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ZHofl =35t QICt: Social Policy in a Developmental Context series (2000 to 2005), the UNRISD
flagship report Combating Poverty and Inequality (2010), and Transformation of Social Policy Regimes

towards Universalism (2012—2013) &,
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Development Cooperation Pollcy and Issue

Making International Development Cooperation Effective:
Lessons from the Experience of the Republic of Korea.

The Issue What development strategies can make international development
cooperation effective? An UNRISD research project, carried out in collabo-

Research Findings ration with Korea International Cooperation Agency (KOICA) examined the
experience of the Republic of Korea (hereafter South Korea) in configuring

Policy Implications policies and institutions to make full use of opportunities and resources, in
particular the period from independence in 1945 to 1995, when the coun-

Further Reading try was no longer classified as an aid recipient.

The Issue As was reaffirmed at the 2011 High-Level Forum on Aid Effectiveness, held in Busan,

South Korea, the focus of the debate on aid effectiveness has shifted from how to effectively

use aid to how to effectively achieve development using both aid and non-aid resources in
ways that are complementary and synergistic. This framework, which we may call effective
development cooperation, demands a discussion on broader and longer term development

strategies including the way to effectively utilize both aid and non-aid resources.

Despite the rethink about effective development cooperation which has occurred in recent
years, contemporary approaches emphasize specific institutional and policy arrangements
that seem to contradict what worked historically. Such arrangements focus on macro-economic
policies for price stability and fiscal balance as well as discrete and policy interventions
exclusively focusing on poverty reduction. Largely absent from this frame is a strategy for
economic growth generating decent jobs. The five principles of the Paris Declaration and
Accra Agenda for Action - ownership, alighment, harmonisation, managing for results and
mutual accountability - have been formulated without careful consideration of unequal
power relations within and between recipient and donor countries. This narrow institutional and

policy approach is also reflected in the problematic nature of MDGs. The focus on a
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limited set of minimum standards of human well-being, has bypassed consideration of
both the inequality gap within and between industrial countries and developing countries
and the need for comprehensive development strategies generating employment through

investment in the productive base of the economy.

The question of how to effectively achieve development by using both aid and non-aid
resources calls for the research on comprehensive and holistic development strategies which
combined economic development objectives with transformative social policies to reduce

inequality as well as poverty, and generate inclusive economic growth.

Transformative social policy

Social policy can contribute to economic growth as well as social welfare. It is an integral
part of the growth strategies of countries that have experienced farreaching structural change
and reduced poverty rapidly. As late industrializers, these still developing countries adopted a
number of welfare policies at the time of fairly low levels of national income that covered
a substantial share of their populations. For social policy to be transformative, it must not
be confined to a residual role of providing only a safety net for the poor. Rather it must
address broader economic, social and political goals, such as distribution, protection,
production and reproduction, which are consciously coordinated to deliver maximum impact.
If not, pursuit of one goal and neglect of the others may undermine the full realization of
the benefits of the chosen goal. UNRISD research on Transformative Social Policy since
2000 has centred on three inquiries: Social Policy in a Developmental Context series
(2000 to 2005), the UNRISD flagship report Combating Poverty and Inequality (2010), and
Transformation of Social Policy Regimes towards Universalism (2012-2013).

South Korea was a heavily aid dependent and predominantly agrarian economy without
food self-sufficiency after liberation from Japan in 1945. In addition to the political instability
caused by the confrontation with the North, leading up to the three years of the Korean
War between 1950 and 1953, widespread poverty became the source of social instability.
South Korea was a priority recipient, receiving a significant amount of aid, until the 1970s
(Graph 1). Grants, mainly foods and fertilizers, from the US and UN, particulatly the US,
were the lion’s share of aid between 1945 and 1965 (Graph 2). Project assistance was very
marginal in grant allocation, and this share which was mainly used for building infrastructure
and factories significantly decreased from the mid-1960s when the export-led industrialisation
took off (Graph 3).
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[ Graph 1. Major Recipients of Western Aid ]
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[ Graph 2. Composition of Foreign Capital Flows into South Korea, 1945-1992 ]
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Note | Public loans include concessional loans and non concessional loans. South Korean government statistics
does not provide a detailed breakdown of public loans.

[ Graph 3. Composition of US Aid to South Korea, 1961-1975 ]
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Note | PL 480 Sales is mostly PL480 Title | administered by US Department of Agriculture. It is government-to-government sales of US
agricultural commodities to developing countries on credit or grant terms. Title | commodities can be sold in the recipient country.

