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제 5회 한국산업무역정책과 고속성장경험:자유주의 관점에서

- Korea’s Rapid Export Expansion in the 1960s: How It Began

유정호

Korea’s rapid export expansion suddenly began in the early 1960s and boosted 

the economy. This paper’s investigation of the experience reveals that the 

rapid export expansion began in 1961, as new export items appeared, their export 

increasing incomparably faster than then-existing export items. How and why of 

this highly unusual beginning can best be explained by a major reform of foreign 

exchange system in February 1961, which has received little attention so far. 

This goes against the widely held view that the policy switch from import 

substitution to export promotion started the rapid export expansion. Rather, the 

evidences indicate that the beginning led to the policy switch in the mid-1960s. 

The government’s export promotion since the policy switch helped the rapid 

export expansion continue into the 1970s. 
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I. Introduction

Korea’s exports suddenly began to expand rapidly in the early 1960s, and the 

rapid expansion continued into the following decade. In real terms the annual 

growth rate of export was 35.3 percent on average for 1963~69 and 25.4 percent 

in the 1970s. This was undoubtedly one of the most important reasons why the 

Korean economy grew nearly 10 percent per year on average in the 1960s and 1970s. 

However, when, how, and why the rapid export expansion began has not been 

clearly accounted for. Early studies of Korea’s economic growth tend to 

attribute it to the government policy that changed from import substitution to 

export promotion in the mid-1960s and subsequently moved in the direction of 

less intervention and more liberalization.
1
 On the other hand, later studies 

that appeared since the late 1980s tend to place much greater an emphasis on 

government’s intervention for the export success. For example, an author claims 

that the industrial policy that provided credit subsidies, tax incentives, 

administrative guidance, etc. remedied the coordination failure that had been 

blocking Korea’s economic growth and led to investment boom and rise in import, 

which in turn led to export expansion.
2
 This paper investigates the beginning of 

export expansion and finds evidences that a major reform of foreign exchange 

system in February 1961 started it, which has received little attention so far. 

This paper develops no new set of data. Factual information on the policy 

measures that Korean government took is mostly obtained from the early studies 

mentioned above. It also draws upon statistics, data, and other information that 

have been in the public domain and looks into the details. Section 2 dates the 

beginning of the rapid export expansion. Section 3 reviews how the exchange rate 

and trade policies evolved in the 1950s. Section 4 explains that the reform of 

foreign exchange system in 1961 started the rapid export expansion by nearly 
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eliminating won overvaluation and abolishing multiple exchange rates. Section 5 

reinterprets the relationship between the policy switch from import substitution 

to export promotion and the beginning of rapid export expansion, and the effects 

of government’s export promotion. In light of this paper’s findings, Section 6 

makes concluding remarks on the conventional characterization of Korea’s export 

success as “government-led”.

II. Beginning of the rapid export expansion

In investigating how and why the rapid export expansion began, the first thing 

to do is to date its beginning. Then, it will point to where to look for the 

cause, which, be it a change in policy or in circumstances, is to be found 

before the beginning, not after. It may sound nonsensical to try to date the 

beginning of a country’s export expansion, for trade must have been going on 

since immemorial past between regions and across borders. What this section 

intends to do is to date the beginning of “rapid” export expansion, and it 

makes eminent sense to do so in Korean experience, as will become clear in the 

following. For the purpose, this section examines Korea’s export trend from 

various angles. 

The first thing to look at is the total export for 1957-1970, shown in Table 1. 

The total is broken into two groups, manufactures and others, and the last 

column shows exports as a percentage of GNP. The importance of export to the 

economy dramatically increased in the 1960s: in the late 1950s total export was 

less than 1 percent of GNP, but it rose to 10.2 percent by 1970. 

[Table 1]
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From a quick glance at the table it looks as if 1959 should be called the 

beginning year of rapid export expansion, for it was in that year that the total 

export began to increase at double-digit rates. However, it is not appropriate 

to do so, because the export growth in the year was unusual in that it was led 

by a 25.5 percent increase in non-manufactures exports, which was not to be 

repeated in the following years. The unmistakable characteristic Korea’s export 

expansion exhibited in the subsequent years was that it was led by export of 

manufactures. As Table 1 shows, since 1960 manufactures exports always grew much 

faster than non-manufactures. 

