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‘ Since August 15, 1955, most United States aid has been accounyed

for at a rate of hwan 500=$1 by agreement between the two governments;

this agreement specified this rate would be maintained provided prices

did not rise more than 25 per cent within a Yeare The line was barely held
within this limit and the rate, which has come to be regarded by President Rhee
as a cornerstone of the Korean stabilization program, will be continued for

a further period yet to be determined, Actually, this rate still overvalues
the hwan somewhat; rough estimates have indicated that a rate of about 750

to 1 would more nearly represent an appropriate parity, Korea is, however,
making an effort to simplify her exchange rate structure and may be able
eventually to achieve a unitary rate, This would be an important step forward,

Due-to the large portion of United States aid required for direct
military support, only limited progress is being made in rebuilding the
South Korsan economy toward self sufficiency. Production, however, is
increasing slowly and exports may pick up once stabilization is achieved,
Self support continues to be a far away goal, however, so long as a 20 division
military force must be maintained in a state of combat readinesss No relaxa-
tion of tension that would pernit even partial demobilization of this force
seems yet in sight, There is, however, a body of both Korean and American
opinion that believes the country's military forces are larger than necessary
and that some demobilization is both practical and desirable, North Korean
forces, on the other hand, have been considerably strengthened with men and
equipment since the armistice, Clearly the proper size of the South Korean
military establishment is a matter for military judgment and beyond the scope
of this paper, :

Foreign trade

Koreals overseas trade has been chronically unbalanced in recent
years as the following table makes clsar,

South Korea: Foreign Trade
(Millions of U,S, dollars)

1952 1953 195 1955 1956 (1st 6 months)

Imports - total 213.3 35040 258,9 32645 152,7
Commercial 53-6 15306 9309 8205 2303

Foreign aid 159.7 1964 16540 2LL .0 129.4

Source: Bank of Korea, Monthly Statistical Review

Exports are at a very low level in relation to imports and are not increasing
significantly. Korean exports consist in the main of minerals and marine
products (fish and seaweed)s No significant export surplus of rice has yet
been developed, nor is this likely, in view of the enlarged population of the
gouthern zone, unless cheaper imported cereals are substituted for rice in

I/' Lower rates remained in force for fertilizer and coal deliveries for
temporary periods,
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the Korean diet. This was done to a certain extent during the Japaness
‘occupation,

Recent trends in certain of the individual commodities exported
by South Korea are shown in the following table:
South Korea: Leading Exports
(Million hwan)

1951 1952 1953 1954 1955

Metallic ores 235 g55 1755 L61 2865
Raw silk 10 52 2L 759 882
Fish and seafood 16 156 215 193 210
Seaweed 28 79 95 104 275
Graphite ‘ 17 50 L3 118 501
Agar-agar 6 L2 194 378 527

Source: Bureau of Customs: Ministry of Finance

The apparent progress shown in this table is illusory and
attributable entirely to the rising prices of export goods in terms of
local currency, In dollar terms exports since 1953 have actually declined,
In part, this is attributable to lack of an aggressive policy for expanding
export trade,

The decline in ore exports in 195L was due principally to termina-
tion of the agreement with the United States for the sale of tungsten
concentrate at premium prices for strategic stockpiling, This agreement
ended March 31, 1954 with United States stockpile goals fulfilled,

Apart from the decline in minerals, a few other exports such as
fresh fish, bristles and ginseng have been making gradual progress in 1956
but there is little expectation that a large increase in export earnings can
be achieved in the near future, Very little progress has so far been made
toward a balanced international trads with its corollary of reduced dependence
on United States aid,

The various reconstruction programs for South Korea have projected
substantial increases in export earnings as feasible, and of course necessary
for achievement of self support, For example, the Nathan report prepared for
the United Nations in 1953, contemplated a four fold increase in exports
between 1953 and the present time and an eight fold increase by 1959, Instead
of this rather optimistic expectation, exports have actually declined, More
recently, the Korean Government has adopted a 5 year plan for forelign trads
which contemplates exports may expand by 1963 to $175 million per year,
including #L5 million of rice, This is more realistic but still a difficult
target,
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Continued inflation as well as adherence to unrealistic exchange
rates and exchange practices have contributed to this failure of exports so
far to increase, More fundamentally, however, it is becoming clear that
restoration of the Korean economy is a far more difficult and time consuming
process than was visualized several years ago.

