit was substantially covered by the borrow-
ings fund. Neverthdess, it could not cover the entire expenditure, including the
economic reconstruction expense. In the end, the two goals of the Rhee govern-
ment—post-war reconstruction and strong military power—were achieved
through the creation of a counterpart fund raised by sdlling aid materids.

3. Management of the Counterpart Fund and the Treasury Loans
and Investments

Although it was before the Korean War when the problem of managing the
counterpart fund was raised® earnest discussions on the issue began after the
introduction of the massive U.S. aid provided for war reconstruction. Large
amounts of aid came from the U.S. even during the war. However, it was mostly
relief aid and contributed little to the counterpart fund.® The aid that was
received after the war was sold to the public, creating the counterpart fund, and
thus raised the problem of management. In December 1953, the problem
became official when an agreement on the Combined Economic Board for the
Economic Reconstruction and the Fiscal Stabilization Plan was signed. The
agreement stipulated that the counterpart fund should be used for the expenses
of the aid agenciesin South Korea, to meet the legitimate demand for allocated
investment for reconstruction, for the special accounting for defense, and for
others as agreed to by the Combined Economic Board.*? In response to such
changes, the South Korean government passed the Counterpart Fund Specia
Account Act (Act No. 311) in March 1954 and began to systematically manage
the counterpart fund.

20. The first agreement between South Korea and the U.S,, just before the Korean war, on the
usage of the counterpart fund prescribed the use of the fund for the supplementary budget.
However, the plan was never implemented and the counterpart fund continued to accumulate.
In May 1952, when the economic coordination agreement was signed, the entire amount of the
counterpart fund accumulated under the ECA aid was used to pay for the government’s debt
(KDB 1964a:2-3).

21. Baek Dujin, then minister of finance, testified at a National Assembly session about the aid
received during the Korean War of which 80 percent was distributed frely and 20 percent was
sold (Minutes of the General Session of the Nationa Assembly 2-15-37. March 20, 1953).

22. The Agreement on the Combined Economic Board Article 8. This agreement required the
South Korean government to apply 180 hwan per dollar exchange rate to the counterpart fund
for the aid materiasthat arrived after August 28, 1953.
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The above table shows the expenditure structure of the counterpart fund
deposited in the Counterpart Fund Specia Account. Having rapidly increased
with the growth of aid until 1959, the counterpart fund began to decrease and
was mainly used for three areas, excluding the agreement related expense and
foreign supply specia account. First, a portion of the counterpart fund was
trandferred to the defense fund of the genera public account to pay for the mili-
tary expense. Thistook up 35 percent of the total expenditure (a/d). Second, the

Table 3.3 Expenditure Structure of the Counterpart Fund Specia Account
(Unit: million hwan, %)

1953 1954 1955 1957 1958 1959 1960 TOTAL

Trandfer to 1666 12,729 51200 48330 48300 53000 42535 257,760
Defense (a)

Economic - 11,058 48394 84469 82,831 57926 48484 333,162
Recongtruction (b)

Specia Account 8057 43406 82441 80,108 55652 46,040 315,704
Handling Cost 677 2698 2028 2723 2274 2444 1284
Others 2324 2290 - - - - 4,614
Private Loans (c) - 6,619 11,994 18102 51423 31112 16,538 135788
Private Loans 6,619 11,994 12457 28784 29967 15238 105059
Others - - 5645 22639 1145 1300 30,729
Others - 2829 4320 2498 3013 3173 3622 19455
Agreement Expense 530 2619 819 1429 1830 2101 9328
Foreign Supply 902 1701 1524 1584 1343 1521 8575
Specia Account

Others 1,397 - 155 - - - 1,552
Totd (d) 1,666 33,235 115908 153,399 185567 145211 111,179 746,165
ald 1000 383 442 315 260 365 3383 H#5
b/d - 333 418 551 446 3909 436 446
cd - 199 103 118 277 214 149 182

1. Net based expenditure (settled account).
Source: MOF (1967); BOK (1956:1V 163-163; 1858:111 119-120; 1959:111 130-131; 1961:124-
125; 1962:128-129).

23. The foreign supply special account is set up for imported goods for the government, with the
exception to aid materidsand grains.
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counterpart fund was used to fund the economic reconstructions and private
loans, including the treasury loans and investments (c/d). The expenditure for
economic reconstruction is subdivided into the economic reconstruction specia
account, handling cogts, and others (transportation special account and telecom-
munication specid account) while the private loans expenditure consisted of the
private loans given out by the Korea Development Bank and the Agriculture
Bank. Taking up 45 percent of the total expenditure, the former is used as trea-
sury investment (b/d) while the latter is used as treasury loans (18 percent), thus,
the treasury loans and investments covered 63 percent of the total counterpart
fund expenditure. As such, the counterpart fund was mainly used on treasury
loans and investments for economic reconstruction after the war.