Should 1960 be called the beginning year of the rapid export expansion? Yes, if 

export of all manufactures should serve as the guide in dating the beginning. 

However, not all kinds of manufactured goods increased equally rapidly but a 

particular kind did. This can be seen in Fig. 1, which decomposes manufactures 

into two subgroups: one group that comprises those goods belonging to Standard 

International Trade Classification (SITC) 5 and 7, and the other those goods 

belonging to SITC 6 and 8. The subgroup “SITC6+8” consists mostly of labor 

intensive goods, while “SITC5+7” consists mostly of capital intensive goods, 

which also tend to be of more sophisticated technology.
3
 The figure shows that 

the share of SITC6+8 in total exports increased rapidly since 1962, rising from 

around 10 percent to 70 percent in 1968. It is beyond any doubt that 

labor-intensive manufactures led the sudden and rapid expansion of Korea’s 

exports in the 1960s. On this ground, 1962 may be called the beginning year of 

the rapid export expansion. 

[Figure 1]

Yet, there is still another peculiar feature that deserves attention: new export 
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items appeared within subgroup SITC6+8 and led the expansion, as can be seen in 

Appendix Table 1. Striking in the table is the fact that exports of two-digit 

SITC or lower level products belonging to SITC6+8 were almost non-existent up to 

1960, exceptions being cotton fabrics and veneer sheets. This suddenly changed. 

Since 1961 new export items began to appear in the subgroup: footwear, travel 

goods, and clothing in 1961, artificial flowers, synthetic fabrics, and umbrella 

in 1962, woolen fabrics and wig in 1963. Table 2 below shows that, once begun, 

their export expansion was explosive, incomparably faster than that of 

then-existing export items. Albeit from small bases, in five years since their 

first appearance the exports in current dollars of those new items that appeared 

in 1961 multiplied 1091 times, those in 1962 multiplied 257 times, those in 1963 

multiplied 1722 times. The most incredible example was clothing (SITC84), export 

of which grew from 2 thousand dollars in 1961 to 213.6 million dollars in 1970, 

a multiplication of more than 100,000 times in 9 years, as can be seen in 

Appendix Table 1. In contrast, all other items, namely, total export less the 

exports of these new items multiplied 4.7 times from 1961 to 1966 in current 

dollars, a respectably rapid growth but a growth at “snail’s pace” in 

comparison. The explosive growth of export of the new items, of course, could 

not continue indefinitely; their growth rate gradually slowed and approached 

that of all other items by 1969.

[Table 2: Exports of New Items, 1960-70]

It was these new items that led the sudden and rapid export expansion of 

labor-intensive manufactures of SITC6+8. As the Table 2 shows, these new export 

items in SITC6+8 accounted for less than 1.0 percent in 1961 and more than 60 

percent by 1970. Their share in the total export similarly rose from 0.09 

percent to 41.8 percent during the same period (not shown in the table). It is 
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little exaggeration to say that Korea’ rapid export expansion in the 1960s was 

the expansion of these new items. For this reason, it seems appropriate to take 

1961 as the beginning year of the rapid export expansion. 

III. Evolution of Trade and Exchange Rate Policies

Now that the beginning of rapid export expansion is dated, this section briefly 

reviews the evolution of exchange rate and trade policies in the years preceding 

the beginning. 

A. The Foreign Exchange Rate Policy in the 1950s4

In the 1950s the most important factor that determined the direction of foreign 

exchange rate policy was the “won advance agreement” between Korea and U.S. 

The agreement was made in July 1950, shortly after the outbreak of Korean War, 

to help the UN forces dispatched to Korean peninsula to carry out its mission. 

Under the agreement, Korean government would advance won, the Korean currency, 

to United Nations Command (UNC) for its expenditures in Korea, to be paid back 

in dollars.
5
 Since the agreement, Korean government kept the official won-dollar 

exchange rate low, apparently to maximize the amount of dollars receivable from 

won advance, and devaluation was delayed as long as possible. The redemption of 

won advance was one of the most important sources of foreign exchanges in the 

1950s.
6
 

With rampant inflation in progress in the 1950s, this policy inevitably led to 

overvaluation of won and plethora of non-official exchange rates. The official 

exchange rate was used almost exclusively for the purpose of redemption of won 

advanced to the UNC and some other governmental transactions. Throughout the 
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1950s the official rate remained largely irrelevant to international trade as 

far as private traders were concerned. Traders had accounts denominated in 

foreign currencies with Bank of Korea under the “foreign exchange deposit 

system” at the time, and the exporters sold their foreign exchange earnings by 

transferring the balances in their accounts to others’ accounts. The 

transactions gave rise to “transfer rates”, which were much higher than the 

official exchange rate, as Appendix Table 2 shows. But the rates differed, 

depending on where the foreign exchanges were earned: the transfer rates on 

“Japan export dollars,” the dollars earned from exports to Japan, were higher 

than the rates on “other export dollars” earned from exports to other regions. 

