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Effect of Korea's ODA

12-1 Global Discussion on Aid Effectiveness

Hello. I am Ryu Sang-yun. This is Korean Economy and Foreign Aid. Welcome to
the lecture. This lecture is the last of the series. We'll look at the effect of foreign aid.
WEe'll look at the development of global discussion on the aid effectiveness.

ODA stands for overseas development aid, which is assistance provided from
overseas to aid in the development of underdeveloped countries. Development has
many meanings. Economic growth and poverty eradication are the most important. So
far, a big amount of ODA has been provided to developing countries. But the
effectiveness of it has continuously been in questions.

A significant milestone in the international community’s discussion on the
effectiveness of aid is the 2005 “Paris Declaration.” The Declaration was adopted at the
second High-Level Forum on Aid Effectiveness organized by the OECD DAC in Paris.
The Declaration was a result of a series of efforts made for a long time.

Until the 1980s, during the Cold War, aid was focused on the benefits that the US
and the Soviet Union could gain, and the aspect of development did not stand out.
After the Cold War, there were voices over the aid effectiveness.

Since the 1980s, the IMF and the World Bank's restructuring policies targeting
foreign debt-stricken countries and transitioning countries did not led to expected
economic growth, making it more difficult for the socially disadvantaged. In the 1990s,
there was a widespread perception that not only recipients but also donor countries’
actions needed to be reformed to increase aid effectiveness.
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In 1996, the OECD DAC adopted the paper, Shaping the 21st Century. The paper
emphasized the fact that the local ownership must be respected and that the
coordination among recipients was important.

In 2002, the UN held International Conference on Financing for Development in
Monterrey, Mexico. The result was Monterrey Consensus, which included measures to
expand development finance and aid effectiveness.

The Consensus stated that the base for an effective partnership between the
recipient and donor lies on the acceptance of the leadership of the recipient on the
development plan. It also pointed out that the coordination between donor countries
and organizations must be improved.

In 2003, two years before the Paris Declaration, the first High Level Forum on Aid
Effectiveness held in Rome adopted the Paris Declaration on Harmonization.

The Declaration was based on the DAC Task Force on Donor Practiced, also
commonly called Good Practice Report. This task force was created in 2001 by the
DAC members to investigate donor practices that undermine aid effectiveness. The
report pointed out the issues: donor-centered priority in selection, complicated process,
and unmediated grant.

Let me tell you an anecdote about unmediated grant, now commonly known to the
public. In February 2005, a girl in Northern Sumatra showed symptoms of measles. The
village was still recovering from the 2004 tsunami that hit South Asia. If measles
spread widely, it could be a serious matter, so infectious disease experts rushed there.

But her symptoms slowly disappeared, and the girl got better. What happened?
During the aftermath of the tsunami, the girl got three shots of measles vaccine at
different places each time. The symptoms were a reaction to the overdose. This is why
‘harmonization’ is needed.
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The report proposed directions to correct these wrong practices and increase aid
effectiveness. First, reduce unnecessary differences in aid procedures. Second, match
the aid method and procedures to the recipient's system. Third, transparently share
information about aid projects with recipient countries. Fourth, simplify aid process and
reduce the recipient’'s expenses.

The Rome Declaration, based on this report, confirmed the fact that the
enhancement of aid effectiveness was critical in achieving the Millennium Development
Goals adopted by the UN in 2000, and emphasized the fact that the donor's aid
strategy, policy, and procedures must be in harmony with the priority, policy, and
institutions of the recipient.

The Paris Declaration on Aid Effectiveness, adopted at the second High-Level Forum
on Aid Effectiveness held in Paris by the OECD DAC in 2005, was the result of the
global discussion until that point. The Paris Declaration presented five basic principles
to improve aid effectiveness. Ownership, alignment, harmonization, results, and mutual
accountability,

Ownership means that developing countries set and their own strategies for
development, improve institutions, and tackle corruption. Alignment means that donors
align their aid to the strategies set by recipients and use the system of recipients.

Harmonization means that donor countries coordinate, simplify procedures and
share information to avoid duplication. Results means that developing countries and
donors shift focus to development results and results get measured. And mutual
accountability means that donors and partners are accountable for development results.

The Paris Declaration did not stop at suggesting principles. It presented 12
indicators of progress of each principle that recipients and donors should meet by
2010.
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@ Partners have operational development strategies @ Reliable country systems ®
Aid flows are aligned on national priorities @ Strengthen capacity by coordinated
support ® Use of country public financial management systems and procurement
systems ® Strengthen capacity by avoiding parallel implementation structures @ Aid is
more predictable Aid is untied @ Use of common arrangements or procedures
Encourage shared analysis @ Results-oriented frameworks @ Mutual accountability.

Each indicator had targets. For example, the target of Indicator 1 said that at least
75% of partner countries have operational development strategies. Some indicators had
two targets. For example, the targets of Indicator 10 said that 40% of donor missions
to the field are joint and that 66% of country analytic work is joint.

