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The Pattern and Significance of

Economic Planning in Korca

by

David C. Cole and Young Woo Nam

Economic planning is a politico-economic process which draws together

the techniques of economic analysis and the forces of concensus-building,
decision-making and action-taking that are the heart of the political process.
The literature on planning is full of admonitions against a one-sided approach
because economic analysis, no matter how good, has little impact on a country's

development unless it can be transformed into effective policies and actions.

Conversely, strong policies and government efforts based upon bad analysis or
bad judgements about the future are likely to be very harmful. Korean experience
attests to the interdependence of the political and economic facets of planning.
A series of planning attempts werc sidetracked because the political conditions

were fnimical to scrious consideration, much less adoption and implementation

of the plans.

Fventually a plan was pushed through to formal acceptance in

1962, but then (t was subjected to serious criticism as being mainly a political

device rather than a technically sound econcmic program,

Finally, when an anal-
ytically compectent plan was supported by an appropriate political environment,
not only were the cconomic decisions of the government and the private sector

Influcnced significantly, bu also the legitimacy of the government was strength-

encd and the antagonism toward the government of some alienated groups was
mitigated.

The (irst offorts at planning in Korca were begun during the Korean War

by the fForeign assistance agencices that were trying to assess the best patterns

and the potential costs of rchabilitating the Kor:an cconomy.

The main result



of this work was a prog:am prepared by Robert R. Nathan Associates for the
Inited Natlons Korean Reconstruction Agency.1 This program although technically
hdcqunto. was ncever formally adopted or even recognized by the Korean Govern-
ment mainly for politlcal rcasons. Nonetheless, because no other similar plan-
nng work was undcertaken for several years, the Nathan Plan provided the only
overall perspective of the Korean cconomy's possible growth path during the
rchabilltation period.

Eventually in 1958 a sccond plamning effort was initiated by the newly
cstablished Kconomic Development Council of the Korean Government. This was
to he a scven year plan which would be divided into a three-year and a four-
year phase. The plan for the first phase, covering the years 1960-62, was form-
ulated in 1959 and approved by the cabinet in January 1960.3 Three months later
the Rhee Government was overthrown and the plan was set aside.

In the following ycar, a new five year plan was prepared by the Economic
vavlopmunthuuncil, but if sufferced the same fate as the three-yecar plan.
The draft was completed just prior to the military coup of May 1961 and was not
acceptable to the new goverament which assumed power after the coup. It did,
however, provide the basis [or a third planning attempt which was finaliliy carried
through to compliction and approved in late 1961 as The First Five Year Economic

Plan, 1962-66.

1 : o . . ;
Robert R. Nathan Associates, An Economic Programme for Korcan Reconstruction,

prepared tor the United Nations Korcan Reconstruction Agency, March 1954,
There was a h~yvear program worked up by the Korean Government at the time the
Nathan team was working on its program, but it was mainly a compendium of possible

investment projects,

‘Juv Won Lee, "Planning Efforts for Economic Development' in Joscph S, Chung, Ed.,



The new military government had been critical of the antiplanning biases
of the Rhee Government and therefore gave considerable attention and publicity
to [ts Five-Year Plan. It was encouraged in this by the new United States
n}d policies which emphasized planning as one of the key self-help measures
that would qualify a country for a greater share of United States assistance.
While recognlzing the importance of building political support for a plan, it
also realized the political roie of a plan as a statement of a government's
cconomic, social and political objcctives. If anything, the First Plan was
overly influenced by political considerations and was attacked as economically
over-ambitious and infeasible because it projected such sharp departures from
the past without supporting analysis and explanation of why this might occur.
As a result of this criticism and the poor performance of the economy in 1962,
the first ycar of the Plan, it was decided in 1963 to revise the growth targets _
and investment program downward. This revision was completed in 1964 but was
never given much consideration, because it had little significance for current

’
policy decisfons tha:. were concerned with the more immediate problems of financial
stabilization. In time the revised version of the First Five-Year Plan was for-
potten altogether because the overall perforinance of the economy from 1963 onward
wag approaching or cxceeding the so-called "over-ambitious" patterns of the
original plan.

The Second Five Year Economic‘Development Plan was prepared in 1965 and
1966 and wvas approved by the President in August 1966, For the first time in
RKorean expericnce a plan combined an adequate technical base, realistic political
dimensions in terms of the national objectives, and the involvement of key intcrest
proups in the preparation and review of the plan. Also patterns and procedurcs
had been developed both for translating planning guidelines into policies and
for revising the plan targers to respond t: changing circumstances without seeming

to discredit the whale planning process. These institutional changes did much



oA

to enhance the economic and political role of planning within Korea. While
it would be wrong to imply that planning in Korea has achieved the degree of
importance which it has in India or some of the socialist countries, it has,
as we will seck to show, come a long way from the anti-planning biases of the
immediate post-Korean War years.

In the following discussion we will review Korea's experience with planning,

giving emphasis to the Second Plan with which we were both much involved.

3 (Continucd)

Patterns of Economic Development: Koreca, the Korea Research and Publication,

Inc., 1966, p. i-11.

Ach, 1hid. bas appropriately labeled the three year plan, 1960-63 and this

first version of the five ycar plan, 1962-66 as the "abortive plans."”



Who Did the Planning?

The carly planning work in Korca was done mainly by foreigners -- the
Nathan team and others assbciated with the United Nations and United States
Assistance programs--because therc were very few Koreans with any experience
in this arca. TIn the second round of planning activity from 1959 through 1961,
Korcans played the major role, with only limited help from foreign technicians
or advisors. A number of Koreans, who had recently completéd training programs
abroad, cspecially in the United States, were drawn into the staff of the
Economic Development Council and the Ministry of Reconstruction where the
planning work was concentrated, and these people were given the main respon-
sihllity for preparing the three-year plan and the first version of the five
ycar plan. There was an advisory team from the University of Oregon attached
to the Economic Development Council at this time but, according to its own
summary report, the tecam played a very limited role in the preparation of
cither of thesce plans.

After the military coup, the Supreme Council for National Reconstruction
which had assumed all legislative,executive and judical powers took an active
interest in the planning work. Tt transformed the Econouinic Development Council
into the Fconomic Planning Board, cembining the planning, budgeting and foreign
asgistance administering functions and charged the planning group with revising

the draft Five-Year Plan to conform to some new guidelines laid down by the

Supreme Council.

r’Thc Qrepont Advisory Group in Korea, A Report on the University of Oregon
Advisory Mission to the Korcan Economic Development Council, 1959-1961 (School

of Business Administration, Univ. of Oregon, Eugene, 1961). This report contains
a summacy of the Threc-Year Economic Development Plan, issued by the Economic

Deve lopment Council, Jan. 25, 1960,

o
Acthur D. Little inc, "Economic Development Planning in Korea, Report of the
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The revised plan was drafted over several months, again mainly by Korean staff
of the E.P.B. The plan was reviewed by various Korean advisory groups during

the last quarter of 1961 and approved by the Supreme Council. An English summary

was issued in .lanuary 1962.7

Shortly thercafter the First Plan was subjected to analysis by several
foreign groups--a team from the World Bank and one from the consulting firm
of Arthur D. Little Inc. which was sponsored by the U. S. government. Both
of these appraisals were quite critical. The World Bank objected particularly
to the ambitious targets of the Plan whereas Arthur D. Little was more critical
of the planning methodology and the absence of implementation machinery.

As a result of these criticisms the Economic Planning Board undertook to
~revise the Plan, as alrcady indicated. But the revision was soon overshadowed
by inflation problems and the need to plan short-run stabilization policies
rather than longer-run development programs. Consequently the revision of the
First Plan was largely ignored and the link between the longer-run planning or
development tarpets and current policy decisions became very attenuated. This
prowine: irrelevance of plarning and the criticism of past planning efforts had,
as mipht be expected, a discouraging impact on those Korcan planners who had
produced the First Plan and the revision. Many of the lcading planners left
the rovernment or shifted to other positions and a new, younger group assumed
responsibility for planning.

une recommendation of the Little report was that another team of foreign

planning advisors be made available to the Korean Government to help with the

6 (Continued)

Arthur D. Little Reconnaissance Survey,' May, 1962,

7 Samears_of the 1irst Five-Year Economic Plan, Economic Planning Board, Government

of Rorea, Januwacy, 1962,
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preparation of the next plan, and in 1964 the U. S. Agency for International
Development contracted with Robert Nathan Associates to provide such a team.
In contrast with the earlier Nathan Group, this one was to wqu with and for
the Korcan Government--specifically the Economic Planning Board--and was to
help them prepare the Sccond Five Year Plan. In addition to the Nathan Group
there was an cconomic and technical advisory team of the German government which
was attached to the EPB, and it assisted with the planning work. Also the United
States AID mission took a very active and direct interest in the Korean govern-
ment's planning from 1965 onward and, in contrast to the normal pattern of rela-
tionships, functioned as a planning advisory group.‘ The AID mission and the
Nathan tcam brought a number of experts in various aspects of planning to Korea
in 1965 and 1966 who further contributed to the formulation of the Second Five
Ycar I’]an.8 ¥inally several teams were brought in to develop programs for par-
ticular scctors. These included an AID supported study of the-power industry
and a World Bank supported study of tranSportation.8a Thus there was much more
participation of foreigners in the preparation of materials for and the formulation
of the Sercond Five Year Plan than there had been in any of Korea's previous plan-
ning efforts except the original Nathan Plan which was a purely foreign product.
This broadening of involvement in the planning process was also true for
the Korecan government, academic and professional communities. The various
mintstries of the Government were not only asked to propose projects for inclu-
sion in the invesiment program, but their representatives participated in the
deliberations on development .itrategy and planning methodology. Staff from

the ministries and povernment-owned development banks made up the group

B'l'hcsv experts included, in approximate chronological order, Edward S. Shaw,
John ¢. ¢uvley, aad Nugh T. Patrick on the development of financial institutions
and policies; lrma Adelman on planning models and conceptual approaches to (Cont.)