Title Il and Il are administered by USAID. Title Il is the donation of US. agricultural commodities to meet emergency and non-emergency
food needs in recipient countries. Title Il is government-to-government grants to support long-term growth in the least developed countries.
Donated commaodities are sold in the recipient country, and the revenue generated is used to support economic development programmes.
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Research Findings

» The limits of
emergency and

humanitarian
relief in the 1940s

» Aid conditionality
undermined
productive
investment in the
private sector
between 1945
and 1961

Development Cooperation Policy and Issue | No. 4

Despite the drastic decrease in the grant element of aid, between 1965 and 1989, GDP
per capita had grown by around 7.2 per cent per year on average, reduction in the level of
income inequality and poverty had outperformed all middle-income countries, and high
human development was achieved in the late 1980s. South Korea was gradually able to reduce
aid from 9.3 percent in 1960 to 0.6 percent of GNP in the late 1980s and to graduate from
the lending list of the World Bank in 1995 and became a member of OECD DAC in 2010.

Just after the liberation, the significant emergency and humanitarian relief channelled
through the USA Military Government in South Korea between 1945 and 1948 mainly
consisted of finished goods without the need for further processing in the recipient country.
This type of aid did not contribute to creating a production chain in South Korea and expand-
ing the productive base of the economy. Local fertiliser and food processing companies,
which had been highly productive under the Japanese colonialism, were underutilised
because of the lack of machinery supplies, fuels and infrastructure. Although aid to the rural
sector such as provision of fertilisers and irrigation projects had a positive impact in terms
of agricultural productivity, the impact was limited to specific geographic locations due to

the poor infrastructure for delivery and distribution activities and political instability.

Aid during this period was also predominantly finished goods. The major donor, the US,
having prioritised price stabilisation rather than investment for production, applied one
specific condition of the Marshall Plan to the South Korean government, which was the
requirement to establish a counterpart fund as a price stabilisation mechanism. Under this
condition, the government would deposit the local currency corresponding to the price of
aid goods received. From 1945 to 1961, without a substantial source of foreign currency
and without a coherent plan for investment in productive sector the government attempted
to set artificially high exchange rates and low local prices for goods imported through aid
to increase the purchasing power of the local currency deposits in the counterpart fund.
The US demanded the depreciation of the Korean currency to control the rising market
price of aid goods. This process between the South Korean government and the US donor
impeded economic growth since it increased inflation and uncertainty of exchange rates
and prices and therefore consequently undermined the incentives for long-term investments
for production. It instead produced corruption, collusion, hoarding, speculation and black

markets.
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» Increased negotiating

power through the
diversification of
aid sources and
mobilisation of
non—aid resources
enabled the
investment in
infrastructure and
key industries

in the 1960s.

Social policies
between 1945 and
1960 to which aid
provided a material
basis contributed to
both economic and
social goals.

Making International Development Cooperation Effective:
Lessons from the Experience of the Republic of Korea.

Two factors pushed the government to diversify aid sources and mobilised non-aid
resources; firstly, expectation of a drastic decrease of US aid which had been the largest
source of foreign currency until the late 1960s and secondly, the establishment of Economic
Development Plans. The latter was particulatly significant since the majority of aid sources
were linked to the implementation of projects set out in the Economic Development Plans.
The government mobilised resources for development through negotiating with donors
who were competing each other, mobilising private foreign loans through collaboration
with private sector actors and increasing domestic revenues through the improvement of
tax collection. Together, these resources provided the material basis for the independent
and autonomous planning and implementation of infrastructure and key industry projects

which sometimes donors oppose.

It is noticeable that major policies for wealth and income redistribution were indeed
implemented when South Korea was heavily dependent upon aid prior to the industrial take
off. The results of redistribute policies contributed to economic and social growth through
the complementary policies for economic growth generating employment. Policies redis-
tributing wealth and income by the US Military Government in South Korea between 1945
and 1948 and the Korean governments between 1948 and the eatly 1960s had a significant
social and economic impact. These policies include distribution of Japanese owned assets
to people, tenancy control, land-to-the-tiller agrarian reforms, the transformation of high
interest rate usury into long-term low interest rate loans, and the confiscation of illicitly
accumulated wealth of large businesses under the previous governments. The number of
landed small farmers increased dramatically. Economic elites were created in the process of
distributing the formerly Japanese owned industries but significantly weakened in terms of
power and influence due to the strong state’s authority to threaten or confiscate the

accumulated wealth.