For imports from Japan were more restricted, hence more profitable, and only the 

dollars earned in Japan were allowed to be used for importing goods from Japan, 

which was a policy measure to contain the large bilateral trade deficit with 

Japan. For importers “auction rates” were important, which arose, when the aid 

dollars or KFX (the dollars held by the Korean government), to be used to 

finance private imports, were auctioned off to the highest bidder. 

The complex foreign exchange system thus evolved in the 1950s was brought to an 

end by a major reform of the system in February 1961, to be discussed in the 

next section. Here, a few episodes of devaluation are briefly reviewed, which 

preceded the reform. The low exchange rate policy mentioned above led to 

conflicts with U.S., as it must have been in U.S. interest to have the exchange 

rate high and to delay the dollar payments. Each time the two governments 

negotiated the rate, a kind of tug-of-war went on between them. One such 

negotiation resulted in the devaluation in August 1955, which set the official 

exchange rate to 50 won to the dollar. At this time it was agreed that the 

exchange rate be determined in the future by referring to the wholesale price 

index of Seoul with September 1955 as the base period: the official rate was 
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going to rise or fall, as the price index rose or fell by more than 25 percent 

than the base period. 

In late 1959, after a relatively long period of price stability, the wholesale 

price index reached 130.2. The U.S. government requested consultation in January 

1960, but the Korean government wanted to delay the consultation. Then, on 

January 29 the U.S. embassy in Seoul unilaterally decided to use the exchange 

rate of 65:1 as an internal administrative measure, which was 30 percent higher 

than the on-going official rate. In February 1960, the Korean government, 

following a consultation with the IMF, announced the devaluation of won to 65:1. 

In less than two months, in April 1960 Student Revolution ousted the Syngman 

Rhee government. Because of this, the official relation of aid and economic 

cooperation between the Korean and U.S. governments, except for the military aid, 

was temporarily discontinued. On the occasion of resuming the relation, the U.S. 

government suggested an increase in the official exchange rate, which led to the 

announcement in October by the then-newly elected Chang Myon government of a new 

exchange rate of 100 won to the dollar, effective January 1, 1961. The next 

month, February 1961, the new government devalued won once again as part of a 

major reform of the foreign exchange system that abolished the multiple exchange 

rates for a uniform rate. This time the official exchange rate was raised to 130 

won to the dollar. 

B. Import Policy

In the 1950s and 1960s the Korean government maintained protectionist import 

policy. It was an integral part of the government’s development strategy that 

aimed at industrialization through import substitution.
7
 It also was in part a 

response to the severe foreign exchange shortage in the 1950s. In the second 



자 유 주 의 연 구 회                                                         2016.12.05

-9-

half of the decade annual export was roughly 20 million current dollars on 

average, and annual import 370 million dollars, with 80 percent of the imports 

financed by foreign aid.

[Fig. 2: Graphic Summary of Import Policy]

The import policy is graphically summarized in Fig. 2, which shows changes in 

the average legal tariff rate and the percentage of automatic approval (AA) 

items in total, which could be imported without prior government approval. Until 

the mid-1960s the AA items accounted for less than 10 percent of all. Since 1967, 

when Korea joined GATT, the percentage rose but remained under 60 percent until 

the end of the 1970s. The average legal tariff rate was around 50 percent 

consistently throughout the 1960s and 1970s. The main feature of the tariff 

system introduced in 1950, after the Korean government was established in 1948, 

was tariff escalation ranging from zero to more than 100 percent: low rates for 

“essential goods” such as food grains, raw materials and non-competing capital 

goods; higher rates on imports that were likely to compete with domestically 

produced goods or were closer to “finished” goods that would need no further 

processing in the domestic economy after imported. “Luxury goods” carried 100 

percent or higher tariff rates. Later, tariff exemptions were introduced in 1952 

on some imports of capital goods, and individual tariff rates were revised, but 

the tariff structure remained basically the same in the 1960s until the early 

1970s. 