8! *
Torea Electrie Co., Korea Electric Power Survey, 2 Vols., prepared in 1965

.
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of 10 industry conmittees which were responsible for assessing the existing
structure ol production, cstimating the future patterns of development and
reviewing the projects proposced for their industrics.9 A number of academic
and rescarch groups made studies of topics which were relevant to planning.lo
Finally 2 number of special interest groups and representatives of the public
were consulted periodically, over the roughly 18 months during which the Second
Plan was being prepared, to obtain theiv views on national priorities and the
approaches being contemplated by the Government.

This pattern of breoadened participation although it was still criticized
in some¢ quarters as inadiequate, was nonetheless a great change from the carlier
planninrg ventures which had been conceived by forcigners, or, if done by Koreans,
carricd out cirher so rapidly or by such a limited group that most parts of

the Government, much less the gencral public, felt far removed from the result-~

ing plan and disinterested in it,

lHow the Plians were Formulated

We turn now to the questions of planning methodology Lo see how the
methods have cvolved from the original Nathan Program of 1954 thruugh the
Sccond Five Year Plon.  Tn this revicw we shall be concerned with the amount
and kind of policy guidance given to the planners by higher political authority,
the types of pljﬁuing modcls or framcworks uscd, the criteria for selecting
investment projects or cconomic policies for inclusion in the plan, and what

attempts were wule to see that the plans were internally consistent,

BGont toned) plonning; Richard A, Musgrave on tax and [iscal policy; Peggy

B Musprave on foreign trade policy; Edward Hollander and Edgar McVoy

on manpover planaing; and Alan Strout on planning models. Most of these
cuwperts prepared papers embodying their analysis and recommendations, which

are cited o ihe bibliography.
Power industry Survey team

Ha
(Con Vv the Hectridand Ministry of Transportation Korea Transportation Survey,

Drart Report, Rorea, 19606,
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The Nathan Plan

The Nathan V'rogram was prepared for the United Nations Korean Reconstruc-
tion Agency and was attuned Lo the policy guidance of that agency more than to
the desires of the Korean Covernment or the people. Despite efforts by the
Nathan team to clicit guidance and cooperation from the Koreans, Synghman Rhee
never agreed to the undertaking and did nothing to encourage support for them.11
The general guidelines given by the United Nations Cencral Assembly to UNKRA
were to restore the prewar consumption levels and to achieve @ viable self-
support ing (-(:onomy.12 These were interpreted te mean that the per capita con-

sumpt fon levels of 1949-50 should be met by the end of the recounstruction

program, that domestic savings should be sufficient to finance a level of

9 . . .

No private enterprise representatives were included in these industrv committees
(as has been the pattern in France) because it was feared by the Government that
they would frequently take advantage of privileged information that they might

obtain from the deliberations of the industry committeces.

lOThvsc,includod Mrefessor Kee Chun lHan's study of The Predicacive Ability of the
Korcan Input-Output Tables, and the Korean Development Asscciaiion's long-term

projections in "Korcan Economy in 1980':,"

llJno Won Lee, op. cit., attribtues President Khee's chilly reception to the
facts that Rhee was not counsulted on Lthe project beforehand, and also that Robert
Nathan was associated with the Democratic Pacty in the United States (p. 1-3).
Short iy after the Nathan team arrived in Korea in the Fall of 1952, the Repub-
Lican Partv won the clections in the United States, and President Rhee,who
reportedly identiliecd more with the Republicans than the lemocrats, apparently
concluded that it would not help to elicit more assistance from the new adminis-

tration gn the U5 it Korea's ceconstruction propram was openly hased on the

Nathan team's stadics,
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investment which would maintain the growth rate of output at least equal to
the rate of populatiop inercase, and that exports would be sufficient to pay
for the haports thac the country required.

Theee were also a pumber of eritical assumptions underlying the Nathan
l’ro;;rnm.'"'j These included the propositions that Soulh and North Korea would
not be rewnified during the foreseeable future, that there would be no renewal
oi open hostilities between the two sides and no major refugee movements into
or out of South Korca, All of these proved realistic, altrhough the Korean
Covernment at thar time would not accept the idea of non-reunification even
for planning punposcu.l4 Other assumptions were that population growth would
not cxceed 2 pec cont: per annum - which proved to be much too low, that external
assigtance would be sufficient to meet the cestimated reconstruction needs plus
the support of military forces above a specified "normal’ level, and that the
Korcan Government wonld give wise and dedicated support to the reconstruction
progriam,

The third cuitical dimension of the Netrhan Program which related to both
the poals and the assumptions was the time period within which the goals could
he achicved., Theiv report claims that after '"various trial patterns were
analyced, . . . it appeavs that 2 programme of the size . . ., proposed should
take aboul. Five years to ucromplish.“lq Despite this claim of scientific basis
for the time pevio’ in which toconstruction could be completed and the economy
made self-support.ng, onc is iuclined to beliceve that it was also a convenient

plannin:g period ol perhaps @about as i into the future as the suppliers of

id
Nathan Associates, op. cit., pp. /7-80,

! ‘llvi\l., pp. Fl-un,

!
. . . ] . . -y [ > . ) .
Ree o0 Reeve, Vhe depubiic ol Rovea, A Poli tical .ind Economi "__é‘i'_ﬁf_‘}_’,) P 122.

lﬁNul')n' Assacte s, ap.s cit o, ppy JG-77,
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forcign assistance were prepared Lo look at that time. As it turned out the
combInation or poils ) assumptlons and time period was not a feasible configuration.
Some parts were achicved within the prescribed fivé years but others were not and
the cconomy was far from sclf-support by 1958-59, Whether a more realistic com-
bination would have been devised if the Korean leaders had participated more
actively in sctting the guidelines for the Program is difficult to say, but
ft scems clear that the main lines were heavily influenced by a desire to
show how the objectives of UNKRA could be met within a reasonable time period,
The Korcans lfor Lheir part ncever felt bound by or committe d to
the Nathan Program because they had not participated in its formulation.

The Nathan I'rogram was formulated, a4s their report says, from the top down and
from the bottom up, or frum the overall or national income appreach and from
the project or commodity-by-commodity approach. But for thce aggregative
planning it was necessary first to develope the national income and product
accounts and then to project changes in the major aggregates on the basis of
a "fecel" Tor probable develepments cather than extrapolation of past trends
or a formal wmodel fitted to past time series. Although not explicitly
stated, the scquence of the aggregate planning scems to have boen to work
out the private and public consumption levels consistent with the plan tar-
pets (i.c. the prewar per capita consumption levels), to then estimate the
investment requived to produce that level of output. Imports of intermediate
and capital goods were derived from the production and investment estimates
and then compaved with exports that were estimated sceparately to arrive at
the necessary foreipgn assistance inflow. Lt is not clear how many and what
kinds of adjustments were required to arrive at an internally consistent program

and one vhich would make possible the termination of external assistance by

16
Ihid., p. 60-61,
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the end of the plan period.

The criteria for selecting investment in the Nathan program were primarily
oriented toward demand and import substitution., As their report stated, refined
calculations based on relative yields of all alternative investment opportunities
were impractical. [nstead by taking account of the resource pattern and the
target year requirements for final products, and then assuming that there were
fairly rigid limits on the attainable volume of exports which could finance
the minimum necded imports, that pattern of investment was developed which would
permit Korca to '"produce at home the kinds and quantities of final products it
conﬁumns," as far as this was cconomically feasible.17

Much of the investwent program in the agriculture, forestry and fisheries
sectors was bascd on proposals contained in a report by a Food and Agriculture
Orgpanization toam.18 The jadustrial investment program was a moderatecly adjusted
version of a pro,ram developed by the Korean Government's Office of Planning.
Investment in infrastructur: was geared mainly to meeting the estimated demands
from the other sectors. These several programs were then checked for internal
consistency and trimmed to fit within the prospectively available resources.
While the Nathan report repcatedly emphasized the need for such internal and
overall consistency, and their various tabulations of supply and demand were

appropriately balanced, it is not clear from the report how these balances werc

17 . , .
Nathan Associates, op. cit., p. 105,

8. . . . . . .
Food and Apriculture Orpanization, United Nations Korean Reconstruction

Apency, Rehabilitation and development of Agriculture, Forestry and Fisheries in

South Korea, March, 1953,

9
! Nathan Associates, op. cir., p. 389,
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nehjoved or where the contisteney wigs most subject Lo stress, Only by looking
at. gome of the tarpets and the actnal developments of the cconomy is it possible

to gain Insipght into probabl® compromises. This will be discussed after review-

ing the methods of focmilating the subsequent plans.

The Abortive Plans

The methodology of the three year plan formulated by the new Economic

Development Council in 1959, and of the first version of the five year plan
completed in tihe Spring of 1961 is not very well documented. Both of these
plans were preared hastily and by a relatively small group with little pub-
licity or ¢ffort to gain broadencd participation. It is doubtful that the
three-yecar plan recceived much positive policy guidance from the President
considering his previous anti-planning biasces, The main reason given for
vrurmnlating the plan was that '"the recent trend in reductions in foreign
aid requires a rceappraisal of . . . economic policies and emphasizes the
neced for long-range plunning."zo'thu nim . ¥ the plan was "to achieve economic
seli-sulficivncy as rapidly as possible through efficient usce of domestic
human and physicel resources in conjunction with foreign economic aid.'.'21
These propositions suggest that the plan was influenced very much by foreign
aid considerations and perhaps divected as much at justifying continuation
of aid inflows as with programming investment.