These policies which weakened economic elites significantly contributed to human capital
accumulation and industrialization through implementing complementary policies. First of
all, a law guaranteeing the market value of the lands invested to schools and investors’
ownership of the private schools facilitated landlord’s investment in schools. Secondly, strong
regulation on school fees made private schools established by landlords more accessible to
the poor. Finally, the owners of the big enterprises who were accused or arrested of illicit
wealth accumulation under the previous authoritarian government were pardoned in return

for their investment in and donation to the key industries of import-substitution.
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» Sophisticated rules

and regulations, and
micro—management
are needed to utilize
private resources for
public social service.

» South Korean

owned companies
contributed to the
longer—term
development of
productivity and
industrialisation
through productive
investment and
employment
generation.

Mechanisms for
developing and
utilizing accumulated
human capital
aligned with
industrialisation
were crucial to
economic growth
generating
emplovment.

The distinguishing feature of health and education services in South Korea was the
promotion of and the regulation on the private sector provision of secondary and tertiary
level services together with the strong public provision of primary service. The promotion
of and regulation on the private sector for social service delivery were possible not only
because of the strong force of the state but also because of the sophisticated rules and
regulations penetrating selected private organizations delivering public services and controlling
the private property of groups and individuals for public purposes. Also the government
intervened in the management of private schools, universities and colleges with very specific
rules and regulation such as on annual admission quotas, caps on tuition fees, number and
contents of courses to be offered, graduation requirements and on the requirements for
the hiring and firing of teaching staffs. Similarly, the health care system in Korea, which is
often regarded as one of the successful examples of universalization, has developed through
government policies that firstly, encouraged private sector investment in medical facilities,
secondly, allocated appropriate levels of human and physical resources for public health
provision, and thirdly, mobilized trained medical staff for public purposes such as staffing

public health centres at low costs.

A variety of policies such as macro-economic, trade, and industrial policies protected and
promoted nationally owned companies from the 1960s, particulatly between 1960 and 1980s
when South Korea started gaining more autonomy in using aid and non-aid resources.
They contributed to longer-term development of productivity and industrialisation through
productive investment and employment generation. Concentrating aid and non-aid resources
on nationally owned industry, applying strong rules and regulations protecting and promoting
local content in industrialisation and actively promoting small and medium local companies
ensured a sustaining environment favouring the successful accumulation of national production

skills, managerial capabilities and technological expertise, and reduced brain drains.

The government played a significant role in systematically coordinating policies shaping,
accumulating and utilizing human capital from the 1960s when the target industries and
needed manpower were mandated by the Economic Development Plans. The government
planned and regulated vocational training elements in the school curriculum and imposed
quotas on students and faculties at the universities to align the graduates of different levels
of education to the specific labour demand of the key industries. Compulsory on-the-job
training at factory premises was also imposed in the 1970s to fill the knowledge and skill

gaps between the schools and production lines, and various networks of education institutions.
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R&D centres and industries were established to facilitate an easy translation of knowledge
into “productive knowledge”. When regulation was ceased for the quotas applied to the
student numbers and university faculty provisions in the eatly 1980s, the drastic increase of
the number of university and college students began to produce such problems as high
unemployment among university graduates, and skill mismatch in terms of education supply

vs. industrial labour force demand.

» The state was at The consistent, coherent and substantial investment of grants, loans and technical assistance
the centre of the
adoption, innovation
and diffusion of
knowledge and and organisational capacities to absorb and diffuse transferred knowledge and skills in a
technology and wide range of disciplines.
nurtured the R&D
of the private sector.

in higher education, quasi-governmental research institutes, and in the administration of the

government from the early stage of industrialisation in the 1960s strengthened the individual

Since the 1960s, mainstreaming technology learning in vatious policies within the national
development framework, government’s active role as a financier until the private sector
took it over, and encouragement of cooperation in private sector were the major institutions
behind R&D development. Continued foreign technical assistance even after the drastic

reduction of financial grants also contributed to R&D development.

» Rural development Despite the provision of aid goods and services such as fertilizers and irrigation services
success in the 1970s
was possible because

of the policies to
redistribute wealth ~ The Saemaul Undong (New Village Movement), a nationwide programme of rural social

for productivity increase, and adoption of the Green Revolution paradigm by the govern-

ment, the standard of living in rural areas was not significantly improved by the late 1960s.

and income and and economic development in the 1970s achieved a significant reduction in poverty and
maximize the
utilization of rural
labour.