The protectionist import policy in the 1950s could hardly have beeen the reason 

for the beginning of the rapid export expansion. As Lerner’s Symmetry Theorem 

demonstrates, imposition of tariff on import goods has an export depressing 

effect, as it raises the relative price of import goods to export goods, thereby 
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making domestic production of import competing goods more profitable relative to 

the production of export goods.
8
 Also, import restriction has depressing effect 

on export through another channel, namely, through its effect on foreign 

exchange rate. For it tends to lower the exchange rate, the won-dollar rate in 

Korea, by reducing the demand for imports, therefore, the demand for foreign 

exchanges. 

C. Export Promotion

Although the main direction of development policy in the 1950s was 

industrialization through import substitution, the government adopted some 

export promotion measures to deal with the severe shortage of foreign exchange 

mentioned above. This section briefly reviews those measures in the 1950s and 

the early 1960s, which many believe started the rapid export expansion. One of 

the earliest measures was “trade credit system” (“export credit system,” 

later on) that was in place since 1950, under which exporters enjoyed priority 

in allocation of domestic credits, and the loans to them were not bound by 

quarterly loan ceilings, an anti-inflationary monetary measure at the time. This 

favor continued in the 1960s and 1970s, and the interest rates were drastically 

lowered since the mid-1960s.
9
 Also, export goods were not subject to commodity 

tax. The “preferential export system”, also known as “export-import link 

system”, was adopted in 1951, under which the exporters of so-called 

nonessential domestic products enjoyed the right to use some parts of foreign 

exchange earnings for importing popular items, which otherwise could not be 

imported.
10
 The system was discontinued in August 1955 at the time of devaluation. 

From 1950 to 1954 exporters enjoyed preferential access to foreign exchange 

loans in a scheme that allocated the government-held foreign exchanges (KFX) to 

domestic users.
11
 In 1955 direct subsidies were provided for exporters. The next 



자 유 주 의 연 구 회                                                         2016.12.05

-11-

year the subsidy was discontinued, as the government failed to provide for it in 

the budget.
12
 “Tariff exemption” was introduced in 1959 on imports of raw 

materials and intermediate goods for exports (changed to “tariff rebate” in 

1974).
13
 Lastly in the 1950s, the trader registration system that required 

minimum export performance had a more lenient requirement for exporters compared 

to importers, an implicit encouragement of export.
14
 

Thus, the export promotion measures adopted in the 1950s and still in effect in 

the early 1960s were: export credit system, exemption from commodity tax, tariff 

exemption on imported inputs for exports, and encouragement of exports implicit 

in trader registration system. Some additional measures were newly introduced or 

reinstituted in the following years. In 1961 income tax reduction of 30 percent 

was newly introduced for export earnings, which was raised to 50 percent the 

next year. A system of direct subsidies was reinstituted in 1961, when the 

provision was again made in the budget, but it was discontinued in 1964 at the 

time of large devaluation.
15
 In 1962 “export targets” were instituted, which 

were assigned to industry associations and firms, and the regional and country 

targets to the trade and diplomatic missions abroad. However, for 1962 the 

envisaged targets were much lower than what were actually attained.
16
 Also, Korea 

Trade Promotion Corporation (KOTRA) was founded in 1962 to assist exporters 

gather information on and enter new foreign markets. 

To see if these export promotion measures were the reason why the rapid export 

expansion suddenly began, one would naturally turn to the incentive those 

measures provided to the exporters. Fortunately, exporters’ earnings are 

estimated for 1958-1970 by Frank, Kim, and Westphal (1975), which it calls 

“purchasing-power-parity effective exchange rate on exports”, reproduced in 

Appendix Table 4.
17
 The authors first estimated “effective exchange rate on 
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exports”, which was the sum of official exchange rate, export dollar premium, 

and estimated subsidies per dollar exports. “Export dollar premium” simply was 

the difference between the official exchange rate and the “transfer rate”, 

which were much higher than the official rate and at which exporters sold their 

dollar earnings to importers, as was explained in Subsection 3.1. “Subsidies” 

refers to the benefits that exporters derived from various export promotion 

measures. Thus, the “effective exchange rate on exports” represents exporters 

earning in current won for a current dollar’s worth of export. Lastly, the 

authors turned it into real terms by dividing it by Korea’s wholesale price 

index and multiplying it by major trader partners’. Thus, the 

“purchasing-power-parity effective exchange rate on exports” represents 

exporters’ earnings in constant Korean won for a constant dollar’s exports. 