According Lo Lee, the three year plan used a Cerhard Colm-type planning
model with the Level of employment and jnbor productivity as the strategic

2
vitriables for determining potential growth of output. Increased cmploevment

2
fooramic Development Coundil, Three-Year Economic Development Plan, Outline

dated dan, 25, 1900, in Univ. of Oregon. A Report on the Univ, of Oregon Advisory

Mission Lo the Korean Economice Development Council, 1959-61.
21

X Ihid,
Dy e .
<5 doe Won Lee, op. cit., p. 111,
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was one of the main targets along with increased productivity and improvement
of the trade balance.

The main lincs of policy and the investment program were formulated by
8ix consnltative committees consisting of academics and private technicians
who reviewed the proposals of the technical staff of the Economic Development
Council. There were no clear criteria for selecting investment projects, and
information on proposed projects was often inadequate. Consequently the
decisions on the investment program were based mainly on the judgement of the
consulting committees. The results of this work were set aside with the fall
of the Rhee government.

At the time work was startced on the Five Year Plan in the summer of 1960,
the new government felt called upon to vespond to a different set of pressures
than those which had confronted the deposed Rhee government. Severe unemploy-
ment and stndent demands for increascd employment opportunities prompted the
Democratic Party to try to formulate policies and programs which could meet
thege pressures.  Accordingly the Party lcadership prepared a set of instructions
for the Bconomic Development Council to guide their werk on the new Plan. These
instructions set Lhe strategy of the Plan to concentrate on certain key types
of infrastructurc, or overhecad capital and to use labor-intensive methods of
construction in so f[ar as possible.

Exceopt for this new element of policy guidance the planning procedure was
similar to that of rhé Three Year Plan. On a technical level there was a shift
from the Colm-type wmodel to a Harrod-Domar tvpe model, and some concentration
of the project program on sclected areas or key industries, in what was then
considered to represent an "unbalanced growth strategy.' But the main innovation
was the concept of a National Construction Service which would employ the
receitly graduated students and the unemployed common laborers and farmers in

labor-intensive constructicn of roads, dams, irrigation works and other key projects.
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The Fivrst Five-Year Plan

Soon after the wmilitary coup in May, 1961, the Supereme Council for National
Reconstruction made clecar its intention to manage the national economy in accor-
dance with a [ully articulated, comprehensive plan. 1t designated a Korean

advisory group for economic planning and charged them with responsibility for

formulating the guidelines of a new five year plan?zaThe members of the group -

were drawn from academic circles, the Bank of Korea, the Korean Reconstruction

Bank and other government agencies. Within two months the guiaelines were form-

ulated, approved by the Supreme Council and sent to the Ministry of Reconstruc-

tion, which shortly thereafter absorbed the budget bureau from the Ministry of

Finance and was transformed into the powerful Economic Planning Board headed

by the Deputy Prime Minister.
The guidelines made usc of the work on the Five Year Plan done by the previous

government, but the advisory group did not limit itself to setting out the main

lines ol strategy. Instead it spelled‘out in considerable detail the overall

and scctoral growth targets, the components of expenditure on GNP, the targets

for income disiribution and the balance of payments. These numerous targets

aqd projections were sct without much consideration of alternatives or their

internal consistency because of the limited time or technical apparatus for

doing so. k.
The main responsibilities of the planning staff in the clB were to fill

in the details within the guidelines that they had been given. This involved

L

drsipgnating specific projects and scheduling them to fit the annual investment
levels,  For this purpose. sectoral and industrial capital-output ratios were
estimated from past sceries and applied to the specified output targets to determine
investment wevels. There were no particular efficiency criteria for selecting

among, alternative investment projects so the planners were guided mainly by

224 Supreme Council for N:tional Reconstruction, Overall Economic Reconstruction
Plan (Draft) From 1962 to 966 Appendix. Korea 1961,
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those industries which were classified as strategic or key industries by the
Supreme Council. ‘These included coal mining, an integrated steel mill, cement,
petroleum reflining, fertilizer and transportation. To the extent that these

key projects did not absorb the total projected investment resource=, :-rher
projects were added in either from those proposed for the earlier Five Year Plan
or on the basis of new proposals from the Ministries,

The planners then went on to spevify in considerable detail whether individual
projects werc to be carried out by the Government or the private sector and what
would be the sources of financing. This practice later created serious problems
because private cntrepreneurs tended to assume that they would automatically
receive financing if they were authorized to carry out a project listed in the
Plan.

There was no good basis for checking the consistency of thz Plan in either
macro or micro terms. As a consequence, there were some seriously imbalanced
elements, ecspecially between savings and inveétment at the macro level as we
shall indicatce later. Also there was only limited coordination and conperation
amony the various parts of the Government in preparing the investment program,
Essentially the planners had done their scheduling job for the Supreme Council
and they had not built any bridges to other Government agencies which would
have facilitated implementation.

Within a year the First Five Year Plan was sent back to the planners for
substantial revision. They were given some overall guidance on lower growth
targets and resoure: availabilities, but in the confusion of rapid inflation, I]
poor agricultural yiclds ind the political pressures of an election campaign,
it proved impossible to devise a generally acceptable set of principles for
scaling down the investment program. “hus the revision of the First Five Year
Plan was finallv done in a rough and arbitrary manner, after which it was largely

ignored hecause the Plan provisions were not considered binding on or even relevant

for current decision making.
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The Second Five Year PPlan

Preparation of Lhe Second Plan extended over a ionger period and was more
thorough and open than it had been for any of vhe previous plans.z3 Consider-
ation of alternative planning models was begun in the Fall of 1964, nearly two
years before the Plan was finally completed. While this may not seem very fore-~
sighted in comparison with the planning work in some countries, it was remarkably
so in Korean terms. 1In the Spring of 1965 some basic guidelines for the plan
were prepared by the Economic Planning Bureau, approved by the Cabinet and cir-
culated throughout the Government. These guidelines did not contain quantitative
targets f or the Plan but indicated the preliminary thinking on plan goals,
strategy and priority investment areas, and called for the various ministries
to submit projecct proposals consistent with the guidelines. These proposals
were received in the summer of 1965 and started through a loné and probably not
too effective process of checking the project data and trying to calculate some
comparalive measures of rates of return for evaluating the projects.

Concurrently, work was going ahead on the uverall planning models. In
March of 1966 Adclman proposed a macroeconomic two-gap model based on the
National income and product accounts. Estimates of the relationships were
prepared using the then-available national accounts. The main results of these
cfforts were Lo demonstrate that the existing accounts apparently not only con-
tained some serious distortions, but that they did not adequately reflect the
structural changes which were occurring in the cconomy as a result of devaluation,
export cxpansion and relaxation of import controls. Even if the previous rela-
tions could be accurately cestimated they weuld not give a good basis for projecting

future possibilities, 1t was decided therefore to postpone further work on the macro

e
“,Whurv is a brict scction on Preparation of the Plan in the Appendix to the

Second_Five Yeiar Feonomie !cvelopment Plan 1967-71, Gov't of the Republic of Korea,

July Yoo,
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model untll the national accounts could be revised and a series prepared in

congtant 1965 prices.

Sume very rough macro pro jec tions were dévised while
walting for the recvised national accounts, but these were used only to
illustrate some of the broad strategy choices among alternative export, import,
savings, investment and foreign assistance levels. Eventually when the revised
accounts were completed, in preliminary form in the Spring of 1966, they appeared
Lo be more reliable for recent years than for the 1950's. This meant that they
were suitable for reflecting base yecar levels and structure of output and
income, but that they still were not reliable for fitting econometric relations
in time scries form. Thus it was necessary even in the final formulation of
the Scecond Plan, to estimate most of the macroeconomic targets on a largely
intuitive basis, givirg heavy weight to the structural shifte which were then
acceurring, vather than to use a formal model based on longer run trends ard
relations,

Because of the deliciencies in the time series data and, on the other
hand, the availability of a recent and apparently reasonably accurate inter-
industry or input-output table, the [ocus of formal model building shifted to
the latter arca, Here again Adelman in October 1965 proposed a dynamic
interindustry projection model for estimating sectoral investment and import
requirements and testing the consistency of the overall development program,
This model was constructed or implemented on a crash basis within gix months
and provided the nnifyiné clement in the planning process. It gave a con-
ceptual framework for gathering data and cestimates on various types of demand
and sources of supply. 1t was particularly well suited to assessing some of
the implications of alternative patterns of manufacturing production.,

Policy puidance for the Second Plan was given initially in the Basic

Guidelines which were approved by the Cabinet and the President. But these
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broad terms of reference were translated into more specific and Opcrationai
guidance in & pechaps unique forum which was finally labeled "The Seccond Plan
heliberation Joint Mvcting."z4 This group, which was chaired by the Vice
Ministcer of the Economic Planning Board, brought together senior officials
from the concerned Ministries of the Government, members of the Economic and
Scicntific Council, representatives of the Government Party (the DRP) and,
the unusual featurce, represcntatives of the United States Aidiuission, and the
Nathan and German groups advising the Economic Planning Board. The joint
mectings were held 31 times in the final year of work on the plan to "discuss
and review formulation of the plan."zscenerally presentations were made by
thé staff of the Econeomic Planning Bureau and after hearing the comments of
the varions participants, decisions were made by the Vice Minister of the EPB
ur:rv[nrrvd to higher authority for resolution when this was necessary. Although
the mectings were not. open to the public, the substance of the presentations
and the decisions wan frequently made #vailable to the pfess so that the public
wis informed about the progress on plan formulation and the directions the plan
wits likely to proposc.

