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. I have the honor to submit herewith the final report, An Economic
Program for Korean Recomstruction, in fulfillment of the contract between
the United Nations Korean Reconstruction Agency and Robert R. Nathan
Associates, Inc.

On December 15, 1952, & preliminary report on Korean reconstruction
was submitted in response to the immedliate urgency for initietion of the
rehabilitation task. The present report lncludes a far more elaborate and
detalled snalysis of the Korean economy and a conmprehensive program for the
rebuilding of the country. In the interim period, many policy memoranda
were presented and frequent consuliing and advisory services were rendered
by our staff.

There 1s little basis in fact for the frequent comments that have been
made to the effect that "Korea has been surveyed to death”, We found,
especlally in the economic area, an almost totel lack of economic apalysis
and plans and & desperate need for work in this fileld.

The limitations imposed by the paucity of statistical and other
information were overcome in consilderable measure because of the cooperation
received from the staffs of the various United Nations sgencies and from
Koreans operating at staff levels. The continuity of the work of most of
our staff members during the year ending September, 1953 made possible the
acquigition of a solid and sound understanding of the country and its
problems.

There are three general observations which are worthy of emphasis.
First, we gincerely believe that the potentialities do exist in the Republic
of Xores for the development of & self-supporting economy at s reasonable
gtandard of living. We were especially impressed with the courage, vigor
and determinstion of the Korean people. The job of reconstruction is a huge
and challenging one, but by no means a hopeless undertaking. Given adequate
aid and an intelligent utilization of resources, Korea cen achieve economic
independence,
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Second, we believe that the free world should do everything within
its power to asssist the Korean people in the reconsiruction of their
econony. The collective actlion which served to prevent the commmist
forces from destroying the Republic of Kores, should also serve to rebuild
the country. Sympathy, understanding and patience will be needed along
with material resources and technical mssistance. The volume of eid should
be genercus, but adequate safeguards must be taken to guarantee the efficient
use of this ald. The people of Korea are deserving of adequate assistance
and certalnly they are elso deserving of an economic enviromment which will
assure to them the frults of freedom and peace.

Third, to achieve the goal of economic self-support, the reconstruction
task will require the highest quality of intellligent and dedicated democratic
leadership. Every effort must be extended by all perties to fulfill this
crucial requirement.

We wish to express our appreciation to the United Hations Korean
Reconstruction Agency for the opportunity to participate In this important
task and we are hopeful that this report will serve to assist your sgency
and other United Nations sgencles and the Republic of Korea in the difficult
deys shead.

‘Robert R. Nathan, President
Robert R. Nathan Associates, Inc.

John B. Coulter, It. Gem. USA (Ret.)

Agent Genersl

United Natlons Korean Reconstructlion Agency
UNITED NATIONS

New York, New York
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Al ECONOMIC PRCGRAMME FOR KOREAN RECONSTRUCTION

SUMMARY

A responsgibility ard an opportunity

The free nmations of the world jolned together in 1950 in a ceommon offort to

regigt ¢ A d i i
8lst communist aggression against the Republic of Korea. At great cost in men

and raterlals, that resistance has been successful. War-torn and battered, the
3

Republic of EKorea continues as an independent member of the Tamily of nations
The collsctive security action of the United Wations in the heroic Tighting in

Kore: i 16 )
¢a, may historically be recorded as a major step toward pregerving peace amon
the nations of the worid. a )

Now the task of reconstruction lies ahead. Considerable nrogress has been

made in the past year toward providing the essential minimum requirements for
da?ntOwday tife, Production in the Republic of Xorea increased meagurably in

1953. Yot, the biggest part of the job of rebullding the economy of the country
and laying the foundation for an econcmically Independont community ig still to e

acccuplished. Fortunately, this is a feasible undertaking. The Xorean people

have the capaclty to gain a modest but reasonable livelihocd, provided adequate

asslstance from abroad is forthcomwlng and a well plammed programme of

reconstruction is pursued with determination and vunderstanding Given these

conditions, the job of reconstruction and self-support may be pressed forward
with confidence. '

The free nations of the world undertook a grave responsibility when they joined

together to defeat the communist invesion of the Republic of Korea. Now thege =anme

nations have an squal opportunity to demonstrate to all mankind that ccmmon eftforts
can also erage the ravages of war and build the foundation for the economic well-
being of the long-suffering people of Korea., This opportunity, responsibly

aspured, can serve as an example of the sirength and solidearity of free peopls

everywhere .

The military phase of the Korean war has come to an end, but the Job 1s not
fipished. A viable and strong economy is indispensaeble to secure the ohjective
of & sovereign and democratic Korea. T"he urgencies may not be as roadily
apparent in peacetime as in war, However, the recognition of the changing needs
and respensibilities for reconstruction by free people both in Korea and throughout
the world must te counted upon to sustain this peacetime task. Just as the
Republic of Korea and the Unitsd Natione demonstrated their recognition of the
stakes at issue for world peace and freedom in the period of aggression, soO they
must recognize the stakes at issue in the development of an independent and aelf-
supporting Korsan Republlc.

mhe unification of Korea 1is a most lmportant objective. Yet, economic
reconstruction cannot and need not be delaysed pending the achievemsnt of
wnification. A rehabilitatlion programme for all of Korea would differ somewhat
from prograrmes for divided gectors. Both parts of Korea would benefit from
sccess to The countryl!s total resources. A unified Korea would be more readily
viable than either part. But pending progress toward unification, plans for
reconstruction of South Korea can be implemented with confidence that this area
can btecore self-supporting. Further, there 1s 1ittle danger that major

investments will be made in South Korea that would be mnesultable in & unified

Koresa.

i feasible undertsaXlng

The overwhelming share of the cost and effort of repelling the aggressors,
was borne by the Korean people. But, without the agsigtance and active
participation by free nations, success could not have been achieved. The same
co-operation will be needed for reconstruction.