Fig. 3 shows the estimated earnings in indices with 1965 as the base year. As 

mentioned, the earnings consisted of three parts: the official exchange rates, 

premium, and subsidies. in In estimating “subsidies”, of the export promotion 

measures, direct subsidy, internal tax exemptions, custom duties exemptions, and 

interest rate subsidy on export credit were taken into consideration. Thus, some 

export promotion measures were unaccounted for: priority in credit allocation 

that exporters enjoyed under the export credit system, implicit encouragement of 

export in the trader registration system, and the assistance provided by KOTRA. 

But these measures did not directly affect exporters’ earnings, and also their 

impact on export must have been indirect. 

[Fig. 3] 

Anyone who expects to find the reason for the beginning of rapid export 

expansion in the changes in exporters’ earnings would be disappointed. As Fig. 
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3 plainly shows, there was no big jump in the earnings that might have had 

triggered the beginning of the export ‘explosion’. On the contrary, the 

earnings in real terms were declining in 1961, when the rapid export expansion 

suddenly began. Moreover, “subsidies”, namely, the benefits various export 

promotion measures provided to the exporters, were less than five percent of 

exporters’ earnings before and on 1961. Surely, the changes in exporters’ 

earnings, hence, the government’s export promotion measures could not have been 

the reason why the rapid export expansion started.

IV. Foreign Exchange Reform in February 1961

This section reviews the reform of foreign exchange system that the newly 

elected Chang Myon government carried out in February 1961. In particular, it 

takes a close look at the near elimination of won overvaluation by the reform 

and abolition of the complex foreign exchange system to see if the reform has 

something to do with the beginning of rapid export expansion. 

A. Near Elimination of Won-Overvaluation

As mentioned in the previous section, the exchange rate policy in the 1950s 

entailed serious overvaluation of won. This can be seen in Table 3, which shows 

“market/official ratio” and “curb-market/official ratio” as indicators of 

the extent of won overvaluation. The former is the ratio of transfer rates to 

official rate for 1955-1961 and the ratio of “certificate rate” to official 

rate for 1963-64 (see below), while the latter refers to the ratio of curb 

market rate of US Greenbacks to the official rate.
18
 The official exchange rate, 

the transfer rates on “Japan export dollars” and “other export dollars” as 
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well as the curb market rates on US greenbacks are drawn from Appendix Table 2. 

[Table 3, Extent of Overvaluation]

Table 3 shows the market/official ratios in the second half of the 1950s and for 

1961, 1963 and 1964 but not for other years in the 1960s because of absence of 

data due to changes in government policy. The reform in February 1961 changed 

the “foreign exchange deposit system” mentioned in the Subsection 3.1 to 

“foreign exchange buying System”, under which exporters had to surrender their 

dollar earnings at official exchange rate to Bank of Korea and were issued 

certificates valid for 90 days. The certificates, which entitled the holder to 

buy back the foreign exchanges, were traded in the curb market. This system was 

in effect until June 1961, when the military government that came into power in 

May began to crack down the curb market. For this reason, the market/official 

ratio is not available for 1962. But the ratio reappears in 1963 and 1964, as 

the new government re-instituted a full scale export-import link system, which 

gave rise to a premium on import rights. Reinstitution of the system was a 

response to worsening trade deficit and sharply declining foreign exchange 

holdings in those years. 

Both the market/official ratio and curb-market/official ratio, when equal to one, 

indicate no overvaluation of won; the greater than one, the more overvalued was 

won. Interestingly, both ratios show a remarkably similar trend. In the second 

half of the 1950s these ratios at times were above 2.6 and always were greater 

than 2.0. By 1961 won overvaluation was nearly eliminated as the result of the 

three devaluations discussed in the previous section. The currency became 

overvalued again temporarily in 1963 and 1964, as the premium arose. But the 
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overvaluation lessened for the subsequent years, as the curb-market/official 

ratio indicates.
19
 In May 1964 the government carried out another foreign 

exchange reform, which included a major devaluation of won.