There was also a Sceond Plan Consultative Council, which consisted only
ol Korcans and included representatives of banks, economic research institutions,
academics and journalists as well as the vice ministers of the concerned minis-
trics, This Council was mainly a forum for disseminating information about

the Plan but members were occasionally consulted on some key issues.

Investment decisions in the Second Plan were largely dominated by demand

245 .
The Second Five Year Economic Dovelopment Plan, p. 180,
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conslderations. There was an attempt to apply internal rate of return cal-
culations to the agricultural investment projects proposed by the Ministry

of Agricultural and Forestry, but this did not prove successful.. There was

not adequate information on specific projects so typical land reclamation

or irrigation projects werc analysed, with the expectation that these would
pive a basis for sctting priorities in allocating blocks of investment funds

" to the various types of projects., But the rate of return estimates were not
sufficicntly reliable to be convincing and continuing disagreement over the
celative emphasis on upland or tideland reclamation projects was not resolved
by the time the Plan was completed. As a consequence the agriculture investment
program was quitce unspecific and the absence of a clear statement of strategy
for agriculture, lorestry and fisherics mndb that the wcakest part of the Plan,

Investment in manufacturing was heavily influenced by estimates of the
potential demand lor exports and the derived demand for intermediate goods to
supply the export industrics, There were only a few projects involving a
sipgnificant increase in import substitution--an integrated iron and stecl
mill, a petrochemical complex, an daluminum reduction smelter--and these were
tentatively incorporated in the Plan without any careful comparative assessment
of bepefit to the cconomy. The infrastructure investment programs were demand
orjented and the allocatiors for social overhead including housing, education
and other government services were quite avbitrary decisions based on a combined
agsessment of demand, existing deficiencies and available resources.

In the area of policies, the Second Plan did not proposc any major new
dircetions but mainly reiterated the rcorientation of policy which had been
carricd out in the precceeding two yecars and whose effects were becoming signif-
icant at the time the Plan was being prepared. Because the effects were gen-

erally in the desived and expected directions but, on the other hand, because
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it was still premature in most &reas to determine whether the prospective
reaponse was of the desired order of magnitude, there was not yet a sufficient
hasis for modifylng most of Lhe policies at that time.

The overall consistency and feasibility of the Second Plan was tested
in part by the interindustry model which was most relevant for assessing the
level and composition of industrial investment and imports given the estimates
of the growth of final demand. But the main questions of feasibility centered
around the increcases in savings--especially domestic savings--and in exports
that were projected in the Plan. These were areas in which exceptionally
rapld incrcases had been cxperienced but for relatively brief periods. The
Plan assumed that these high rates of increase would continue, whereas the skeptics
believed the Plan was too ambitious. This was the normal disagreement among those
in thé midst of a changing situation who cannot be certain whether the change is
merely an oscillation or a real structural break., With the benefit of several
more ycars during which the high export and savings growth have persisted, it

now scems more certain that a structural change has taken place, but in 1966

it was a difficult judgement to make.



Pian Stratepgics and Tarpets

As W. Arthur Lewis has suggested, there is no single unifying theme
to a digcussion of development strategies but instead a judgement as to which
fssues are importawt in a particular setting.26 The issues of strategy which
have been of most coacern in Korean planning since the end of the Korean War
appear to have been:

a) the overall rate of growth

b) the structure of industrial production and foreign trade

¢) the division between domestic and foreign savings and between various

forms of domestic saving.

d) the structure of markets and the exteat of Government's role in making

or pulding investment decisions,

"Targel Growth Ratles

Although there are in a1y given setting practical upper limits on the
poteatial rate of growth, there is also a range over which the rate caa be
expected to vary depending upon the commitmeat of the populous to achieving
high growth, the effectiveness of the economic policies of governmeat aad
the uncontrollable influences of weather, international politics and similar
factors. 1In selecting the target growth rates for planning ourposes, the
planners or policy makers are likely to be most influenced both by what they
think is a reasonable upper limit and the degree of commitmeat to growth which
they either perceive or can hope to instill in the populous  Coaceptions of
a rcasorable limit are influenced in tura by receat performance at least during
what are considered to be favorable periods.‘

In the Kocean plans there has been a1 alternating pattern of projecting

continunation oi past prowth rates whea those have beea relatively high or of

—— ——— ctm—— w—
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O Arthur Lewis, Develoameat Plaining, The Esseatials of Economic Policy,

New York, 196, p 2n,
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projecting sharp increases in the growth rate whea the immediately previous
record has been unfavorable. The Nathan Program, coming right after the Korean
War in which so much of the industrial capacity and infrastructure had
been destpnyed, propose:l a very rapid but decelerating recovery with an implicit
compound growth rate of 8.6 per cent per annum. Given the limited infor-
mation on previous performance of the ecoanomy and the fact that this was a
recoastructioa propram concerned with rebuilding along previously established
lines, which was believed to be easier than charting new paths of development,
the high growth target did not at that time seem unreasoaable although it in
fazt proved to Ye lar above actual achievemeat. In the subsequent Three Year
Plaan the tarpet prowth rate was set at 5.2 per cent which was about equal to
the average srowth rate of the preceediag five years. Then the First Five
Year Plan, prepared in the midst of the stagnation period, coatained a target
prowth rate of 6 per ceat in its first vergioa aad 7.1 per cent in the final
version issued by the military government in Jaauary 1962. This was roughly
double the growth rate of the preceeding three years aad was much above the
Jevels that the Korean economy had been able previously to sustain for more
than one or two ycars Thus it had to imply either major changes in onolicies,
comnitment and performance or it simply represented wishful thinking. The
Government clearly intended ghe former but was accused by its critics of the
latter TPoor performance during the first year of the Plan caused the Gov-
ernment to prepare a revised First Five Year Plan with a 5 per cent growth
tarypet but, as nreviouasly noted, this was subsequently set aside when the
rcalized growth rate from 1963 on pushed up aYove the original 7 per ceat tar-
et

After experiencing several years of very high growth, the 7 per cent
prowih target of the Second Five Year Plan seemed relatively modest. Some

of the carly formulatioas of the plal frame had assumed that 1966 would Se




«24-

a sort of "dewl year" in which the economy would 1ot progress. But as the
Plan was belny put I[nto final form, it became increasingly clear that the
economy was expanding very rapidly in 1966, This resulted ix some upward
revisien of the output estimateg for the whole plai period and in acceptance
of 7 per cent as a minimum growth target., In subsequent annual pliénning ex-
erciges the target has b2en raised to 10 per cent,27 which is ouly slightly
ahove the averape growth rate for the four years 1963-65. This move to a
very high plawning target was prompted ia large part by experiencing the
severe coastraints ol bottlenecks in key infrastructure areas such as power
and Lraisportation where it is aot possible to fill the shortages with imports.
the planners concluded it was necessary to assume the highest possible growth
rates in planning for these sectors if they were not to linit the growth

o the whole eccoaomy.

As the various nlans have been drafted and revised over the past 15 years,
aid the growth tarpets have been moved about in therange from 5 to 10 per cent,
there has been little disajreement over the desireability of striving for
the highest practicable rates of growth, The arguments have been mainly over
what was realistic, with the implied concern that too high targets would result
in overinvestmenlt in some areas and the release of inflationary forces. The
planners have pgenerally tended to advocate the higher growth targets while
those coacerned with financial policy have urged more caution.

The other direction in which growth targets have had relevance is in terms
o Korea's relations with the suppliers of foreign assistaace  The Nathan Plan
“wis cxplicitly inteaded to coatribute to agreement amoag the aid donors on
the overall recoastruction objectives and related assistance needs It failed

to serve this purpose because the Korean Government never accepted the Plan oz

e = s E——— — —— —— - - ——— -t @ W — - O St —

27 jconomic Planaing Board, Overall Resources Budget, 1968, July, 1967
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apreed to its general directions. The high, 7.1 percent, growth target of
the Flrst Flve Year Plan and the related level of investment were judged by
the World Bank to exceed by far the potential of the ecoaomy, and in need of
beiag scaled down.28 The Arthur D. Little team, doing an évaluation on
behalf of the United States Government,‘while acknowledging that the growth
target seemed very high, went oa to say that there was not sufficient infor-
mation on the Korean ecoaomy to estimate a practicable rate of growth, They
recomnended coacentrating oa the preparation and analysis of investment
projects and largely eliminating the macroeconvmic planning dimensions. As
a result of these reports and other assessments, neither the United States
aor the World Bank accepted the Plan as a basis for determining appropriate
levels or composition of their assistance.

More recently the World Bank has formed a Consultative Group on assistance
to Korea and nas been evaluating Korea's growth record and targets as a
basis for determining assistance needs. In its initial assessments of the
Second iive Year Plan, the World Bank experts concluded that the growth
targets were too ambitious and recommended that consideration he given to
ad justments that would be necessary to scale down from a 7 per cent to a 5
per cént growth target. The Bank also advised the team on transportation
planning that it provided to Xorea in 1966 to assume a 6 per cent overall
growth rate in preparing its estimates of transpoctation needs.

Tn time as Xorca's actual growth continued to average near 10 per cent

ia 1906 and 1967, the World Bank has apparently raised its sights and accepkd

— - -

“Siiis assessment is reported in the Arthur D. Little draft reporct Ecoaomic

Development Plaaning in Korea, May 1962, p. IV-1.