<Table 3.4> shows the funding sources of treasury loans and investments.
Although the treasury loans and investment fund is raised from various sources,
the counterpart fund is the most important source. The percentage of the coun-
terpart fund in treasury investments is 77 percent on average and 56 percent in
treasury loans. The second important source of treasury investments is general

Table 3.4 Composition of Treasury Loans and Investment Funds by Source
(Unit: million hwan, %)

Treasury Investment Treasury Loans Treas
Counter General Others  Total ab  Counter Govern Others Totd cd L%%S
part  Account (b) part  ment (d) and
Fund (a) Fund (c) Bond Invest

for
Indugry ments

Rehabili

tation
1953 - 4560 1370 5930 - - 5,000 - 5,000 - 10,930
194 8260 7300 2430 18040 458 8950 12560 - 21510 416 39550
1955 40360 8850 1680 50890 793 14290 18600 - 32890 434 83780
1957 86270 7240 3260 96670 892 18100 25510 8200 51,810 349 148480
1958 71,200 14,790 - 85990 828 49,060 - 9100 58160 844 144150
1959 57,720 15,780 - 73500 785 33630 - 15560 49190 684 122690
1960 46,640 25,500 - 72140 647 16100 - 13390 31,690 508 103830

1. Investments for public corporations directly run by the government like tobacco, transportation,
and telecommunication were excluded.

2. The othersinclude Agriculturd Land Reform Specia Account, Vested Property Settlement
Specia Account, and Grain Management Specia Account.

Source: KDB (1964a:14-15).
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account current revenue, wheress for treasury loans it is government bonds for
industry rehabilitation. As shown in <Table 3.4>, the treasury loans and invest-
ments which grew rapidly with the full introduction of aid, began to decline in
1957 with the implementation of the Fiscal Stabilization Plan and the reduction
of ad. Nevertheless, its role in the nationa economy did not diminish. From
1953 to 1960, the treasury loans and investment fund made up 32 percent of the
genera public account revenue and 63 percent of the gross domestic fixed capi-
tal formation (Kim Myeong-yun 1967:174).

Treasury investment and treasury loans differ greatly according to their man-
agement policies and where the funds are alocated. First of al, the treasury
investment fund (62 percent of the total) was spent on reconstruction projects
carried out by various government agencies. In detail, the funds were mainly
allocated to the reconstruction of social overhead capital such as agrarian
improvement and rebuilding roads, railroads, telecommunications, seaports,
urban infrastructure, governmental facilities, schools, and housings (BOK
1959:111 123-125; KDB 1964a:19). On the other hand, the treasury loans (38
percent of the total) were given to financia institutions which in turn were
loaned to private businesses. The mgjor financial institutions were KDB and
Agriculture Bank (formerly Geumyungjohapyeonhaphoe; National Financia
Cooperdtive Federation). The proportion of treasury loans distributed to finan
cid inditutions in the total fund for loans held by financia ingtitutions was 48

Table3.5 Performance of Treasury Loans by Expenditure
(Unit: million hwan, %)

General  Irrigated Smalland  Housing Total alc bic

Indudry  Agriculture  Medium Fund (©

Fund(@ Fund(b) Businesses

Fund

1953 5,000 - - - 5,000 100.0 -
1954 16,950 4,560 - - 21,510 788 212
1955 20,290 11,600 - 1,000 32,890 61.7 353
1957 26,240 16,440 6,000 3130 51,810 50.6 317
1958 31,920 22,040 500 3,700 58,160 54.9 379
1959 24,530 17,500 480 6,680 49,190 499 356
1960 14,800 12,270 1,220 2,100 31,690 46.7 38.7

1. Thetota of 1960 includesa 1.3 hillion hwan export promotion fund.
Source: MOF (1967: 119).
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percent. Among this, KDB had 70 percent, Agriculture Bank 25 percent and
others had 5 percent (KDB 1964a:23). The reason that the Agriculture Bank
received alarger fund compared to other banks is because it was established as
an exclusvefinancid indtitution for irrigated agriculture loans. Be that as it may,
thereis no question that KDB was centrd to the management of treasury loans.

As shown in <Table 3.5>, treasury |oans were mostly divided into generd
industry funds and irrigated agriculture funds. The proportion of these two funds
in the treasury loans was 100 percent in 1953, 82 percent in 1957, and 85 per-
cent in 1960. Obvioudy, a detailed analysis of the KDB’s loans performance
report is necessary to determine which fund is related to which industry.
Examining the loans of KDB by industry from 1954 to 1960, shows that loans
were distributed to the following sectors. manufacturing (52 percent), agriculture
and fishery (16 percent), congtruction (11 percent), and dectric, gas, and water
(9 percent). Looking at the manufacturing sector by specidty, it includes the
chemical industry (14 percent of the total loans), textiles (10 percent), ceramics
(6 percent), metal (5 percent), and food products at 5 percent (KDB 1964b:590-
593). Such an order in the proportions of the loans matches the priority given
by the South Korean government in the post-war recongtruction process, such as
rebuilding of fertilizer plants, spinning mills, cement plants, pane glass plants,
and ablast furnace a the Samhwa Stedl Plant and congtruction of smelting facil-
ities at the Janghang Smelter Plant.