B. Abolition of Multiple Exchange Rates

The other important part of the reform of foreign exchange system in February 

1961 was abolition of multiple exchange rates. A consultation report by the IMF 

provides the following snapshot of the complex exchange rate structure in 

January, 1961, one month before the reform:
20
 

“Prior to the exchange reform in February 1961 Korea operated a 

complicated multiple-rate system which comprised principally an 

official rate, auction rates for ICA (International Cooperation 

Administration) financed commodities and for exchange sold by the 

government for imports, and various kinds of transfer rates in the free 

market depending on the original sources of exchange, i.e., bilateral 

account dollars (from exports to Japan), other areas’ export dollars 

(from exports to other areas), military supply dollars (supply of goods 

to UN forces), military service dollars (supply of services to UN 

forces), missionary dollars (remittances received by missionaries). 

Aid-financed imports were programmed by commodity. Imports eligible to 

be financed with auctioned government exchange were announced by the 

government for each auction.”

The auction rates for the aid dollars averaged 99.74 won per dollar in 1960 and 

128.9 won in January 1961, while the other auction rates for the dollars held by 
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the Korean government averaged 105.84 won per dollar in 1960 and 125.5 won in 

January 1961. The average transfer rate in 1960 was 142.0 won per dollar for 

Korean-Japanese bilateral account dollars, and 128.0 won for other area dollars.
21
 

C. How the Rapid Export Expansion Began

The reform of the foreign exchange system in February 1961 made the system very 

simple by adopting uniform exchange rate that involved little overvaluation of 

won. Then, immediately followed the most unusual phenomenon discussed in Section 

2: new export items appeared and their exports expanded very rapidly, 

incomparably faster than the exports of then-existing items. This can be readily 

explained, if the reform suddenly and greatly boosted the profitability of 

export for the new items, while leaving it little changed for the then-existing 

export items. But the new, realistic exchange rate applied to export of all 

items, of course. Nevertheless, the reform could have represented different 

things to different persons. 

To those who were currently in export business, the reform must have represented 

nothing new, as far as their export earnings were concerned. Under the foreign 

exchange deposit system before the reform, they kept their export proceeds in 

the dollar denominated accounts they held with Bank of Korea, as discussed 

earlier, and all along they had been selling the dollars at the transfer rates, 

which the reform brought the new official rate close to. Also, they were 

enjoying the benefits derivable from various export promotion measures that were 

in effect. Thus, their export earnings in won were little affected by the reform, 

and it is reasonable to assume that the exporters had been maximizing profit as 

hard before the reform as they were after the reform. Therefore, there was 
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nothing that would have them drastically change their export behaviors. The 

increase in their exports, which the 1960s saw, must have been the exporters’ 

response to changes in policies and circumstances other than the reform, but not 

the reform itself. 

On the other hand, for others who had not been engaged in international trade 

and, hence, had not had dollar denominated accounts with the Bank of Korea, the 

reform could have been an eye-opener. Obviously, in order to see if profit can 

be made through export, one has to make price comparison between Korean and 

foreign markets, for which the foreign exchange rate is necessary. It would have 

been extraordinary in the 1950s, if a producer of future export goods indeed 

made such price comparison. For it would require expertise in the highly 

complicated foreign exchange system to know which one of many exchange rates was 

the one to use for the purpose and to begin to anticipate what the rate was 

going to be in coming months or years. To begin with, it would be highly unusual 

for a manufacturer at the time to be interested in the export, when Korea’s 

total annual export was mere 20 million, only 20 percent or so of which were 

manufactures. Under the circumstance, it would not be surprising if a producer 

of the good soon to be exported did not recognize the export opportunity, even 

if he or she may be sitting on it. 

Then, the reform, by doing away with the multiple exchange rates and adopting a 

new and realistic exchange rate, made the international price comparison simple. 

It became plain for them, and also for foreign buyers, whether or not and how 

much profit could be made by exporting an item. In addition, a change in banking 

practice that began the next year must have helped. Bank of Korea, the central 

bank, used to be the only bank that could legally handle transactions involving 

foreign exchanges; since April 1962 all five commercial banks began handling 
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foreign exchange transactions. This also must have made the exchange rate, now 

uniform and realistic, readily available a piece of information to anyone who 

was interested. 