Production trends

Achievement of price stability in South Korea requires continued
steady expansion of production with more restraint on consumption; this
restraint can come partly from elimination of budget deficits and a more
effective credit controls In the field of production, however, recent
developments are only moderately encouraging, For example, in 1955 total
gross national product is estimated to have increased less than 3 per cent
over 1954 in constant prices. Output of agriculture, marine products,
tungsten and gold mines, and certain other industries - including wool
textiles, cemsnt, and rubber shoes - declined slightly. Nevertheless
industrial production as a whole is estimated to have been more than 50 per
cent above 1949 =« a fair record in view of the hostilities, The most
impressive gains in production during 1955 (about 3 per cent) were rscorded
in cotton textiles =~ Korea's largest manufacturing activity,

In 1956, good progress has been made in expanding anthracite and
electric power output; also some gains have been made in textiles and in
manufacturing production generally - with the exception of a few items such
ag cement and paper that continue to lags The catch of marine products has
also increased slightly and crops are a little better than in 1955, although
rice production will show no increase.

In general, the present position is that production in most areas
is increasing but at a far slower rate than had been hoped in most of the
plans for Korean reconstruction, This points again to the difficulty of
calculating a definite termination date for United States aid,

Prospects for economic stabilization

An end to the Korean inflation is not yet in sight, although there
is some evidence of increasing fiscal and monetary responsibility on the part
of the present South Korean Government, The plain fact is that the country
cannot hope to support a large military force in a state of mobilization from
her own limited resources, and simultaneously also reconstruct a war ravaged
economys It would appear that the United States finds direct support of
Korean military forces an economical alternative to maintenance of larger
United States forces in the Far East and also acknowledges a certain responsi-
bility for helping Korea rebuild her shattered sconomic base.

It is interesting that at present, Korean criticism of the United
States ald program takes the line that too little is going into reconstruction
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and economic development and too much into military support, This criticism
may be discounted somewhat because Korea, in common with most less developed
countries, undoubtedly desires to proceed faster with economic development
than it can realistically expsct to solve the organization and management
problems accompanying this development, Nevertheless, there is a walid point
at issue, namely that it is only the investment portion of United States aid
that contributes to the country!s long run economic potential, which must be
brought to a point that will finally enable aid to be tapered off without
causing sconomic collapse.

The Korean Government is showing much greater determination to
eliminate deficit financing and to balance its buf7et but is less enlightened
in its pricing policy for government enterprises,l and most deficient of
all in effective credit control, Moreover, the Government still holds a mass
of business property vested when the Japanese left. This should, for the sake
of efficiency, be turned over to private ownership and operation as rapidly
as possible but progress in this direction is painfully slow, While rapid
accomplishments can perhaps not be expected, a forceful program to take the
Government out of business ought to be part of a Korean stabilization program.

At present, Korean prices are not rising rapidly because of the
seasonal impact of the harvest; this superficial stability can probably be
maintained for the rest of 1956, The real danger will come early in 1957
when a new budget must be drawn up and a new aid level programmed. There
will be increasing pressure from various United States sources to 1limit aid
to Korea; this pressure may be wholesome if it does not go too far. It seems
rather plain that Korea has come to depend a little too much on American aid
to the neglect of measures it could take to help itself, for example rebuilding
its trade with Japan.

The evidence seems clear that United States aid in the past year has
been more effective than previously, both because of the larger volume of aid
goods arrivals and because of the exchange rate agreement. The level of
imports is high enough now to permit stabilization if the right internal
financial policies are followed,

In brief, South Korea is making progress toward halting its inflation
but has not yet taken all the necessary steps, One can only hope that
additional measures necessary to achieve this goal will not be further delayed,

27 One reason for the systematic underpricing of products of government
enterprises is that many of these prices can be increased only with
legislative approval, which is time consuming,