29 - . . . . ;
Chacles Wolfl Jr. in his article '"Ecoaomic Planning in Korea," in Korean

Alaires, Vol [T, No. 2, July 1964, urged that "US policies and programs should

~trongly sunpori the Korean Plan and subsequent plans." (p. 237)
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7 per cent ad near the lower rather than upper end ol the Feasible pgrowth range,

with the upper Timit running up to 10-11 per cent. It has also been more in-

clired to accept the Korean estimates of the investment and external resource

requirements to attaia these higher rates of growth.
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Industrial Structure

confronting planners
The main choices/ in the area of industrial structure involve the division

between agriculturc and mamifacturing. and within manufacturing, the relative em-
phasis on light and heavy industry. The latter choice also is related to the
8plit between labor-intensive and capital=intensive production, the degree

of integration of the industrial structure vs. international specialization,
and thus the questions of international trade patterns. There have been a
number of shifts in the thinking and planning of Korean policy makers since
the Korean War which have been reflected in the plan targets and strategies
relating to industrial structure.

The Nathan Program emphasized the expansion of primary production--agri-
culture, fisheries and mining--to satisfy domestic demand and meet the minimum
necessary export levecls., They projected extensive import substitution to meet
consumption and investment demand and to bring the import level down to roughly
10 per cent of GNP by the end of the Plan period., This move toward a more
closed economy was deemed necessary because of the apparently limited prospects
for boosting the export ratio above 10 per cent and also because of the objective
set for the Nathan Program of the economy being self-supporting by the terminal
year, 1958. Thus the Program involved a somewhat forced turning inward towards
self-sufficiency as the only apparent means of achieving trade balance. These
trade and production projections proved very wrong, in part because they were
not accepted by the Korcan (oveirnment, which therefore did not implement the
policies that might have contributed toward their realization, but also
because the projections were probably unrealistic to start with.

One of the critical assumptions of the Nathan program was that rice

production could be raised cuickly and that, by subscituting other grains
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for rice, there could be a large surplus of rice avail&ble for export. This
sort of increase in rice production and exports did not occur. Instead Korea
has continued to be a sizeahle importer of grains into the 1960's and has only
been able to export limited amounts of rice in years following exceptionally
good harvests.

The other major hope for exports was minerals which it was assumed would
amount to nearly $70 million by 1958 or one-fourth of total exports. Minerals
did prove to be the main export, but they were only valued at about $10 million
in 1958 which was nearly two-thirds of total exports of $16.5 million. Even
in the recent years whcn’cxports have expanded papidly, the level of mineral
exports has not cxceeded $25 million. While the failure of total exports to
expand during the 1950's along the lines suggested in the Nathan Plan should be
attributed mainly to the unwilliangness of the Korean Government to implement
exchange rate and other policies which would have encouraged exports, it also
seems clear, on the basis of the subsequent experience with exports during
the 1960's that K;rea's comparative advantage is mainly in the area of light
manufactured goods, not the agricultural and mining areas which the Nathan
Plan suggested.

The proposals for broad import substitution in manufacturing also failed
to materialize and this was probably fortunate for the long run growth of the
economy. The import substitution that did occur was largely at the final
processing stages, which resulted in continued dependence on imports of raw
materials and intermediate goods., Large raw material imports were inevitable
given Korea's limited natural resources, but the choice between imports or
domestic production of intermediate goods was one of comparative cost. Many

intermediate goods have significant economies of scale so that to produce them
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only
in the limited quantities required to satisfy/the internal demands of thc Korean

market would have becen very inefficient. The costs of such inefficiency would
have fallen on the Korcan consumer and would have been a high price to pay
for achieving zelf-support:. The availability of substantial foreign aid
beyond the per.od originally contemplated in the Nathan Plan made it possible
to continue imports of intcrmediate as well as capital goods (imports of
finlshed consumer goods dropped practically to ze*o) and reduced premature
investment in capital~intensive intermediate goods industries.
The Threc Year Plan followed many of the same lines as the Nathan Plan
in the arcas of industrial and trade structure, but it called for "progress
toward" rather than "achievement of'" a balance of foreign trade. The export
targets were less ambitious and the recognition of need for a continuing import
surplus, including imports of grains to meet the food defecit, was very dif-
ferent from the carlier program. But, like the Nathan Plan, the new plan cal-
led for major import subscitution in key industries such as chemicals, metals,
machinery and nitrogenous fertilizer, and projected an absolute decline in
the import lcvel of 8 per cent between 1958 and 1962 despite a planned 22,6
per cent increasce in real ONP, This proposed pattern of investment reflected
the Korean objections to excessive growth of consumption goods industries, and
. the desire to build an integrated or balanced industrial structure which was
generally concelved of as an increasing share of capital goods in total manu-
. facturing production.30
With the First Five Year Plan the emphasis began to shift away from a

self-sufficicent ) or inviard-looking, industrial structure. Although there was

30
The Three Year Plan stated: "It is hoped we can change the ratio between the

production of capital goods and consumer goods from 25:75 in the base year (1958)

to 35:65 in the target year (1962)."
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still concern about raising the relative output of capital goods, there was
also a growing acceptance of the need for relatively high levels of imports
and of the idea that the trade gap would have to be closed mainly by raising
the export ratio. As stated in the Plan:

"The ultimatc course of the Korean economy lies in
industrialization. During the plan period, the period
of preparation for industrialization, emphasis will be
placed on development of power, coal, and other energy
sources, increase in the earnings of farm households
by raising agricultural productivity, expansion of key
industrial facilities and adequate provision of social
overhead capital, utilization of idle resources, some
improvement in the balance of international payments,
primarily through increased exports, and technological
advancement.'31

Wolf, who was one of the advocates of this so-called "unbalanced growth strategy,"
has interpreted it as implying concentration on three key sectors: electric
power, agriculture and social overhead c8p1t81.32 The expansion in these
areas was to provide a basis of essential inputs for growth of industrial
production which would be carried out mainly by the private sector.

The investment programs in electric power and related expansion of coal
mining were well -designed and effectively implemented so that the country had
suf ficient supplies of electricity and coal by 1964 for the first time since

the end of World War 11.3J

31Summary of the First Five-Year Economic Plan, 1962-1966, Republic of Korea,

1962, p. 29,
32 - . "y : : "
Charles Wolf, "Economic Planning in Korea," pp. 230-31.

338ubquucnt1y, the very high growth of the economy and rapidly expanding industrial
demands resulted in renewed power and fuel shortages in 1966 and 1967, but these
cannot be charged against the judgements »>f the First Plan., 1Tt was instead a

reflection of slowness to respond to changing conditions and needs during the

First Plan Period.
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Also the plans for cxpansion of agricultural production were reasonable and
effective. 'The targets {or increased cultivated and irrigated aréa, applica-
tion of fertilizcer and pesticides were approximately met and the effects on
agricultural output were of the magnitude that had been predicted,

While there was provision in the First Five Year Plan for alnumbet of
import substitutce-type iﬁdustrial investments, these were less important than
in the previous plans, As a conscequence the ratio of imports to GNP was
projected as being about 20 per cent in the terminal year which was approximately
the level in the base year. Also a rise in the import ratio was called for
during the Plan period to cover needed investment goods. Clearly this implied
moving toward a more open, trade-oriented economy. Even so, the import pro-
jections proved conservative. Actual imports over the whole Plan period were
about 7 per cent above the Plan levels, but in the final year they were 45
per cent higher than the Plan,

The export projections scemed quite unrealistic at the time the First Plan was
issunrd, and it is doubtful that the planners had much of an idea as to how the
targets might be achieved. But the implementation of a series of export incen-
tive mcasures beginning in 1961 and continuing over the next several years re-
sulted in such spectacular growth of exports that by 1966 the realized export
level of $250 million was nearly double the target level of $137.5 million.

The composition of exports predicted in the Plan followed the traditional
assumptions that agricultural and mineral products would predominate, but
this too proved very indcgurate as manufactures accounted for over 60

per cent of the total by 1966,

Thus while the First Five Year Plan had anticipated at least the direction
of some of the chapges in industrial and trade structure, it clearly underestimated
the c=tent of those changes and it did not contemplate many of the policies that

were subsequently usced to bring those changes about,
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As the preparation of the Sccond Five Year Plan was getting underway,
the favorable results ol these new policies were becoming apparent and as a
congequence the questions that had to be answered in connection with industrial
gtructure for the Sccond Plan were more in terms of how far the existing trends
would or should be pursued, and what marginal adjustments seemed appropriate,
rather than what major shifts in direction or policy were needed., One set of
proposals argued for continued expansion of exports and of agricultural pro-
duction, but with incrcasing reliance on a rural-oriented industrial sector
to supply the export commodities. This was intended to provide stronger
linkages between the urban and rural populations and improve the incomes of
the rural inhabitants so that they could buy more of the rapidly growing
industrial production.31 The basic strategy of export-led industrial develop-
ment was generally accepted, but the rural industry emphasis was not, in part
out of concern that decentralized, small-scale producing facilities might be
less cfficient and thercfore impair the competitiveness of Korean exports in
world markets. Although Ehcrc was a willingness to give at lcast ecqual, if
not some¢ preferential trcatment to smaller scale industry, there was a reluctance
to try to push such industry out into the rural areas as Fei and Ranis proposed.
Furthermore, there was a disposition to continue the agricultural programs of
the First Plan, which scemed to be paying off. While recognizing that the output
of the apricultural scctor would grow less rapidly than that of manufacturing,
it was cxpected that farm income would continue to rise at a satisfactory rate,
that the shilt of population from rural to urban areas was inevitable, and that
rapid expansion of employment opportunities must occur in the cities.

The main questions concecning industrial structure for the Second Plan
"~ rere (a) how rapidly could exports be increased; (b) whether the growth of

demand for certdin intermediate goods would be sufficient to justify building efficient-sized plants

’IJ. G. H, Fei and Custav Ranis, "Toward a Long-Run Development Strategy for Korea,"
Oct. t, 1964, (mimco.), p. Y.
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within Korea; and (c) whether to permit large-scale importation of machinery
and equipment to support a rapid expansion of investment, or to try to divert
some of this demand to the domestic machinery and capital goods industries.

