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1. INTRODUCTION

In the early 1960s, South Korea was close to being considered a failed state. It 
suffered from political turmoil and economic stagnation. One of the poorest 
countries in the world, it had a lower per capita income than North Korea, and its 
standard of living was not much higher in 1959 than it had been in 1945. Domestic 
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This paper seeks to shed light on the political economy of trade policy reform 
by examining why and under what circumstances such reforms took place in 
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Of course, a devaluation to establish a realistic exchange rate might 
encourage exports and discourage imports, thereby relieving the balance of 
payments problems. But the Rhee government resisted any devaluation, because 
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Figure 1
Black market premium on the Korean won, 1956–70
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plan did not emphasize export expansion but “called for constructing a self-
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advanced warning of the plan, thought it was a terrible idea, and immediately 
stopped the disbursement of aid until the government unfroze the bank 
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As the balance of payments situation worsened in 1963, the military 
government started clamping down on imports. The government reintroduced 
multiple exchange rates through an export-import linking mechanism in which 
exporters would earn nontransferable rights to use a portion of their foreign 
exchange earnings to buy imports. This mechanism was a way of automatically 
tying imports to exports and thus eliminating the need for the government 
to allocate foreign exchange among importers. It was also an indirect subsidy 
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two steps they did not want to take: (a) hold democratic elections and return to 
civilian government and (b) adopt policies to stabilize the economy and lay the 
foundation for growth so that Korea could become self-sustaining. 

The first objective was political. The United States did not support the 1961 
coup and had long pressed the military to step aside and hold elections to 
transition to a civilian government. In March 1963, General Park surprised and 
dismayed the United States by announcing not an election date but a referendum 
to determine whether the military should stay in power. Berger immediately 
suspended aid. A few weeks later, the announcement was rescinded, the election 
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financial institutions). Its main purpose was to exchange information about the 
state of exports. Businesses would report on the problems they had exporting, 
which government officials were expected to solve. Officials would discuss 
various export promotion policies, including reducing red tape and improving 
infrastructure to facilitate exports, and report on whether export targets 
were being met. 

The participation of President Park in these monthly meetings demonstrated 
the importance and urgency of the export drive as a national goal. His presence 
sent a strong signal to other government officials and top business leaders 
about the overriding importance of increasing exports.
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increase exports is essential” (Most 1966, 1).62 US advisers did not object even to 
some unorthodox policies, such as the low interest loans to exporters.63

President Park and haeD ecnd haenomic leadorthip ws theint suusm
[i30 (xpodlo) sucir to 



24 

WP 21-14  |  

policies, including export subsidies, the import-export link system, and the barter 
system with the exception of barter specified in trade treaties. The floating 
exchange rate was finally implemented on March 22, 1965, when the conditions 
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but on the new grounds that it would make it difficult for firms and banks to 
service their burgeoning foreign debts.80 
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perceptive things to say about what drove Korea’s industrialization in the 1970s 
and 1980s than it does about what caused its takeoff in the early 1960s, when 
neither the chaebol nor heavy industry were prominent.” 

The reform era of 1964–67 was also not a period in which industrial policy—
selective support for particular industries—was a prominent feature of Korea’s 
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earning enough foreign exchange from exports to pay for its imports. Toward 
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