In 2011, OECD investigated the progress of the indicators in 78 recipients. The
graph shows the goals in percentage and progress. Only the goal of Indicator 4,
Strengthen capacity by coordinated support, was met. The goal was to spend 50% of
technical aid on the capability development of recipients. It was 57% in 2010.

The others didn't meet the goals. For example, let's look at Indicator 1. The goal
was 75% of partner countries with operational development strategies. In 2010, the
performance was only 37%. Indicator 10, the goals of joining 40% of donor mission to
the field and 66% of country analytic work, achieved 19% and 43%, respectively.

The graph includes Korea as a donor country. The indicators 1, 2, 11, 12 are
irrelevant to donor countries. We'll look at the others. Except for the goal b of
Indicator 10, Korea is very low in all indicators.

So, the goals of the Paris Declaration were not achieved. But it was still meaningful
that the international community set joint principles and goals and worked together.
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Discussion on Aid Effectiveness continued and led to the 2007 Accra Agenda for
Action and the 2011 Busan Partnership for Effective Development Cooperation.

In 2008, three years after the Paris Declaration, the third High-Level Forum on Aid
Effectiveness was held in Accra, Ghana. Civil group representatives participated in the
meeting too. The Accra Agenda for Action ordered the implementation of the Paris
Declaration and emphasized the following three aspects.

First, the Paris Declaration overly emphasized the countries as performers in
relation to ownership. It means that aid excluded the civil society and went to the
direction of strengthening the regime's authoritarianism. The Accra Agenda for Action
stressed the fact that both donors and recipients must ensure the participation of the
Congress, local governments, and civic organizations.

Second, considering the expansion of the range of donors that includes
middle-income countries and private organizations as well as high-income countries, all
donors must be included in the coordination process. Third, in regard to the mutual
accountability for progress, the responsibility of the public of both donors and
recipients was emphasized.

The fourth High-Level Forum on Aid Effectiveness, held in Busan in 2011, had the
primary purpose of checking the progress of the Paris Declaration, but in the end, it
shifted the paradigm of development cooperation. Aid effectiveness was replaced with
development effectiveness. The Busan Forum was attended by about 2,000
high-ranking officials and representatives from major international organizations and
civic groups from more than 160 countries, making the event the largest conference in
the field of development aid.
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The Paris Declaration was a consensus of developing countries aided by the DAC
members. The Busan Declaration reflected the voices of the governments and civic
groups from middle-income donors such as China, India, and Brazil. In addition to aid
effectiveness, the effectiveness of other tools related to investment, trade, and transfer
was discussed.

The Busan Declaration set common principles for development cooperation.
Ownership, results, inclusive development partnership, and transparent and mutual
accountability. Unlike the Paris Declaration, alignment and harmonization are excluded. It
may be because it was hard to emphasize alignment and harmonization when the
range of participants and tools got bigger. Transparency reflected the opinions from
the civic groups.

After the Busan Forum, the High-Level Forum on Aid Effectiveness ended. As aid
effectiveness was replaced with development effectiveness, which was a bigger concept,
it was hard to set implementation goals and check the progress. So, the Busan Form
is also seen as a meeting that weakened aid effectiveness.

Based on long-standing international discussions, the recipients and donors
identified the necessary efforts to improve aid effectiveness and have been working

together to improve it.

We reviewed the global discussion on aid effectiveness. Next time, we'll look at
academic discussion on aid effectiveness.
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12-2 Academic Discussion on Aid Effectiveness

Hello. In the previous lecture, we reviewed the global discussion on aid
effectiveness. This time, we'll look at academic discussions on aid effectiveness.

In a simple theory, aid is expected to foster the growth of the recipient's economy
through expanded investment. But in reality, there are few recipients who actually
achieved development due to aid.

In this case, you might think the data can be looked at to check if a larger aid led
to a larger growth. But this isn't an easy task. There can be reverse causality in which
the lower growth the larger aid.

In 1996, Peter Boone from the London School of Economics released a paper titled
Politics and the Effectiveness of Foreign Aid in the European Economic Review. The
paper attempted to reveal the effect of aid on the recipient's economy while
controlling reverse causality, and it had an impact on subsequent research in this area.

Boone used the data collected from 1971 to 1990 about 117 recipient countries.
His approach to controlling reverse causality was to use instrumental variables such as
friendly relations with the United States or France. Being friendly with the United
States or France does not directly impact economic growth, but it can be helpful in
receiving more aid.

Boone concluded that aid didn't affect economic growth. His conclusion was
shocking to the academia and international community. The paper was released as a
working paper of the London School of Economics in 1994. A British newspaper, The
Economist, published it on 10 December 1994 with the title, Aid Down the Rathole.
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There were three answers to the question, “Did aid foster economic growth?” And
Boone's answer is an exemplary “No.”