The export alternatives were posed as & choice between target levels for
comnodity cxports iﬁ 1971 of $500 million or $700 million. These implied
compound annual growth rates of 19 and 26 per cent from the 1965
level of $175 million., The Ministry of Commerce and Industry and others
advocating high growth and rapid industrialization supported the high target.
Those who werc more concerned about financial stability and a balanced industrial
structure argued for the lower target.32 The target finally chosen for the Plan
was $550 million, or a growth rate of 21 per cent. But this figure was hardly
agreed upon when current developments began to indicate that it was too conserva-
tive. As shown in Table 2 , current account earnings were well above planned
levels in 1966 and 1967, duc mainly to the scrvice earnings, but this led to
increcascs in the export targets for 1971 to $750 million for commodities and
$1,075 million for goods and services, Thus there has been a continuing process
of raising export targets and increasing the support for export activities as
the current export results have exceeded earlier expectations. The strategy
decisions involved in the formulation of the Second Plan were just one stage in
this process.

At the time the Sccong Plan was being prepared there were two major invest-
ment projects under consideration for which it was recognized that economics
of scale were important and thercfore that the prospective rates of growth of
demand weve very signitficant. 'These were an integrated steel mill and a petro-

chemical complex,  Not only was the overall growth rate of the economy of relevance

‘“%nrld Bank cuperts as late as the summer of 1966 were still suggesting that
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Table 2

Actual and Planned Lévels of

Exports and Imports

(millions of US Dollars)

[N

1965-71
1968 1971

1965 1966 1967 Orig. Revis. Orig. Rovis,
Actual Planned Actual Planned Actual Plan Plan Plan Plan

Exports
Goods and services 290 395 455 462 643 524 787 719 1075
Mcrchandise only 175 250 250 300 320 360 450 550 750
Imports
Goods and scrvices 488 676 778 767 1,064 834 1,156 962 1,371
Merchandise only 420 587 680 655 909 705 993 804

Sources: Actuals for 1965 and 1966 are from the BOK Monthly Statistical Review.
Actuals for 1967 are from estimates prepared by the Asia Department of
the LBRD, dated April 11, 1968. Planned estimates for 1966 and 1967
and the Original Plan estimates for 1968 and 1971 are from The Second
Five-Year Economic Development Plan, 1967-71, pp. 202-3. The Revised
Plan estimates for 1968 and for 1971 are from the Overall Resources

Budget: 1968, Economic Planning Board, Aug. 1967.
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but the growth and composition of exports and the decision on imported vs. domestic
capital goods was likely to have a bearing on the appropriate scale of the steel
and petrochemical projects. One further consideration was that, if these pro-
Jects were Lo supply the export industries, they should be able to do so at
world market prices. Because there was a predisposition against subsidizing
these products, it was hoped that costs of production could be brought down
to world market levels.

The decisions incorporated in the Second Plan on these two big industrial
projects were rcached after an analysis of the overall growth of industrial
demand and the investments required in the lighter industry sectors to sustain
that growth. Tt was then concluded that the petrcchemical comple; should be
undertaken in the early part of the Plan period both because it fequired less
total investment and because sufficient demand for its output seemed likely.
The stecl mill would be built in the latter part of the Second Plan and would
only come into production in the Third Plan period. This kind of confrontation
of demand prospects, overall investment availabilities and the investment needs
of other sectors was an essential feature of the decision making on industrial
"structure in the Second Plan and was made possible by the multisectoral frame-
work within which the Plan was formulated. The framework both required and
provided a basis for the reconciliation of conflicting demands in order to arrive
at a feasible overall program.

The third critical decision on whether to protect the machinery industries
was dominated by the desire to maintain high rates of growth and investment and to
take advantage of the potential foreign capital which would be available mainly for
financing the importation of machinery and equipment. Therefore, despite statements

at various points in the Second Plan about the importance of building up the machinery

32 (Con't) a $400 million target for 1971 was more reasonable.
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scctors, the investment tentatively earmarked for them was not very large and

much of that was likely to go into electric and mechanical appliances for the

export and consumer markets rather than into the heavier machine tool industries.
fn sum, the Second Plan decisions on industrial structure were dominated

by the desirce for high rates of growth and increased efficiency. By capital-

izing on the rapid growth of exports, which emanated mainly from the less

capital-intensive manufacturing industries, by delaying some of the more

capital-intensive projects until adequate demand for their output was assured, and

by relying heavily on imported machinery , the Plan was intended to keep the

cconomy moving ahead strongly. Growth was in fact so rapid in 1966 and 1967

that what had previously secmed to be ample capacity in the infrastructure

arcas of power and transportation proved to be seriously deficient. Early

revisions of the Sccond Plan involved major acceleration and expansion of

investment in these two sectovs so that they would "not become more serious

i3
bottlenecks to growth."

33Economic Planning Board, Overall Resources Budget: 1968, August 1967, p. 13.
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Domestic Savings ahd Foreign Assistance

The prospects for increasing domestic savings qnd reducing dependence on
" foreign assistance have been among the most controversial issues of Korean
' planning. Throughout the post-war period the level of domestic savings in
relation to GNP has been low by comparison either eith other countries or
with Korca's investment needs and targets. As a corallary, the level of
foreign assistance has been high. While most Koreans have expressed a desire
to redress this balance and the foreign assistance providers have supported
this idea, there has been continuing disagreement on the speed with which the
shift should be brought about. There have also been differences as to whether
the shift would be achieved mainly by pushing for higher domestic savings rates
or accepting lower rates of growth, The conflict is illustrated by a comparison
of the macro-econﬁmic projections of the Nathan Plan and the First and Second
Five-Year Plans. (See Table 3.)
The Nathan Plan projected very high growth of GNP in the early years of
the Plan but then declining sharply in the later yeaéé. The First Five-Year
Plan had the reverse pattern, starting with very low growth in the early
years and then accelerating thercafter. The Second Five Year Plan assumed
steady 7 per cent growth throughout. These three patterns are symptomatic of
the prevailing conditions at the times the plans were formulated. The Nathan
Plan was a reconstruction program directed toward rebuilding the economy and
achicving 9¢1{-support. The First Five-Year Plan was designed to promote recovery
from stagnation, whercas the Second Plan was intended to continue a high rate of
growth that had already been attained.
All three of these plans postulated a very sudden increase in investment
at the beginning of the Plan. The Nathan Program was most extreme in that it

provided for an increase in investment equal to 72 per cent of the growth of
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GNP while CNP was assumed to grow at 15 per cent, Thus the proposed investment
increasc excecded LO per cent of GNP, & very unfealiatic target given the
conditions in the country at that time, The investment increase projected in
the early years of the First Five-Year Plan was also large relative to the
change in GNP, hut because that latter change was relatively small the invest-
ment target was less ambitious. The Second Plan assumed & more modest initial
increase in investment and a fairly steady marginal increment thereafter, whereas
the earlier plans contained sharply declining marginal increments. Here again
the Nathan Plan was extreme in that it assumed investment in the final year
would deciine absolutely by an amount equal to the rise in GNP,

The domestic savings projections of the first two Plans were similar in
that they assumed very high marginal savings rgtes during the first half of
- the Plans and then a sharp tapering off in the last two years, In the Second
Plan the marginal savings rate was less high on average and was expected to
incrcasc significantly in the first year and then decline absolutely at least
after the second year. Again in the Nathan Plan it was to drop precipitously
in the final year.

A simple comparison of the three P lans shows that the earlier expectations
of dramatic change have become more cautious and conditioned by reality with
the passage of time., The kinds of adjustments called for in the Nathan Plan
were extreme, and some similar ones were repeated in the First Five Year Plan.
By the Sceond Plan there was greater awareness of comparative experience in
other countrics as well as in Koreca, The limits of change in marginal savings
and investment rates were better appreciated, but also the structural relation-
ghips in the Korean cconomy were less seriously out of balance than at the
beginning of the carlier Plans. There was also a recognition that Korea

should expect to have a sizeable net capital inflow for the foreseeable future,
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Table 3

Changes in Investment, Domestic Savings

and Foreign Capital Inflow as Ratios of

Changes in GNP, as Projected in Three Plans

Base ycars were for the Nathan Plan, 1953-54; for

for the Sccond Five-Year Plan, 1965.

Basc ycar Year 1 2 to 3 to 4 to
to_yecar 1 to_year 2 3 4 5

Nathan Plan (1954 to

1958-9)

Investment .72 .12 -,16 -.23 -1,00
Domestic Saving .45 42 46 .16 .20
Foreign Capital Inflow .27 -.29 -.62 -.39 -1.20
Per Annum Growth of GNP  15% 10% 9% 5% 5%
First Five-Year Plan

(1962-1966)
Investment 1.38 .68 .39 .14 .16
Domestic Saving .89 .64 .52 .33 .25
Foreign Capital Inflow 48 .04 -.13 -.19 -.09
Per Annum Growth of GNP 2% 6% 7% 8% 8%
Second Five-Year Plan

(1967-1971)

I[nvestment .54 27 .27 .28 .23
Domestic Saving .27 .25 .34 .35 .33
Foreign Capital Inflow .26 .02 -.07 -.07 -.09
Per Annum Growth of GNP 7% 7% 7% 7% 7%

the First Five-Year Plan, 1960;
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- but that the sources of financing for the inflow would shift from mainly grant

- 34
aid to public and private loans and equity investment. For these several

reasons the Second Plan projected smoother and more reasonable adjustment in
the structure of domestic and foreign savings than had the earlier Plans.

