














- 10 - Korean Stabilization

‘The minimum foreign exchange tax has not been raised from 150
to 200 hwan to the U.S, dollar, but this step would not now affect govern=
ment revenues since current exchange rates have been well above 700 hwan
to.the'ﬁws. dollar. Under the present arrangement, the Government re-
Celves any surplus above the minimum tax and since these surpluses have
been substantial, foreign exchange tax revenues have been an important
revenue source this year,

The Government's performance in the first half of the year in
a?ctioning foreign exchange at a rate approximating that of its acquisi=-
tion was good, A total of {14 million was auctioned in the first half
compared to only %13 million auctioned in all of 1958 and a 1959 pro-
grammed total of 520,5 million.

In August 1959, the specified end-user system was terminated
for all P,L. 480 imports but no final action has yet been taken to eliminate
the specified end-user system with regard to Section L02 imports, particu-
larly cotton,

All aid-financed fertilizer imports have not yet been placed on
a competitive bid basis. However, in March 1959 the Office of the Economic
Coordinator presented a paper to various economic ministries calling for
the importation of all fertilizer through commercial channels, Currently
30 per cent is procured by the CGovernment,

The National Assembly has not yet authorized an upward adjust-
ment in utility rates or the establishment of a utility rate-regulating

body.

While efforts to dispose of govermment-owned properties have
not been successful, Government attempts to increase tax collections have
met with some success, In the first quarter, tax collections exceeded
the budgeted figure by nearly 10 per cent,

With regard to the rice lien program, the low level of rice
prices has discouraged farmers from selling end paying off their loans,
At mid-year, only L billion hwan had been collected out of the initial
27 billion hwan lcaned by the Agricultural Bank on rice collateral, This
will, of course,reduce the possibilities of utilizing repayments to fi=-
nance future rice liens, It now appears that the loans made earlier in
the year were at too high a level in relation to subsequent prices for rice,

Government retention of a large share of the grain crop has
partly nullified the anti-inflationary effect of the increase in agricul-
tural output, This aspect has undoubtedly been a factor in the 7 per cent
increase in wholesale prices during the first half of 1959, On the other
hand, these stocks can be utilized in the future to counter further
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inflationary pressures.

From the ahove, it is evident that the 1959 Stabilization Pro-
gram has only been partly successful in achieving its aims, Tax collections
have improved and foreizn exchange auctions have been at higher levels than
in 1958, But unless governmental expenditures are brought under control,
there is a danger that the Korean economy may again become the victim of
marked inflation, This danger is now reinforced by the substantial over-
hang of monetary resources available to the public from their longer-term
deposits, In addition, the contractionary effect of the counterpart fund
is expected to weaken in the future as U.S. aid declines. But some comfort
can be found in the relatively large grain stocks now controlled by the
Government which constitute a potentially strong anti~inflationary re-
source,

Conclusion

The three stabilization programs have been only partially suc-
cessfuls The general aim of price stability has been achieved, but this
has been partly fortuitous since there has been a significant increasse in
agricultural output each year, Some aims of each program have been achieved
but these have tended to be in the minority. '

Nevertheless, the programs have been useful in that they have ,
highlighted certain worthwhile aims which might have been largely ignored
otherwise, In addition, the programs have provided a framework for continuous
review and revision of the plans to achieve stability, It is quite likely
that less stability would have been achieved in the absence of the programs.

Although Korea has succeeded in obtaining greater price stability,
there still exist many serious economic problems, A& major one is the at-
tainment of economic self-sufficiency and independence from U,S. aid, This
will be difficult to achieve unless the large military force is reduced
to moderate size, Another obstacle to self-sufficiency is the difficulty
of expanding export markets, There is a strong need for the Koreans to
come to terms with the Japanese on many problems, since Japan is the
natural market for many Korean products, For economic progress, it will
also be important for Korea to provide an attractive climate for domestic -
and foreign invesiment, with economic stability maintained through ap-
propriate monetary and fiscal policies,

These goals will not be achieved overnight, As U,S., aid de-

clines~~it probably reached its peak in 1957--Korea will be forced to take
steps to become increasingly self-sufficient, The recent achievement of
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; *as ‘already been helpful 1n increasing t
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