The grievous suffering of the Korean people for more than three years
pregged closely on the vounds of human endurance and of'ten exceoded that limit,
While this expefience nas left its hesvy mark, the Korean peocple have at the same
+time manifested a capacity and a determination which give asgurance of their
ablliity +to move forward. What they meed is help to help themselves. They

require mors than a gensrous contribution of goods to provide the bare necegsities
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of life, Rather, they need substantial and sustained assistance over a
sufficient pericd of time to reach the deeply ch@fish@d goal of gelf-gsupport and
economic independence. With the help provided by one ;nd a quarter bhillion
dollars worth of goods from abroad, the Republic of Korea can, in a ghort space
of T'lve years, take its place among the independent and self-supporting nations
of the worlid. This cost is ingignificant compared with the many tens of billions
of dollars which were spent for the prosecution of the war.

Tnough the prospects for reconstruction and gelf-gupport are favourable,
there will be many obstacles in the way of success. The Jjob will not be
accomplished easgily. The Republic of Korea's unfortunmate legacy of foreiagn
domination, war and inflation must be overcome. The facilitles damaged by war
must not only be rebuilt, but the econcmy must be expanded to provide for a
refugee-swollen population. Korea's slender resources must be carefully menaged.
Foreign a2id must be adequate. A major and sustaiped effort by Kores and its
allies will have to be applied with the same determination and dedication which
characterized the costly trial by arms.

The Koreans have had 1ittle opportunity to demonstrate their capacity to
organize thelr own resources. When the invaders from the North struck in
June 1950, the Republic of Kores was less than two years old, A vigorous and
self-rellant people, the Koreans emerged in 1948 eager for modern xethodes and
technology, after decades of foreign control and, before that, long centuriss of
igolation. The Japanese, in 40 years of domination, had undertaken considerable
economic development of Korea, but the pattern of this dsvelopment was geared

.primarily to the needs of Japan, rather than %o the requirements of an independent
nation.

In their short period of independence, the Koreans mede considerable progress
which, if not interrupted by war, probably would have led to pelf-support within
& reasonably shori pericd of years, Now the task must begin largely anew.

The econcmic well-being of any mation is deteormined largely by the talents
and the capacities of itsg peopls, The Korsans have demonstrated a remarkable
capacily for learning and haréd work. The experience they have gained in the

armed forces working together and using modern equipment will stand them in good

gtead in the reconstruction effort. Despite restricted opportunities in the past
> >
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vhen the Japansse held top positioms in industry and government, there is an
impressive regervoir of managerial and technical talent. This talent, though
limited, appears to be mors abundent than in any other country in that part of

the world save Japan, Of course, further development of this critical resource
neads to be fostered, The central task abead for the Republic of Korea is to
egtablish opportunities and cenditions that will enlist the energies and the
abilities of all the Korsan people sguarely behind the reconsiruction undertsking.

In addition to its 22 million people, who make up ite greatest asset, the
Republic of Korea possesses the natural resources for a level of production which
will permlt gelf-support at a modegt living standard. But, much additional
capital equirment will be needed so that these manpcower and natural resources
can be utilized effectively to serve the needs of a sound econénw. The nation's
farme, factorles and mines, though in a depleted and damaged condition, can be
rehabilitated and rounded out to provide the means of livelihood for the Koresan
people. The resulting living standard will be low by Western criteria, but it
can te higher than in most Far Fastern couniries. Although the Republic of Korea
will long remain a dominantly agricultural country, the industrial pattern, which
prevalled priocr to the invagion, provides a solid foundation for further industrial
development.

Slowly, but measurably, tkhe econcmy of the Republic of Korea has begun to
emerge from the impact of physical destruction and financial chacs associated with
the war. Assiéted by an increaged flow of lmports, production has been risging
encouragingly. Favourable weather and a larger supply of imported fertilizers
yielded a good crop in 1953. The degree of inflaticon has moderated somewhat in
the past year. The progress to date has been impresaive and lends greater
confidence to the task of reconstruction. But it will take years of dedlcated
offort and large-scale aid from abroad before the obJective of a self-supporting
economy will have been achieved,

Posgimiom has often been expressed regarding the ability of the Republic of
Korea toc become self-supporting. Among the grounds commonly cited are the paucity
of baglc resources; the partition of the country; +the difflcultiss of bullding
virtually anew an adequate export trade; the greatly enlarged meeds of the expanded

and fast increasing population; the inexperience of the Koreans in the management
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of their country; the disorganized state of the economy stemming from the expulsion
of the Japsnese and worsened by the war; and a decade of disagtrous inflation.
There is ground for apprehension on all of these and other scores. No one familiar
with the Xorean economic scene will minimize the seriousness of these problems.

Yet the outlook is by no means as bleak as this array of difficulties sould indicate.
The Republic of Korea will not be rehabilitated and will not achieve self-
support by merely cataloguing the complexities and costs of doing the Jjob. Rather,
this can be accomplished only by positive steps to overcome all of the underlying

difficulties and to supply the material needs for reconstruction. Satisfactory
solutions of Korea's manifold problems come into proper and reasonable focus only
when these problems are examined in the rergpective of a comprehensive

recongtruction plan. This Report presents such a plan.

Reconstructicn gcals

Practically every category of goods has been in serious short supply in Kores
since 1950. 1In the past year, an enlarged flow of aid goods and some improvement
in local producticn have served to overcome the desperate shortages which
prevailed in 1951 and 1952, Suffering from food and clothing shortages has been
somewhat mitigated. But the rebuilding process was slow in getting under way and
is still of limited magnitude. The needs for rehabilitation and reconstruction
have been so great relative to the possibilities of meeting them that such
rebuilding as was possible to daté could be undertaken without risk of serious
duplication or the consgtruction of mnecessgary capacity. Now there is an
increasing and acute need for plamning and co-crdination.