In short, most likely, the reform for the first time made it possible to see the 

profitable export opportunities for many who had not been engaged in export, the 

opportunities that lay hidden behind the veil of complex and distorted foreign 

exchange system. Also, the export potential of the new items must have been 

“unlimited” in the early 1960s, since Korea’s comparative advantage in 

labor-intensive manufactures, which it must have had as a labor abundant country, 

had been virtually unexploited.
22
 For these reasons, once begun, the export of 

the new items expanded explosively. This account, it seems, well explains the 

three main features of the beginning of rapid export expansion in 1961: 

appearance of new export items, the explosive expansion of the new items, and 

very slow export growth in comparison of the then-existing export items. 

V. Reinterpretation

This finding goes against the widely held view, also shared by the early studies 

mentioned at the outset, that the policy switch from import substitution to 

export promotion in the mid-1960s started the rapid export expansion. Nor does 

it support the later studies that tend to claim that the heavy intervention by 

the government eventually led to export surge.

The finding calls for a re-interpretation of Korea’s experience of rapid export 

expansion, which was essential to its rapid economic growth. First of all, the 

relation needs be clarified between the policy switch and the beginning of rapid 
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export expansion. The policy switch that took place in the mid-1960s could not 

have started the rapid export expansion that began in 1961. Rather, it was the 

other way round. Circumstantial evidences suggest that the policy switch was 

inspired by the beginning of the rapid export expansion. One such evidence is 

the First Five-Year Economic Development Plan, which was adopted in 1961 and 

began to be implemented the next year but was revised in 1964. The original Plan 

mentions the desirability of and policy measures for export expansion, but it 

explicitly stated that the policy priority was on import substitution.
23
 

Obviously, the Plan considered export promotion as a remedial measure of the 

severe foreign exchange shortage at the time. Neither did the Plan anticipate 

the dramatic expansion of manufactures exports. It envisaged exports of ‘food 

products’ and ‘inedible raw materials’, which accounted for roughly 80 

percent of total exports in the 1950s, to remain the main export items 

accounting for roughly two thirds of total exports in 1966, the end year of the 

Plan. Evidently, in 1961 the government did not consider export promotion as a 

development strategy. 

In the revised Plan announced in February 1964 the export targets of ‘food 

products’ and ‘inedible raw materials’ were adjusted downward. In its place, 

adjusted upward was the target of combined share of ‘manufactured goods chiefly 

classified by materials (SITC 6)’ and ‘miscellaneous manufactures (SITC 8)’ 

from 16 percent to 38.3 percent in total exports for the last year of the Plan. 

Obviously, this adjustment was made in response to the rapid export expansion of 

SITC6+8 from 1961 to the first half of 1963, the period which is known to have 

had been taken into consideration in the revision. More to the point, the 

revised Plan emphasizes promotion of export industry. The section titled 

“Export Plan” states that export promotion was necessary not just to provide 

exporters with incentives but to promote the development of export industries. 
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Indeed, the new policy was to promote labor-intensive manufacturing and 

handicrafts as export industries and redirect investments away from import 

substitution industries to export industries.
24
 This revision of the First 

Five-Year Economic Development Plan is a clear evidence that the policy switch 

to export promotion was made after the rapid export expansion began. 

With hindsight, once rapid export expansion began, the policy switch was 

inevitable. In the early 1960s Korea was in dire need for new sources of foreign 

exchanges, for the U.S. aid that used to finance as much as 80 percent of 

imports in 1950s was declining since 1957. The need could be met at least in 

part by the rapid export expansion, albeit from a small base. Also, because it 

was led by manufactures, the export expansion could enable Korea realize the 

aspiration for industrialization and economic growth. Also, because it was 

creating new jobs, export expansion could help the new power elites to fulfill 

the revolutionary pledge they made at the time of the military coup that they 

would save the people from under the poverty. In more than one way the export 

expansion was a tailor-made answer to a number of problems the government had to 

tackle at the time. It is not surprising at all that the new government grabbed 

the opportunity and launched all-out efforts for export promotion. For example, 

among others, it announced “Comprehensive Export Promotion Program” in 1964, 

and the next year “Monthly Expanded Meeting for Export Promotion” began, which 

was presided by President Park himself. 