inequality in rural areas. Three features stand out as being paramount to the success of the
Saemaul Undong. First, radical land-to-the-tiller agrarian reform provided a foundation for
both rural and urban-industrial growth but the full benefits of land reform was realized
when it was coupled with policies to mobilize resources invested in rural sector. Second,
government could use exceptional industrial growth which was financed through international
loans, foreign assistance, and domestic resources to subsidize rural development. The subsidies
to pay high prices to farmers for rice which was then sold at lower prices to urban consumers
had the double virtues of raising rural household income to a level equal to that of urban
households while also keeping price low for the urban workforce. Third, the Saemaul Undong
was implemented as a village modernization programme to lift the standard of living of

rural people up to the level of urban household in various dimensions rather than first as a

http://www.koica.go.kr
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program to increase agricultural productivity only. Implicit in this intention was poverty
alleviation in the rural areas and reduction of urban-rural inequality through the utilization

of labour for physical improvement of village infrastructure, amenities and housing,

» South Korean Three areas of significant deficits in the South Korean development process are found,

development between democtracy, gender equality and environment. In contrast with the authotitarian government’s

1945 and 1995 is

) o intention, the highly educated workforce evolving from the education and man-power policies,
not without deficits.

the growth of rural organizations under the rural development policies, the involvement of
civil society organizations in social service delivery, and trade unions or workers’ organizations
for occupational welfare, the products of development process, became vital forces for
democratization process starting in 1987. The gender inequality, in particular in terms of job
insecurity, wages, and unpaid care work, had been serious throughout the 1960s and the 70s
when the number of economically active women and women’s share of total employment
increased. Female-targeted family planning policies and male-biased employment and
vocational training policies, which had a certain level of success in fertility control and rapid
industrialization, reinforced gender inequality during the 1960s and 70s. Despite some
improvements in terms of wage gap and reduction of care burden since the 1990s, gender
inequality is still the worst of all OECD countries. Environment policies which have been
recently considered important but have focused on preservation zones have contributed to

spatial polarization and regional inequality in terms of living standards.

Policy Implications Research findings on the South Korean development experience between 1945 and
roughly the late 1990s until the Asian Economic Crisis shows that development is a
multifaceted and long-term process. Both economic and social policies are linked to each
other towards increasing employment and redistributing the welfare and income across the
rural and urban areas and income groups. It is noticeable that major policies for wealth
and income redistribution were indeed implemented when South Korea was heavily
dependent upon aid prior to the industrial take-off. The results of the redistribute policies
contributed to economic and social growth through the complementary policies for
economic growth generating employment. The best practice or good practice should be
understood within a specific context of a specific development stage. South Korean
development is a good example of economic and social development, but an experience

which we can draw both good and bad lessons from. The research findings imply that:
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= Aid can be much more effective when it is designed to facilitate the investment in the
productive base of the economy as well as meeting basic needs.

= Aid conditionality on macro-economic stability without a coherent plan for investment for
production can create economically unproductive and socially unsound incentives for the
recipient government and private sector such as corruption, speculation and hoarding as
in the case of South Korea until the 1960s.

Diversification of sources of aid and mobilisation of non-aid resources can strengthen

the negotiating power of recipient countries in dealing with aid. Increased negotiating

power can become the ownership of development when it is combined with coherent
and comprehensive national development strategies and implementation capacities.

Aid can provide a material basis for radical and progressive redistributive social protection
measures. The returns from the redistributive social protection measures can be translated
into the capacity to increase the productive base of economy when the comprehensive
and systematic national development strategies produce employment-generating
industrialisation.

Public-private partnerships can reduce social costs and increase social benefits from
social services, such as health, education, water and sanitation, transportation and energy,
only when there is an effective and well-functioned regulatory regime which does not
undermine private sector’s incentive to invest in social services. The public sector should
be deeply embedded in the private sector to increase the public goods nature of private
services through sophisticated regulation and micromanagement.

Industrial policy, in particular the kind protecting and promoting nationally owned industries
which generate employment, production skills, managerial capabilities and technical
expertise and reduce brain drains, is a critical element of a development strategy for
effective development cooperation.

Education policies should be coordinated with other policies, in particular manpower
policies and industrial policies in ways to reduce the mismatch between education supply
and industrial labour demand and generate employment. Both macro- and micro-level
planning in education and relevant sectors are crucial in making a coherent process for
employment generation.

The state should be pro-active in investing in R&D and in sharing its results with private

sector generating employment and resources for development. Incentives for R&D in the
private sector should be created in a wide rage of policy areas within a national development

strategy.

Redistribution of wealth within rural areas, i.e. land-to-the-tiller agrarian reform, and redistri-

bution of income from successful urban are is a critical material basis for rural development.
The full benefits of these policies are realized when they are coupled with comprehensive
policies to maximize the utilization of rural labour in various dimensions such as employment,

and physical improvement such as infrastructure, amenities, housing.

Written by UN Research Institute for Social Development,
Korea International Cooperation Agency(KOICA) Research Office
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