The basic determinant of the reconstruction programme for XKorea 1g a set of
goals spelling out the requirements of a self-supporting Korean economy. These
requirements or goals need to show in detail the production pattern at the time
sell-support is achieved and the specifications for the capital facilities, raw
materials, transportation, eqaipmént5 manpowér and imports reguired to produce the
indicated level and composition of goods and services. This paﬁtern of an

operating, self-supporting economy needs to be tested in wany ways to ensure thab

it represents a feasible set of goals.

- AW -

Agreement on recoungtruction goals plays a critical role in a programme

.requiring substantial foreign aid. It is essential to mutual understanding and to

nelp ensure an adequate flow of assistance. Well integrated and consistent_
reconstruction goals also take on a special importance in Xorea because of the

necegsity for compregsing intc a relatively few years an investment-gelection and

.economic-growtb process that would normally be stretched over s much longer period

of time. .
Reconstruction goals need to ve both ambitious and feasible. (Goals short cf

those that can be accomplished would fail to do Justice to the urgent needs of the
Korean people and to the nations assisting them. On the other hand, goals beyond
attainment are not only likely to lead to_frustration, but also to bring about a
wasteful, unbalanced use of regources and postpone the completion of recongtruction.

The reconstruction goals developed in this Report are designed to meet these
requirements. The goals assume that the recongtruction effort will not be
nampered by military action. The goals are limited, for the time being, to the
present territory and population of the Republic of Korea. It is alsc necessary
to make gome assumption regarding the size of the military force that can be
supported wholly from Korean resources, when self-support is attained. An _
approximation of such a normal force is placted at about 200,000 men. Military aid
ig, of course, not covered in this Report. The objective of complete self-support
with a larger armed force than assumed would require modifications of the aid
programme and time periocd get for reconstruction.

A five-year reconstruction programme starting in the present Korean fiscal
vear - 1 April 1953 through 31 March 1954k - and ending in the fisca} year 1957-58
ig believed necessary to achieve the goals proposed. If th¢ gtart ig swift and
gure, the planning skillful, and the execution efficient, the goals might
conceivably be reached earlier. On the other hand, a variety of difficulties might
cause some delay. The reconstruction schedule set ecalling for a self-supporting
status in the year 1958-59, however, is regarded as properly ambitious and, at

the same time, realistic.




Production goals

Production goals need to be high encugh to provide the growing population
with 8 reascnable gtandard of living and to permit the setting aside of sufficient
regources for investment to sustain or increase that living standerd. Further,
they require the production of enough exports to pay for necessary importg.
Complete self—supporf, as noted above, also requires that the econowy maintain the
necessary normal military forces.

The level of self-support gpecified in thie Report calls for a gross output
Lo per cent higher than achieved in the last Korean fiscal year before the
invasion, the period from 1 April 1049 through 31 March 1950.  This level 1is
80 per cent above the 1ast fiscal year 1952-53% and about 50 per cent above the
anticipated output in the current fiscal year, which has witnessed guch a
promiging recovery.

Agriculture which produces nearly half of the economy's output is counted
upon for a 35 per cent gain above the relatively gocd year of 1949-50. This
agricultural objective carriep a major respousibility for the success of the
reconstruction effort. It is required to meet wminimum fo0d needs snd to provide
a gizeable margin of rice for export. To achieve such an expangion in a country
with a highly developed and intengive agriculture, a comprehensive and concentrated
programme to ilmprove agricultural yields is proposed, including heavy invegtments
in irrigation, flood control apd fertilizer, some sghifts in land use away from
rice into more suitable crops, and better production incentives snd food
digtribution methods.

Mining output ie scheduled for a more than Tive-fold increase principalily to
provide much-needed exports and to minimize the needs for coal imports.
Manufacturing and construction are projected for increases of about 85 per cent
above the pre-invasion level. fonsgtruction will have contracted by 1958-59 from
the high levels required during the reconstruction effort. Manufacturing will
have been expanded by 1958-59 to produce 14 per cent of the enlarged gross
national product. Electric power production is programmed for a three-fold increase

to meet the needs of an enlarged ecopomy and to eliminate dependence on United

States military barges.
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Congunption goals

The projected level of production will yield the Korean people an austere
living standard but one.tbat ig well above the depths of recent years. At the
cloge of the five-year reconstructicn effort, per capits consumption can be
restored to about the pre-invagion level of 1849-50. In that year consumption had
rigsen to a post-Worlid War II high after being seriously depressed during the
digorganization that followed.in the wake of the expulsion of the Japanese. The
economy was not self-gustaining in 1949-50. ILiving standarde were, in part,
gupported by the contribvution from the United &States Economic Cooperation
Administration of some $110 million compared with a total level of congumption of
£1,440 million end a gross national product of $1,770 million (valued in 1952-5%
dollars).

A higher level of consumption by 1958-59 is, of course, desired by the Koreans
and their friends, but it is not consistent with the cbjective of viability. A
population of 24.3 million will have to be supported, an increase of 20 per cent
over 1G49-50. Importantly, part of the nation's output must be set agide for |
investment to protect and increase living standards ané for expcrts to pay for
needed imports. .

The consumption level proposed cannct be a precise duplicate of that in
1940-50. Tt was then seriously deficient, for example, in textiles and Tood.
Consumer habits have clearly chenged in wany respecis gince the war. To force
them back into the pre-war mould would regquire a ponderous and unjustified
spparatus of direct controls. A per caplta consumption goal & few per cent
higher than in 1949-50 seems to be the most conservative that can realistically be
set - $73.50 per capita as against $70.80 in 19k9-50 (both valued in 1952-53
dollars).