Then, what role did the government’s export promotion play in Korea’s 

experience of rapid export expansion? No doubt, the benefits to exporters became 

much bigger in the second half of the 1960s, as can be seen in Fig. 3, thanks to 

more and stronger export promotion measures.
25
 To answer the question properly, 

it needs be recalled that the import policy was protectionist throughout the 
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1960s and 1970s and import liberalization began in earnest only in the early 

1980s. Also, it needs be recalled that protectionist policy has 

export-depressing effect, as was briefly discussed in Subsection 3.2. Thus, in 

the second half of the 1960s and in the 1970s the government in effect was 

simultaneously pursuing two policies that had opposite effects on export: export 

promotion and protectionist import policy. To see the net effect, it is 

necessary to quantify the effects of the two policies, which is beyond the scope 

of this paper. It suffices to note that Kim and Westphal (1982) estimates the 

policy effects for 1968 and finds that the export depressing effect of 

protectionist policies was largely offset by the effect of export promotion. The 

estimate of the effects is for a single year in the late 1960s, and for other 

years no such estimate is available. However, it is not likely that the net 

effect later became substantively more export-promoting. For in the following 

years export promotion did not change much, while the protectionist bias was 

somewhat strengthened in the 1970s under the so-called heavy and chemical 

industry policy. Therefore, if anything, the net effect of the two different 

policies may have turned somewhat against export in the 1970s. On this ground it 

is difficult to claim that Korea’s export success was made possible by the 

interventionist policies of government. In short, export promotion must have 

helped rapid export expansion. But it is not the whole story. How it helped is 

as much important: export promotion helped export by neutralizing the negative 

effects of protectionist import policy on export. Had there been no 

protectionist import policy, the export promotion would not have been necessary.   

An interesting question from the policy point of view concerns what the 

motivation was behind the reform of foreign exchange system in 1961. Certainly, 

the reform was a turnabout from a low exchange rate policy to a realistic 

exchange rate policy. Was it also meant to be a shift in development policy in 
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1961 from import substitution to export promotion? Most likely, the answer is 

“No.”. The reform was a campaign pledge of the Democratic Party, of which 

Chang Myon was the head, in the election that was held in July 1960 to replace 

the ousted Rhee government. The Democratic Party for years had labeled the 

unrealistically low official exchange rate a “disguised subsidy” to their 

cronies by those in power and had promised to eradicate this source of 

wide-spread corruption, if it seized the power. Daily newspapers of those days 

carry no report to the effect that Democratic Party anticipated or promised 

increase in export, creation of new jobs, progress in industrialization, and so 

on, as the consequences of the reform.
26
 It seems certain that the reform of 

foreign exchange system was meant to be, more than anything else, an 

anti-corruption measure. This policy stance seems to explain why the newly 

elected Chang Myon government readily agreed to U.S. demand for devaluation in 

October 1960 and carried it out in January 1, 1961, and once again devalued the 

currency on its own initiative only one month later as part of the reform in 

February 1961. 

VI. Conclusion

This investigation into the details of the experience reveals that Korea’s 

rapid export expansion began in 1961, that it began with the appearance of new 

items, the export of which increased incomparably faster than then-existing 

export items, and that the reform of foreign exchange system in February 1961 

well explains when, how and why of the highly unusual beginning of the rapid 

export expansion. It led to the switch in the government’s development policy 

from import substitution to export promotion in the mid-1960s. The government’s 

export promotion helped Korea’s export in the 1960s and 1970s, as it largely 

neutralized the negative effect on export of the protectionist import policy. It 
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can be misleading to attribute the export success in the 1960s and 1970s solely 

to the government’s export promotion and not to mention its simultaneous 

pursuit of the protectionist import policy. 

Put differently, the reform of foreign exchange system in 1961 removed the 

impediment to export, namely, the complicated and distorted foreign exchange 

system. Once the impediment was removed, the Korean economy immediately began to 

realize the export potential it had in labor-intensive manufactures, which had 

been virtually unexploited until then. In this experience the exchange rate was 

much more important as an information-transmitting price variable than as part 

of export incentives. The government’s export promotion since the mid-1960s 

removed another impediment to export, namely, the protectionist import policy 

that had depressing effects on export, and helped the rapid export expansion 

continue into the 1970s. This appears to be the main story of Korea’s export 

success. 
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