The extreme assumptions about the potential increases in savings and
foreign capital during the early years of the Plans pfovided the basis for
planning comparable cxpansion of investment, By attempting to carry out these
- investment programs, despite the failure of domestic Ssavings to grow as expected,
the potential for severe inflation was created. It is therefore not surprising
that prices rose rapidly during the first years of both the ﬁathan and First |
Five-Year Plans.35 the clearest example of this is found in the 1962-3 period
when Investment was cxpanded substantially but still not as rapidly as planned.

Foreign capital inflow also rose, but savings did not respond at anything like

[

the contemplated rate. As a consequence inflationary forces were unleashed.
Domestic credit was doubled in two years to finance a large budgetary deficit
(despite the highest ratio of taxes to GNP in Korea's post-war expefience),
and foreign cxchange reserves were severely drawn down. This experience led

to the imposition of strong stabilization measures and postponement of planned

34 :
See Pegpy B. Musgrave, '"Trade Targets and Policies in Korea's Economic Devel-

opment," Aug. 22, 1965, (wmimeco), p. 15.
3%

. Although the Nathan Plan was never accepted by the Korean Government, it did
have some influcence on policies and programs., Thus it is not unreasonable
to supgest that the investment projects of the Korean Government and supported

by the aid agencies were cacricd forward on the assumption that something

approximating the savings rates projected in the Wathan Plan would be forthcoming.
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Table &4

- Comparison of Planned and Actual Changes in Investmenc, Domestic

Savings and Foreign Capital Inflow in Relation tc Changes in GNP

during the First Five-Year Plan

1960-62 1962-3 1963-4 1964-5 1965-6

Planned

Investment 1.38 .68 .39 .14 .16

Domestic Saving .89 .64 .52 .33 .25
Foreign Capital Inflow .48 .06 -.13 -.19 -.09

Per Annum Growth of GNP 27 6% 7% 8% 87%
Actual

Domestic Saving .20 .50 45 .16 45

Foreign Capital Inflow .15 .52 -.85 ~-.09 .37

Per Annum Growth of GNP 47, 9% 8% - 7%
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investment in 1964-65. Thus the unrealistic projections of domestic savings,
noted by Wolf and others,36contributed to financial instability and disruption

of plan implementation.

Public vs. Private Decision-Making

As with other elements of development strategy, there have been some
significant shifts in positions on the degree of government ownership of
productive facilities or control over economic decision-making in Korea,

These attitudes have not rcflected a deep philosophical or political division
so much as changing circumstances within the country and changing conceptions
of what would be most conducive to achieving the more fundamental economic

and political objectives. Korean exposure to the Japanese pattern of close
relations and coordination between government and private business has probably
pcedisposed the Koreans to accept that as a normal pattern.

At the end of World War II, Japanese property, including much agricultural
land and most of the industrial facilities in the country, was taken over by
the US military government and then transferred to the Korean Government after
1948. The agricultural land was distributed to private owners as part of the
general land reform program in 1949 and 1950, but what was left of the industrial
facilities at the end of the Korean War was still mainly in Government hands. Although
the government had indicated its intention to transfer these proﬁerties to private
ownership, much difficulty was experienced in setting prices and arriving at
satisfactory agrcements under the wartime and immediate post-war conditions.

The Nathan Plan came out strongly in favor of encouraging the growth of

the private sector and selling the government-owned enterprises, other than those

*'enarles Wolf, .Ir, "Economic Planning in Korea," p. 235, and Nam Duck Woo,

"Korea's Experience with Planning,” in Lee Sang-eun, Ed., Report of International

[\



-40-

constitutionally required to be ret&ined by government, to private businessmen.
It also urged that the government sharply curtail the numerous direct controls

over production, trade and prices which had been introduced during the Korean

War and which were severe restraiuts on private decision-making and enterprise.

The Korean Government did go ahead with the sale of many industrial plants
and fipnancial institutions but there were subsequent charges of corruption and
claims that the facilities had been made available on preferential terms to
groups closely associated with the Government., (After the military coup in 1961,
many of thesc properties were repossessed and the private owners fined or
imprisoned.) "The Rhee Government retained ownership of all public utilities
and most basic enterprises. It also maintained many of the direct controls
over prices, Imports, investment activity and credit allocations so that even
though there was some increase in private ownership there was little progress
toward greater private decision-making.

The Three-Year Plan, completed near the end of the Rhee regime, claimed
that the ideal of the plan was '"to foster the free market system and the
creative activities of private enterprises."37 Considering the pattern of
policies and actions of the Government at the time, this ideal may have been
included as a sop to the foreign aid donors rather than an expression of

serious intent.

36 (Con't)
Conference on the Problems of Modernization in Asia, (Seoul, Asiatic

‘Research Center, 1966) pp. 520-23,

37University of Oregon, Report, p, 22,
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The short-1lived Democratic Party Government, which followed the student
revolution in 1960, did move in the direction of reducing controls and greater
reliance on market forces. The exchange rate was sharply devai ¢ .d in early
1961, and import and price controls were relaxed. 'The draft plan that was pre-
‘pared by this government indicated a continuing movement in the direction of
more liberal policies although the share of government investment in the total
investment program was relatively large.38

Under the Military Government and the Supreme Council of National Recon-
struction, the emphasis shifted back to the direction of greater government
control and operation of the economy. As stated in the First Five-Year Plan,
the economy was to be operated under a system of 'guided capitalism in which
the principle of free enterprise and respect for the freedom and initiative
of private enterprise will be observed, but in which the government will either
directly participate in or indirectly render guidance to the basic industries
and other important fields." 391hese guidelines were followed duringlat least
the first three yecars of the Plan period. Government took over a number of
enterprises from private owners who were judged to have profited illegally
under the earlier government. New government corporations were established
to build and opcrate such basic industries as oil refining and distribution, and
fertilizer production. The commercial banking system was largely controlled by
the Ministry of Finance. And as inflation and overvaluation of the exchange
rate became serious, the riovernment imposed the most pervasive system of import
and investment controls tihat had existed in Korea.

These trends were reversed to a considerable degree after the elected

government took office and the Chung Il Kwon cabinet was appointed with Chang

38
Wolf, op. cit. p. 229,
39

Summary of the I'irst Fiwve -Year Bconomic Plan, 1962-66, p. 28.
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Key Young as Deputy Prime Minister and chief economic pqlicy maker. The devaluations
and semi-frecing of the exchange rates in 1964 and 1965 led to relaxation of im-
:port controls. The interest rate rfeform of 1965 was accompanied by greater
freedom of bank lending operations. And the policies for encouraging foreign
investment and expansion of domestic private investment included reduction of
Government involvement in the approval of such investment. Clearly the Govern-
ment did not withdraw from these areas completely. Foymal government approval
was still required for most types of foreign trade and domestic investment, and
the government retained ownership of many enterprisea. But the degree of
Government interference in private decision-making had been reduced.
By the time the Second Plan was prepared, these new directinns were so

well established and seemingly effective that the Plan could state that 'by
faithfully adhering to the principles of a competitive market economy. . .

and by exploiting the advantages that accrue from such an economy, the overall
objective of an efficient and active national economy can be achieved.'?o The
Plan went on to say that "in the formulation of economic policies, . . . a high
priority will be placed on those policies which will minimize direct governmental
cont:rol."41 As regards the process of investment allocation the Plan indicated
that Government would assume a guidance function by disseminating information

on the types of industries which would be facing heavy demands for capacity
expansion over the coming yearsf‘zAlthough the Government has continued to review
and approve investment proposals, especially those requiring foreign financing, the
criteria Zor approval have been increasingly dominated by economic factors and

the process has become more efficient, or at least the volume of approvals has

greatly increcased,

/,

40
The Second Five Year Economic Development Plan 1367-71, op. cit., p. 33.

’

41 .
lhid, p. 134

%2 1bid. p. 80.
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The Impact of Planning

After ncarly a decade and a half of planning activity in Korea what can
be said about its impact on the effectiveness of governmeht operations and on
rclations between the government and the people. Beyond this can anything be
concluded on the contribution of planning to the overall growth and efficiency
of the economy?

The carly planning efforts, including the Nathan Plan, the Three Year Plan
of 1959 and the first version of the Five Year Plan, did little to raise the
government 's effectiveness. The Nathan Plan's main significance was that it
introduced the concept of overall planning to Korea, but because the Korean
government had not participated in the planning process and did not accept the
Plan as a guide for policies or investment, the concept remained quite abstract
and irrelevant for government operations. If anything, the government leaders
during this period (1953 to 1958) rejected the idea of overall planning and
were not interested in .trying to define longer-run economic objectives or an
integrated set of policies. This probably reflected a belief on their part
that they could retain more flexibility and achieve better results in negotia-
tions with aid donors by proceeding on an ad hoc basis and avoiding the overall
commitments and constraints of a plan. Clearly the Nathan Plan called for very
forceful policy action by the Korcun government and set ambitious targets of
self-support which the Koreans were not prepared to accept. To have agreed
to the Plan would have exposed the govermnment to serious political risks.

Despite the CGovernment's rejection of the Nathan Plan, there was still
some t-ndency to judge the country's economic performance against the standards
of the Plan and to attribute the failures manifested in continuing inflation,

rising trade deficits and declining growth rates to the absence of an overall
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plan. ([t was as a result of these views that the Korean government established
the Economic NDevelopment Council under the Minister of Reconstruction and initiated
its own planning cfforts in 1958. But this too proved to be mainly an educational
experience and not effective in influencing Government operations.