The food gdai provides for a 14 per ceat rise in the volume of consumption of
staple food to a level that will still be somewhat short of that recommended by
the FAQ/UNKRA Mission. This increase involving little change in expenditures is
to be accomplighed by ralsing the proportion of the less expensive non-rice ~
staples in the diet particularly bariey, sweet potatoes and soybeans. Rice is

now grown on unguitable lands which can yield much more food value in other crops.
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Because of the preference for rice this shift will not be an attractive one to
Korean people; but 1t seems clearly required on the grounds of maximizing food
output, improving the nutritional content of the Korean diet and channelling a
sizeable share of the increase in rice output into exports. Rice exports are
projected to supply about L5 per cent of foreign exchange income in 1658.59,
Another improvement in diet is projected to result from an 18 per cent per capila
increase in fish consumption. Along with a larger supply of soybeans this will
help reduce the serlous protein deficiency in the Korean diet.

Achievement of the indicated consumption goals will require a large measure
of restraint on the part of the Korean Govermment and people during the
recongtruction effort as well as later. It would be unwise %o allow consumption
to rise to levels which leave no room for further jmprovement. Congumption levels
that cannot be maintained after the reconstruction programmne ie completed should
not be reached during reconstruction. The proposed phasing of the year-to-year
expangion in consumption takes thege considerations inte account.

Although the goals permit a 28 per cent increase in per capita gpending on
textiles, this will still involve continued austerity. Self-support will
necesgitate & substantial rise in textile exports as well as sizeable rice exports.
The inability to provide as much houging as ie needed during the reconstruction
period alsc has to be recognized. The Republic of Korea has an enormous
requirement for permapent nomes to replace the 600,000 dwellings degtroyed and to
houge refugees and provide for & rapidly growing population. Finally, the import
goals reguire congiderable regtraint in that virtually nc consumer goods are

provided for and certainly no luxuries.

The investment programme

An investment of $1.9 billion, provided both from the foreign aid programme
and from Korean resources including both imports and the dollar equivalent of
Koresn domestic costs, will be required to achieve the production levels
envisaged, including health, education end housing facilities and technical
agsistance. IExcluding the current year, the investment programme will absorb..

18 per cent of the total regources projected as being available to the Korean
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people. Whnile this iz a high proportion for so poor a country as South Korea it is
telieved to be & feasible programme if adequate policies are put into effect and
the expected volume of foreign aid is forthcoming.

The determination of the amount and kinds of invegtument reguired to achieve a
degired increase in output 1s the central problem of & programme of economlc
expangion. This Reportls invegtment programme has been bullt up industry by
industry and is the prcoduct of an intensive serieg of tegts to ensure that 1t is
adeguate, feasible, balanced and yields the maximum economic return in terms of
needed output. The invegtment programme has been phased by yeare; integrated with
the year-to-year functioning of the economy during reconstruction;  checked for
feasibility in the economic stabilization, manpower, transportation and energy
spheres; and finally tested with respect to the economy's total Import requirements,
export expectations and resulting requirements for net imporis or aid.

Materials, equipment and services produced by the Korean economy provide for
alightly over half of the %total investment with capltal imports making up the
repainder. Allowance hag been made for the growing ability of the Korean economy
during reconstruction to directly coantribute to its own investment programme as
rehabilitated or new capacity comes into op@fation. The ratio of foreign
exchange cogts to Korean hwan costs of the invegtment programme falls about 1.5 o
1 in the current ROK fiscal year to about .6 to 1 in the last year of the
reconstruction progremme, 1957-58,

A considerable part of the expected increase in production during the
reccnstruction programme will not be the regult of investment. Existing capacity
can be more fully or befter utilized as action is taken to endé material shortages
and eliminate power deficits which bave been plaguing production. Better
preduction metheods; improved transportation, now a serious bottleneck; more
adequate credit facilities; and a host of other improvements will tené tc lncrease
output from existing facilities. A more orderly econcmic environment, particularly
the restoration of an eflfective price system and econcmic sgtabilization, will have
pervasive effects in ralsing production. The year-~to-year projections of
production are predicated on prompt and vigorous action fo produce these results.

Most of the increased output associated with these cauees will come in the early

part of the reconstruction programme.
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Of the total investment of $1.9 billion, $1..3 villion is programmed. Of the
non-programmed remainder, $350 million is allocated to unplanned new investment
which cannot be foreseen in detail and in 811 likelihood will be weighted heavily
with private investment in tbe distribution and services sectors. It 1s also
expected that a sizeable amount of replacement investment will be undertaken which
ig made up of individual ltems gufficiently smell or routine not to ve encompassed
in formally programmed projects. An allowance of $295 million has been made for
this purpose.

bn investment of $4LT million is devoted to raising the Republic of Korea's
long-neglected and depressed health, educational and housing standards. MNearly
palf of this total is allotted to housing. This will permit the conmstruction of
300,000 homes or an addition of scmevhat less than 10 per cent of Korea's stock of
permsnent homes. While this is an ambitious programme, it will leave an
unsatisfied need for about 700,000 homes. Many Koreans, under this programme,
will have to continue to occupy temporary dwelling facilities. The golution of
Korea's housing problem must be approached on & long-term basis. After the
recongtruction period is over, the capacity for producing housing materials will
have been increased. Much can be done +to encourage the people to lmprove their
living conditions by gelf-help.