In summary, the counterpart fund created by the sale of aid materia was
mostly used to fund the military expense and treasury loans and investments. In
the 1950s, the dlocation of funds to the treasury loans and investmentsiis partic-
ularly important. If treasury investment focused on improving socia welfare and
restoring socia overhead capita that supports production activities of private
businesses, then treasury loans were used to improve irrigated facilities con-
sruction of power facilities, and reconstruction and promotion of private bus-
nesses according to the reconstruction plan designed by the government. Despite
the positive roles of treasury loans and investments, their limitation was the fact
that they depended too much on the counterpart fund. With the decrease of aid in
the latter haf of the 1950s, inevitably the fund for treasury loans and invest-

24. These figures are taken without distinguishing between treasury funds and financial funds.
Nevertheless, considering the fact that 84 percent of the total fund for loans was in treasury
funds, one should never underestimate the role of treasury funds in funding KDB  loans
(KDB 1964h:590-593).
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ments decreased. In such a circumstance, independence of funding is recognized
as one of the most important conditions for economic development. A series of
tax reforms aimed to increase the fisca revenue in the latter haf of the 1950s
reflected the will of the South Korean government to increase the funding source
that would substitute the counterpart fund.

V. Concluson

It is a widely accepted fact that there were clear differences in South Korea's
economic policies, strategies of industrialization, and the will to implement such
policies and strategies between the 1950s and 1960s. Nevertheless, there existed
astrong continuation between the 1950s and the 1960s; a continued effort by the
South Korean government to recognize the structural characteristics of the South
Korean economy and remedy it. What the South K orean government attempted
was to redize a sdf-sustaining economy through increased exports and import
subgtitution industrialization. Based on such an understanding, this paper ana-
lyzed the background of the South Korean government’s policy toward a self-
sustaining economy centering on the South Korean economy of the 1950s. The
summary of the paper isasfollows.

1. Foreign aid introduced in two spheres played a critical role in the recon-
struction and development of the South Korean economy in the 1950s.
Firgt of dl, foreign aid which was 73 percent of the total fund for imports,
shaped the contents of the economic reconstruction of South Korea.
Destroyed by the Korean War and lacking resources, capital, and technolo-
gy, the success of South Korea's economic recongtruction was determined
by the recovery of international trade, more specificaly, the scale and con-
tents of imports. An analysis of the tota imports, including aid and general
imports, shows that the major portion of imports consisted of raw materias
(including fuels), intermediary goods, and capitd goods used for the recon
struction and development of the consumer goods industry. Such a concen-
tretion led to the formation of an industrid structure centered on the con-
sumer goods processing industry. Another defining characteristic is the
counterpart fund raised through the sdle of aid materials, heavily influenc-
ing the South Korean economy. Taking 43 percent of the revenue of the
genera public account, the counterpart fund not only stabilized but stimu-
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lated the South Korean economy by funding socia overhead capitd, the
recongtruction of industrial establishment, and the defense which was the
main factor in the fiscal deficit. Furthermore, the financial loans to private
companies through financial institutions contributed greatly to the
improvement of irrigated facilities, and the development of private enter-
prises in various industries like chemical, textile, ceramics, and metd. As
such, the South Korean economy of the 1950s was an economy heavily
dependent on foreign aid.

2. As discussed so far, foreign aid had an important impact in the reproduc-
tive structure of the South Korean economy of the 1950s. Nevertheless, its
limitations were dso evident. Most importantly, the grant-in aid from the
U.S. was not a secure source of funding, according to the needs of the
South Korean economy. The aid-depending economy of South Korea that
was maintained with continuous flows of aid went into a crisis in 1957
with adecrease in aid. Therefore, the latter half of the 1950s was a period
where the South Korean government was forced to search for strategies to
compensate for the foreign currency gap and saving-investment gap creat-
ed by the reduction in aid, and to achieve stable economic growth. In other
words, this was a period when the South Korean government searched for
ways to creste a basis for a saf-sustaining economy. First, the Rhee gov-
ernment actively sought to expand exports to close the foreign currency
gap, and implement the three year economic development plan for import
subdtitution industridization of products with large domestic demand like
cement, fertilizer, stedl, soda ash, and pulps. Second, to close the savings
gap maintained by the counterpart fund, the government needed higher tax
revenue. To do o, it carried out a series of tax reforms. Although these
attempts did not produce substantia results, they touched upon the prob-
lems which the South Korean economy had to resolve in order to achieve
continuous growth. It could be said that the need to move away from aaid-
depending economy and to construct a self-sustaining economy was
aready recognized in the 1950s. As such, there existed a process to dowly
build a self-sustaining economy through various endeavors.

To recap, for South Korea, the 1950s was a recongtruction period for an econo-
my dependent on aid and, at the same time, a period when the government was
searching for ways to congtruct a self-sustaining economy with the limits of for-
eign aid being recognized. The will and means to build a salf-sustaining econo-
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my formed within the 1950s was fulfilled by the military regime which was
strong enough to implement them.
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