The group responsible for formulating the three-year plan was too isolated
from either the operational or policy-making levels of government to draw upon
the experience or guidance of either level in trying to articulate a meaningful
development program. Also the Korean planners had no experience and practically
no outside assistance in their work. They borrowed an unsuited macro framework
from abroad and tried to fit it to the Koresn scene. Finally the overthrow of
the Govarnment shortly after the Plan was drafted meant there was never an oppor-
tunity to test its possible influence on the Government. Still some guvernment
officials had at lcast been exposed to the ideas and problems of planning and
had gained some experience in those areas,

Conscquently, the formulation of the first and second versions of the First
Five Year Plan,under governments that openly espoused the importance of planning,
showed somewhat more sophistication and the prospects for greater influence on
government programs, Thc main reasons why these prospects were not fully
realized was that the Supreme Council for National Reconstruction imposed
what seemed to be a very unrealistic framework of targets on the planners and
the resulting plan was severely criticized by both foreign and domestic analysts.
This immediately cut the ground out from under the planners and reduced their
influence in the guvernﬁcnc. The very poor performance of the economy during
the first year of the Plan, the subsequent inflation, and the time-consuming
but fruitless efforts of the planners to scale down the Plan to satisfy the
critics completely removed the planners from the main stream of decision making.

The First Plan as such was hardly referred to until work was started on the
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Second Plan and also until it became apparent that a number of the seemingly
too ambitious First Plan targets were going to be exceeded.
Some aspects of the investment program of the First Five Year Plan were

influential and contributed to the subsequent growth of the economy. The

'cmphasLa on agricuture and infrastructure helped to remove serious bottlenecks

and activate lagging sectors of the economy. These were also the areas in
which government had.primary responsibility (as in power and railroad transport)
or was ahle to carry out more effective programs than the private sector had
been able to do (e. g. fertilizer distribution). Other more questionable areas
of emphasis were either ignored, as with the steel mill, or postponed until
the economy was hetter prepared to implement them (e. g. the fertilizer plants).
Thus the investment program of the Plan served only as a rough guide and invest-
ment decisions continued to be made on a case by case basis, often without the
planners having much say in the final decision. '
Although the First Five Year Plan did not have a well-worked-out set of
economic policies, it did {mply a number of policy directions that were subse-
quently followcd and provided the real impetus for Korea's rapid growth. These
inciuded the encouragement of exports, and domestic savings, and maintenance
of realistic, market-oriented interest and exchange rates. While it is difficult
Lo assess the importance of these policy suggestions in the Plan in bringing about
the actnal implementation of the policies, and it would undoubtedly be misleading
to attribute a significant role, it can at least be said chaf the tendencies
expressed In the Plan were nol contrary to the policy directions followed mainly
after 1964. ‘The Plan was not cited as a basis for recommending the new policy
dircections nor did the planning technicians have much role in formulating the
policies although the Dewuty Prime Minister (and concurrently Minister of the
Hconomic Planning Board) was the principal official responsible for implementing

the policies. He tended to draw directly on the staff work from various parts
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of the government rather tﬁan relying heavily on the planning staff.

By the time work began on the Second Plan in 1965, planning as such was
definitely not a well established or influential process in the Korean Govern-
ment. The First Plan had bcen discredited, its revision ignored and the planning
staff was not significantly involved in the current major economic policy delib-
erations, It is therefore remarkable that within little more than a year the
planning function and the planners became intégral parts of the government's
decision-making process. This can be attributed to the following factors: the
quality of the statistical and analytical work that went into the preparation of
planmning models and projections; the lcadership of the Vice Minister of the
Iconomic Planning Roard in organizing the planning effort, and the active par-
ticipation of many officials from all parts of the government; the support and
involvement of the foreign aid agencies, including the World Bank, in plan
formulation rather than simply sitting in judgement on the completed plan; and
finally the rcalization that the Plan was likely to have some continuing influence
on the budgetary and policy actions of the government in the coming years. Because
the various agencies of the government began to suspect that the planning might
have such {nflucnce, they took it more seriously and thereby contributed to its
increased signiflicance.

In the policy areas, the Second Plan largely confirmed the policy directions
which were established while the Plan was being formulated., This included measures
to increase public and private saving, limiting inflation, encoﬁraging exports and
frecing up controls on imports. As regards investment, the Second Plan began to
face up to the possibilities and needs of high.growth rates. But it did not
consider or accept the possibility of very high growth (e.g. above 7 per cent

per vear), partly because of the criticism of such high targets in the First
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Plan and also hecause of continuing admonitions from the World Bank to hold

the growth %nruet of the Second Plan to 6 per cent. As for the composition

of investment the planning process led to some deferring of large, capital-inten-’
slve Lnvestment projects and some squeezing of the investment recommended for
transportation. Such cuts were understandably resisted by the ministries
concerned, but because representatives of those ministries had participated
extensively in the Plan deliberations they were well aware of the overall resource
constraints.  Thus the total investment program of the Second Plan was accepted
by the varlous parts of government without serious disagreement and became a
meaningful gufde for the Gévernmenc's capital budget and decisions on approval

of farcign investments within Korea,

The weakest part of the Sccond Plan was its program for agriculture, which
failed Lo define a comprehensive set of targets, to relate investments and
pollcies to those targets, or to indicate the other kinds of inputs required
to expand agricultural outpu?? Consequently the agriculture program in the
Second Plan was largely ignored and agricultural investment has subsequently
been decided without reference to the Plan.

Although Lt became obvious during the first year of the Second Plan period
that the overall growth targets of the Plan were too low and in particular that
the investment programmed for the power and transportation sectors was grossly
inadequate, this did not result in discrediting the planners and the planning
process. ([ anything it strengthened the conviction that more and better plan-
ning was nceded,  In part this was because the limitations of predictive accuracy
had becn clearly acknowledged in the Second Plan and procedures recommended for
revising the investment program annually to take advantage of new information

and meet changing conditions. Also the sectors where shortages became acute

“)
Somewhat hetter agricultural scctor planning had been done in the 7 year
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were Lhose which would benefit most from good medium term demand projections.
Finally in Korea jt is probably easier to revise estimates of growth and
investment. up rather than down without '"loosing face," because it attests to
the conservatism of the planners.

On balance it seems fair to conclude that the Second Plan achieved an impor;
tant influence on the Korean Government and that the annual overall resource
budgets have so far provided a focal point for review and revision of ﬁolicies,
investment programs and projections of Korean economic growth. It remains to
be seen whether this pattern will continue and eventually flow into the form-
ulation of the Third Plan.

The Second Plan also for the first time had the effect of strengthening
the political stature of the Government, both‘at home and abroad. Where the
Nathan Plan and the First Five Year Plan had resulted in major disagreements
with foreign aid donors and had exposed the Government to criticism and embar-
assment within Korea, the Second Plan elicited much more favérable reactions
and therchy generated greater recognition and cooperation for the Government.

The Nathan Plan with its overly demanding targets gave an unreasonable
set of standards against which actual performance was compared. Although the
Korean Government was not committed to carrying out the Plan, it was still,
to some extent judged against the plan targets. Also in time the Government
was criticized for not doing ilts own planning and trying to organize the recon-
struction and development offort more effectively.

The First Five Year Plan, which was the culmination of three years work
to meet such criticisms, was in turn criticized openly by academics and the

press as well as the foreign appraisers. This tended to discredit the Government

(Gon't
tron l)Fond Grain Production Plan completed in 1964, but this was not used

as the basys tor the agriculture program in the Second Five Year Plan,
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in the eyes of the people and caused doubt about its intentions and abilities.
Finally in the last two years of the First Five Year Plan, as economic achievements
began to equal or exceed the targets- of the "unrealistic' Plan, the Government
hegan to claim some credit for the Plan and to suggest that the Plan and its
related policies had contributed to the achievements. While the public was

unahle to covaluate the degree of causation, or perhaps did not care, the sentiment
.grew that the First P'lan had been reasonably successful and that the Government
deserved some credit for it. This helped to create a more receptive environment
for the Second Plan.

When the Second Plan was made public in the summer of 1966, many of its
provisions werc already well known through advance publicity and press conferences
by the officials of the Economic Planning Board. Thua there were no surprises in
the Planj but it fmmediately attracted a great deal of attention and comment in -
the press and on television. The .overnment organ;zed an effective program to
publicize the Plan and to answer questions or cflﬁiciSms of it. The President
indicated his approval and commitment to carry out the Plan which the cabinet
had e¢ndorsed to him. Thus the Government presented the Plan to the public with
a unfted front and an air of confidence.

The principal reactions to the Plan by the initial reviewers, both domestic
and forcign, was that it was honest and represented a relatively high degree of
competence. The admission in the Plan document of past errors of policy and
statistical misrepresentation, and the projection of growth rates below those
of the recent past were all taken as evidence of a new 1ntegr1ty‘in the Government.
While there were criticisms of various aspects of'the Plan, most critics first
acknowledged the apparent sincerity and conscientiousness of the planning effort.

A sample survey of the opinions of Korean professors and journalists conducted in

late 1966 found that 80 per cent expected some succeids from the Second Five Year Plan.

Y Sung Chick tong, The Intellectual and Modernization - A Study of Korean
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No}coﬁparable survey was taken after the earlier plans were completed, but the
fact that such a large proportion of traditionally skeptical and anti-government
groups were favorably disposed toward, and relatively confident about the benefits
to be derived from, the Second Plan was a noteworthy political achievement.
fhefe was even some tendency, in the glow of enthusiasm and confidence at the
z_tm! the Plan was made public in mid 1966, to talk as though the targets of 1971
ﬁld already been achieved and the 1981 projections were nearly assurred. This
too was remarkable for & people who had been accustomed to a time horizon that
seldom excceded 12 months.

Tt was therefore not surprising that the President based his campaign
Eof reelection on the successful completion of the First Plan and the seeking

of a popular mandate to carry out the Second.

(Continuecd)
Attitudes, (Seoul, Dachan Textbook Co., 1967).

LY
} .
S