The cost of expanding Korea's inadequate and war demeged educational
institutions is placed at $13% million. This will permit the carrying out of
the recommendations of the UNESCO/UNKRA Mission. Rehapilitation and expansion of
health facilities to meet Korea's urgent problems of disease prevention and
medical care - nospitals, veteran's institutions, public health cenires, water
works, medical schools etc. - are estimated to require $27 million. This
programme is largely pased on the recommendations of the WHO/UNKRA Misgion.

Technical assgistance can play a ecritical role in Korea's reconetruction.
Because of Korea's restricted opportunities enforced by centuries of isolation and
forty years of Japanese control, there is great scope and promise 1n this
programme. The shortage of technicians, in particular, limits economice progressg.
The cost of sending Koreans abroad and bringing foreing experts to Korea 18

placed at $41 willion.
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The social investment programme is the largest single category of investument
and accounte for over one-quarter of the total investment programme. The proposed
expenditures will permit a vast improvement in the welfare of the Korean people.
1%t nonetheless fallsg far short of including all of the Republic of Korea's
planning proposals. In the ROK Five Year Plan soclal investment accounts for well
over half of a total investment programme about the same size as that presented
here. That programme, asgsuing there would be no bottlenecks preventing its
accomplishment, would postpone far into the future the gttainment of self-support.
There would be a serious imbalance between the availability of social services and
the supply of essential consumer goods. The desirsbility of a much larger social
investment programme than included in this Eeport ig undeniable but in relation to
competing demands for investment funds and the level of social services
sustainable after 1958-59, such s programme would not be realisgtic.

The investment proposed in this Report for other gectors of the eccnomy is,
accordingly, considerably higher than carried in the ROK Five Year FPlan. Invegtment
scheduled here in the mining industry, for example, is more than three Times that
envisaged in the ROK plan and is expected to yield added annual output almost
equal tc the projected $67 million investment - a very high return relative to
investment. BSimilarly, the investment in manufacturing is 80 per cent bigher than

in the ROK programme with a favourable ratic of investment to output. Because of

the greater industrial activity contemplated in the present programme, the

expansion in electric power capacity needs tc be nearly 30 per cent higher than
in the ROK proposal. Hydro-electric plants are planned to provide most of the
increased capecity. The transportation programme is much swaller than that
inciuded in the ROK programme because the proposal to build up & sizeable
international merchant marine is felt to be highly uneconoumic.

These diﬁferences with RCK proposals largely grow out of broad guestions of

economic balance or feasibility. 1In its details, the ROK plans represent much

useful and important work.

The financing of imports

The fulfilment of thig investment programme, meeting the minimum needs of

. : . . .
nsumers, and Tinancing essential government services will create a need for far
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more rescurces during the recongtruction period than can be produced by the South
Korean economy. Another way of putting this i1s to say that substantially more
imports will be required than can be paid for by exports. Total Korean
re@uiremgnts For goods and services, the production possible by the Korean econouy
(both expressed in terms of dollars) and the resulting need for net lmports or
outgside aid are shown below:

Korean Tiscal yesrs ending %1 March -

TOW AR
1953%-5L  1954-55  1955-56 1956-57 1957-58 1953-58
(#iilions of 1952-53 US do}lars)

Total requirements 1,643 2,255 2,388 2,458 2,5%2 11,576
Grosg National .

Product LG Loos 200 2219 k0 10,356
Net import or &id

requirements 284 350 295 179 1%2 1,2k0

(Arrivals)

Te bring available resources into balance with requirements thus calls for a
five-year total of about $1,240 million in external aid. Since the investment
programue cannot get £ully underway in this fiscal year, aid requirements rise
gharply in the second year, but thereafter decline rapidly as the expansion of
Korean output permits wore and more of the reconstruction effort to be borne
gt home.

Appropriations of aid funds are required sufficiently early o perm;t ‘the
arvival of aid supplies in Korea in accordance with the needs of the
recongtruction effort. The financing of the aid programme has gotten off to a
good start with the available appropriations and pledges of $558 million for the
fiscal year ending 50 June 1954 including the emergency appropriation of the
United States Government. Cf this $200 millioﬁ tnited States appropriation,
$52 million ig for the direct support of military forces and is hence excluded
from the calculations in this Report. However, an additional $35 million is %o be
requested of the Congress as part of this programme and this has teen included.
On 1 Avril 1953, there was a carry-over of aid funds of $1k4 willion which 1s
available for the reconstruction prograime. Not all of the UNKRA programme of

$118 million included in this total has been subscribed by Membex naﬁions.
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In eddition to funds pregently available or in sight, apprcpriations totalling

$759 million are thus necessary. The largest additional annual appropriation of

$326 million needs to be made in the fiscal year ending 30 June 1954. Thig sum is
required to sustein the recconstruction prograsume and permit its completicn on'

schedule. Thereafter required appropriations drop off to $250 million in the

fiscal vear ending 30 June 1955 and $163 willion in fiscal year 1956.

The Korean econcmy will be able to finance the balance of reconstruction
imports. The five-year total of import requirements comes to $2.1 billion. ROK
foreign exchange is projected as paying for $886 million of this total. ROK
earnings of foreign exchange are estimated as riesing steadily from about $120
million in the current fiscal vear to about $260 million in 1958-59. '

At present most of the ROK earnings of forelgn exchange come from payments

for services to-the United Natlons Command. Thils is projected as gradually

disappearing over the next three yesrs. The export programme calls for a steady

rise from & level of an estimated $33 million volume in the current fiscal year to

about $260 miliion in 1958-5G6, A vigorous effort reaching intoc many areas of the

Korean economy and undertaken early in the reconstruction progremme will be
required to achieve this export goal.
Total requirements for goods and zerviceg and hence the egtimates of import

needs have been calculated throughout the reconstruction period on the basis of

~, the militay force of éO0,0GO men which ig projected as being supported wholly by

the Korean economy in 19585-59. This force is considerably less than that now in

being. With a larger military force, import requirements during reconstruction

will be higher then shown in thig Report. Continuance of this larger force would,

therefore create the need for additional net imports reguired to support military
forces which lie .outside the scope of the reconstruction programme as defined here,
In fiscal year 1953-54 thege additional net import requirements, excluding .

wilitary end items, are estimated at some $240 million.

- Implementing the vlan for resource utilization

Accomplighment of the above-cutlined plan for usiﬂg the fesources aﬁéilable

To Korea is explicitly based on the adoption of a set of econowic policies
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adequate to achleve the indicated preduction, investuwent, congumption and export-
import goals. In plotting the course of reconstruction, it is assumed that Koreals
available resources will be put to work with s high but realizable level of
efficiency; Because of the compelling circumstance of great needs smidst limited
regources, the reccanstruction plan allows but glender mergins for waste and error.
A programme for carrying out Korean reconstruction must thervefore encompass a
formidable set of basic policies that are adequate +to achieve the intended results.

This task of policy formulation and action is eapecially important and far-
reaching in Xoresa where the young Republic has bad insufficlent time to develop @
aet of workable eccnomic ingtitutions and practices necessary for the orderly and
efficient functioning of ite economy. 'In consequence, the cperation of the Korean
economy today falls sbort, by a wide margin, of the efficiency needed for the
reconstruction programme., The histery of Japanege control and expropriation, war
destruction, disruptive inflation, the persistence of feudalistic elements ag well
as the short 1ife of the Republic all figure in responsibility for lack of economic
order and the presence of inefficiencies and obstaclee in the Korean economy of
today. Sweeping changes and improvements are needed and it ig believed that they
can be accomplished.

Oubside aid can do much to rebulld and raise living standards, but this alone
will not create s democratic Korean economy capable of standing on its own.
During the reconstruction effort, a set of economlc institutions needs to ke shaped
waich can gradually become independent of the special stimulus of a reconstruction
and ald programme, and can take bold to manage the nation's econowmy. Unlesgs Korea
ig transformed into a self-operating and efficient economic concern, by appropriate
policy and institutional changes, the fundamental purpose of Korean reconstruction
will not have been accomplished.

Policies for reconstruction, accordingly, occupy a fundamental role in the
effort ahead and necesgarilly concern Quite kagic aspects of economlc organizaticn
in addition to those more conventionally associated with a production plan. In

thig summary it is practicable to identify only the policy problems of more general
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importance. Much of the Report, especially Part EEI,.is concerned with a detailed
review of policy shortcomings and proposed golutiong. Most of these problems muét
be resclved in the crucible of day-to-day operations by the ROK Govermment and the
¥nited Nations Agencies. Hence, administrative arrangements to assist in reaching

gound and co-ordinated declsions also need to be provided for.

Stabilizing the economy

Extreme inflation has been the way of economic life in Korea for the past
decade. Inflation hag corrosive and disruptive effecis on people and production.
In an atiempt to cughion its impact on different groups, the XKorean economy has
been invaded by a cqmplicated set of inefficient arrangements and subsidies. The
functioning of the price system as the regulator of the economy has been most
seriously impaired. While less inflation was experienced in 1953, the price rise was
gsubstantial and the threat of continued inflation remains.

Reconstruction cannot proceed in an atmosphere of inflation. To put an end to
inflation a resolute and concerted programme of action is absolutely sssential.
With the riging flow of aid, the opportunity is at hand for introducing a
comprehensive stabilization programme that will win the confidence of the Korean
people. It will also increase the confidence of Korvea'ls allies in her ability to
carry out the reconstruction programme.

Thereafter, the demands for reconstruction must be kept within the bounds of
the available supply of raw materials, caplital goods and labour. The year-to-year
pattern of the reconstructicn plan has been carefully tested with respect to
campatibiiiﬁy with the task of maintaining economic stability. The demands it makes
for increaged tax yields, limiting government expenditures, and restricting credit
geem definitely attainable. The severest test of the siabilization effort is
expected in the fiscal year beginning 1 April 1954, when the investment programme
ig projected for a sharp expansion. The major stabilization reforms, spelled out

in considerable detail in +this Report, need to be executed in time %o have a major
impact in fiscal year 195k-55.




Reviving the price mechanism

ctabilization of the Korean economy will make possible the restoration of the
price system and incentives for efficient performance throughout The Korean
economy. The attainment of a reasonable measure of price stability is a
prerequisite for an effective price system. A rational price gystem which guides
the uge of resourcee in accordance wilth real economic costs and prices is, in turn,
s basic prerequisite for sound economic development.

The Korean economy presents a strange mixture of price and barter arrangements
under a multiple price system. Within the controlled price sector it appears that
few controls are effective. Though some controls, notably on government and
industrial wages, give the appearance of bveing effective, in effect they have had
adverse congequences. UHalfway controle have brought inefficiency and black
markets. Production hag been depressed and business enterprige often either
blocked or diverted into speculative channels. Cogt-price relationships of
domestic goods and imports have usually been ignored in the Government's
vnderstandable zeal to keep prices 1low. Ffforts to enforce the artificial
arrangemente have long since overtaxed the Government's administrative and
enforcement machinery.

The Dnlyérealistic choice is to move rapidly and orderly in the direction of
market prices, Control over prices should be largely indirect by means of fiscal,
monetary and credit policies. Where transition to market price leads to serious
hardships for specific groups oT industries some limited corrective umeasures may
be needed but such instances ghould be few. A gingle, realistic rate of exchange
should be introduced that will bring prices in Korea into line with the cost of
imported goods. Prices and wages fixed by the Government should be ad justed to
market levels. In-kind arrangements should be largely eliminated. The task of
converting incowmes to a monetary basis and édjusting prices and wages is difficult

but it should be pursued with maximum speed and uncompromising determination.

Managing Korea's business enterpriges

Stabilization and the restoration of the price system will make possible a
more efficient operation of business enterprises. Unrealistic pricing practices
and inflation are responsible for much of the inefficiencies in the operation of
government enterprises and for the gituation where gound private vusiness
operaticnsg cannot be carried on. Reconstruction efforts of the Government and the
United Natione have been retarded by the consequent inability to mobilize support
among the business community.

Despite progress in turning over the former Japanese business properties to
private cwnership and operation before the invasion, little has been done during
the past three years. Factories still under Goﬁernmeﬂt control account for a
gubstantial proportion of industrial capacity. The inefficient operation of these
enterprises is a wmajor sore spot in the Korean econonmy.

A bvetter distribution of responeibility is required, as between the Government
and priveate business, for the operation of the nation's enterprises. The
Government ig literally overvwhelmed with ‘the tasgk of running the bulk of the
nation's businesses. The Republic of Korea needs to embark on a positive programme
for encouraging the growth of responsible private enterprise. Many policies,
particularly price stabilization and market pricing, will help. The gale of the
former Japanese industrial properties to competent, respongible individuals and
groups should bve undertaken promptly. Reconstruction should be ceonducted in a
manner that permits the effective par%icipation of private business. An
independent investment and commercial banking system will help. The tax gystem
should provide adequate incentives. A sound programme for technical assistance
and training in industry should be put into effect.

Enterprises which are gpecifically reserved for public owgership by the RCOK
Congtitution and othere still under Government control should be managed more

efficiently, Plant managers should be carefully selected, paid adequate salaries

and offered special incentives for high calibre performance.
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Balancing exports and imports

Korea wust take the necessary steps to solve its foreign trade problem
gimultaneously with building the productive capacity to meet the minimum needs of
its people. This is one of the severest testas of the reconstruction effort. The
import-export balancing problem needs to be weighed in virtually every aspect of
the recongtruction programme, RBecause of limited resources and the lack of a
gignificant export trade for the last eight years, the export goals call for an
effort of the highest order and a skillful meshing of polleies in many areas.

Apart from the development of export capacity, the required eight-Told
increage in exports will necessitate the maintepance of economic gtability, sgreab
care in determining the composltion of Imports and a tenaclious implementation of
export policies. Most imporitant is the early establishment of a single realistic
exchange rate to help promote exports, discouraging excessive lmports and generally
guide reconstruction by relating Koresn prices to world prices. The continuance
of the present makeshift set of exchange arrangements constitutes a heavy burden on
the Korean econonmny.

Developing markete for Koreasn goods will reqﬁire a sustained and far-flung
effort. Sound trade relationsghips will be promoted by purchasing the most suitable
imports in markets offering the best prices. Trade with Japan, Korea's most
logical trading partner, can nowv be conducted umder vastly different conditions than
in the past and needs to be approached realistieally. .

. Private trade should be encoursged and adequate provision of commercial credit
for importers is needed. TForeign exchange and trade controls should be simplified
and administered impartially. Tariffs should be used in a highly selective manuer
to meet the needs of reconstruciion, especially by kee?ing ccets of imported vaw
materials low in the export industries snd by strengthening the competitive forces
making for an efficient Korean industry. Steps need to be taken during
reconstruction which will eventually make it possible for Korea to attract foreign
investment. Along with an adequate volume of domestic investment, thege fundg can
perform a critically important role in expanding output to meet the rising needs

of the growing population and to permit an increase in living standards. While the
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export cof Tood accounts for over half of the value of exports projected for the
first year of reconstruction, great stress needs to be placed on non-food exports
in the long run. A rising population combined with inevitable limitations on
agricultural oubtput will necessitate increasing emphasis on exports other than

food.

The overriding need for policy integration

The overriding and central requirement. for reconstruction pclicies is adequate
co-ordination and integrstion. This requirement stems bagically from the complex
interrelations inherent in the funciioning of a large economy and 1s relnforced by
special problems encountered in South Korea. The economy, though dominantly
agricultural, is large and diversified; About B8 million are engaged in a wide
range of activities to provide goods and services for a population of 22 million.
The problem of achleving a rapid expansion among these varied activities, balanced
relative to the requirements of gelf-gupport, ie compounded by the difficult
organizational problems confronting the Government and the United Naticns agencies.

All sectors of the economy - including over-all levels of production,
consumption and investment - should move ahead in oxderly balance. Ministries of
the Government, United Nations agencies, aﬁd productive enterpriges cannct plan
and implement operations independently. A decision to finance a textile plant, for
example, must be carefully integrated with all other elements in the economy -
fmports of other textile products, raw materials impcrts, *raining and availability
of workers, power and transportation facilities etc. Oubput of this plant needs to
be related to total domestlic and export needs. Completion of the plant needs to
be scheduled in light of needs in other sectors of the economy or unnecessary
vaste and delays will occur, Thege are merely illustrative of the more obvious
demands for balance. The financial aspects open oanto an even more complex set of
interrelations including effects on stabilization.

A1l pesrticipants in the reconstruction effort must understand the need for
integrating policy and action in all fields with the basic plans for reconstruction.

It is equally important to establish the administrative arrangements whereby this

co-ordination can take place.
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An intensive, continuing joint planning effort in Korea will be essential
during the entire recongtruction period., This Report cannot provide a substitute
for e process that wust necessarily be a continuing one. Moveover, no outside
crganization cen oOr ahould determine what the Koreans want or what is vest for
them. Conversely, the ROK Government cannot determine the amount of aid that will
be contributed or deny to United Natlons Members an interest in how aid is used., It
is hoped that this Report will make two contributions to the Jjoint planning process.
First, it can serve as a working basie from which modifications can be tested in
the process of achieving agreement on the reconstruction programme. Second, it can
serve ag a demonstration of the plamning techniques that an authoritative body cen
continuously employ and ag a model into which improved and detailed data can be
fitted as these become available.

A comprehensive financial budget 1s required as an operating tool to manage
reconstruction, to integrate decisions, and to achieve agreement among the
varticipants in Koﬁean reconstruction. This budget needs to be consonant with the
eptire reconsiruction programme and should relate all financial availabilities to
all resources. Present budgetary tools are screly deficient because of limited
scope. In addition, a comprehensive system of national income accounts provides an
indispensable tool for the intelligent planning and execution of the reconstruction
programme. A beginning has teen made in this area but much mcre remains to be done.

The full Report reviews in considerable detail the whole series of quite
complicated understandings and arrangements tha€ are required to facllitate the
gmeooth operation of the reconstruction programme. As ig attested by the serious
inflation that resulted largely from the inability of the Republic of Korea and the
United Nations Command to reach satisfactory sgreement on a rate of exchange for
hwan withdrawals, delay and lack of co-ordination can well have digastrous effects.
Tbe.reconstruction +mek will require continuous collaboration on many equally
complex issues and relations need to be placed on-a kigh plane of effectivencss.

Adeguate reconstruction poiicies and effective progress of reconstruction are
contingent, in good part, on a reasonably firm understanding on the volume of aid.
By staking out the dimenéions and character of the task ahead, this Report is

intended to contribute to such an understanding.
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Opportunity and leadership

The Korean pecople have before them the opportunity of transforming their
battered and disorganized economy intc an expanded, self;sustaining econcnmy capable
of yielding them s reagcnable livelihood. TFor the firgt time they have free
accees to the resources of technology and knowledge in the outside world. They
have bef'ore them the opportunity of creating 8 gtrong economy which will permit
them to realize their highly valued goal of independence and gelf-determination.
Adversity and misfortune has long been their lot. A change is long overdue.

To the free world, Korean recongtruction affords an oprortunity to
congtructively particirate in a great endeavcur - an endeavour to build =a
progressive and dynamic economy in a part of the world where millions are unable
to eke out a bare gubsistence, where competing systems of government and economics
threaten freedom and peace. They have an opportunity to help in a practical
demonstration of the impeasureable benefits of a free economy and a democratic way
of 1ife. The stakes are so high ag to dwarf the sums and sacrifices required,

The Members of the United Nations need to act on this responsibility and
opportunity by providing adeguate assistance. They need alge to bring to the
task the patience and effort necesgary to gain an understending of the Korean
problem. They need to distinguish the feasible from the ideal in & country
different from the Western World and to support vigorously the necessary and
feasible. They need to provide aid and technical assistance in a manner adapted
to the requirements of the new Republic of Xorea. Many able people need to make
the sacrifices of leaving their homes to help in the rebuilding of a countfy that
ig in many ways strangely different.

The responsibility for tranglating this opportunity into actuality, however,
falls overwbelmingly on the Govermment of Korea. The task requires leadership
that is fired by a vision measuring up to the possibilities and the needs, a |
leadership that is, at once, practical and motivated by the highest ideals.

The plans for reconstruction and proposals for approPriaﬁe policies have been
set forth in full awareness that achievement will require much understandiﬁg and

courage. The present situation in Xorea has created wmany interests which may

oppose the changes required either for real or fancied reasons. Many may feel that
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they benefit or are protected by existing economle arrangements. Opposition way
come Trom fear of the unknown, lack of confidence and inadequate understanding.
This places a great responsibility on a government leadership with the vision %o
pierce the fog of confusion, uncertainty and fear and s leadership that is
respongive to the needs and opportunities confronting the Korean nation. The
rewards sre far greater than the rigks.

The role of government is inevitably of crucial importance in Korea. The
regponsibility of government for the detailled operation of the economy can be
reduced to manageable proportions by creating more workable economic institutions.
A market pricing system by eliminating the need for detailed regulation, will free
the energies of government leadership for more important tasks. The transfer of
the responsibility for operating many of the nation's businesg enterprises to
private hands will have similar desirable results. These reformsg are in accord
with the requirements of a democratic society.

? The qualities of vision and courage needed for economic reconstruction have
been handicapped by wartime conditions and ite aftermath. They were alsc handicapped
by impractical objectives. The objective of fighting inflation and keeping prices
low with a get of unworkable controls is one example. ‘Another is the policy on
galaries for govermment officials. It is impractical to expect the required level
of integrity in public service as long as officials receive salariesg inadeguate

for bare subsistence. An important practical step, therefore, is to help ralge the
level of integrity in govermment by an adjustment of salaries to realistic levels

as well as by the institution of such other measures as have proved useful in
meeting this problem common to all countries.

Enlightened leadership to achieve these and many other objectives is the
indispensable ingredient for successful reconstruction policies and for the
achievement of a self-sustaining and stroﬁg Kores. The.need ig for a leadership
that responds to the needs of democracy which are the needs of this historic
opportunity in Korean history; a leadership that is practical in its reéognition
of the reforms required for a sound and productive economy and that is capable of

grasping the economic complexities of reconstruction; a leadership that recognizes

that the handicaps of the Korean people sre a product of their cruel history and
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is not deterred in utilizing fully the technical asgsistance offered by the more
fortunate nations of the free world; a leadership that takes the necessary

meagures to establish a high level of integrity required in a government that is
confronted with such a large and important task.
This clearly calle for a dedicated effort carried out wisely. XNo cne who

knows Korea and the Koreans well can doubt that they are capable of providing it.
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