In 1997, another influential paper was released. It was the working paper, Aid,
Policies, and Growth, written by Craig Burnside and David Dollar of the World Bank.
The paper was also published in the American Economic Review in 2000.

They added variables of economic policies of recipients to Boone's 1996 paper and
added variables to control reverse-causality. They analyzed the aid performance from
1970 to 1993 in 73 countries and concluded that aid had positive effects on national
growth only in the countries that had fiscal, financial, and trade policies.

Among three answers from academia to the question, “Did aid foster economic
growth?” Their answer was a partial “Yes."

Over the conditions of aid to accelerate economic growth, they vary depending on
research. Some research argues that the level of collaboration and coordination
between recipients and donors is an important factor.

Others emphasize the types of aid. They say that investment in infrastructure leads
to more immediate performance than that in education, health, or emergency relief.
Still, Good Governance of the recipient, the condition suggested by Burnside and Dollar,
was the most impactful.

It was met with strong criticism in academia later. The same data can generate
different results when different models are applied. And the same models give different
results when different data are used. For example, Carl-Johan Dalgaard and Henrik
Hansen released their paper, titled On Aid, Growth And Good Policies, in the Journal of
Development Studies in 2001. They suggested that if diminishing returns were added
to the model, the result was different from that of Burnside and Dollar.
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Diminishing returns argues that when an additional unit of aid yields less growth
effect than the preceding unit did. Dalgaard and Hansen showed that adding
diminishing returns makes the positive effect of aid on economic growth and debunks
the hypothesis that aid is only effective under good governance.

Among three answers from academia to the question, “Did aid foster economic
growth?” The paper gave an exemplary “No.”

Like this, the paper by Burnside and Dollar faced criticism. But they were
economists at the World Bank and the implications of the paper were considerable. So,
their paper had a lot of influence on the global aid practices.

In 1998, the World Bank published a report titled Assessing Aid. The report
introduced the research of Burnside and Dollar and argued that aid should be provided
to low-income countries with sound management.

The Bush administration created the Millennium Challenge Corporation in 2002 for
management of the additional $5 billion aid. The MCC was allowed to evaluate the
institutions of the recipients so the aid could be adjusted or canceled.

The papers | have mentioned have been the base for publications on aid
effectiveness in the 2000s. Let's me pick three of them.

The first is The End of Poverty by Jeffery Sachs published in 2005. He argues that
saving, trade, technology, and a resource boom were the four paths to higher incomes.
Also, the elements that hinder growth are the lack of savings, lack of trade, regression
of technology, degradation of natural resources, productivity-damaging disasters, and
increase of population.
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In particular, he stressed the poverty trap that leads to the lack of savings. The
poverty trap means the state in which a county cannot afford investment in the future
beyond necessities for survival. In short, a country is too poor to save money.

Here, a poor household urgently needs the basic necessities before saving any
money. Even tax-paying is not easy. So, there is no budget for public investment.
When the population grows and the capital depreciates, capital per capita also
decreases. Negative growth makes the household poor again. This is the poverty trap.

The author argued that a country's governance and market reforms alone cannot
guarantee sustainable growth and opposed the tendency to link good governance to
aid. A poor economy lacks all major capital, including human capital, business capital,
infrastructure, natural capital, public institutional capital, and knowledge capital, so
extensive investment must be made in all of these areas. This is also called a pig
push.

As you can see here, ODA provides humanitarian relief to poor households, allowing
them to save. Also, it provides small financing to those who want to invest and
expands the government's public budget to enable public investment.

This way, a country can overcome the population increase and depreciation and
achieve an increase in the capital per capita and economic growth. Economic growth
leads to an increase in income and savings. That is how ODA gets the country out of
poverty.

Jeffrey Sachs argued that the taxes and donations from the rich should go into all
sectors of the society at the same time so the effect of the aid can reach every
person in the recipient country. He also suggested that aid must be provided as grants
because loans can be a debt. Sachs ran his blog on the Huffington Post's website and
posted his argument.
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In 2006, a book was published with a different opinion. It is The White Man's
Burden by William Easterly. The Korean version had the title, Saving Half The World. He
argued that the poverty trap is a myth. Poor countries have been growing anyhow, and
there is no evidence that aid contributes to the growth of recipients whether their
governance is good or bad.

His point is that markets cannot be planned. A few elites just plan aid, ignoring
the actual situations and feedback. The aid actions did not pay off as they were
designed without considering the incentives of the economic players of the recipients.

He paid attention to small successes than big plans. Many aid agencies provided
free bed nets to prevent malaria, but many of them were illegally taken into the black
market and even sold for fishing nets or bridal veils. So, the public health centers ran
out of bed nets. A study showed that 70% of the bed nets provided for free in
Zambia were not used.

So, a US NGO thought of an idea to provide bed nets more effectively. The sold
the bed nets for 50 cents at rural maternity clinics. Pregnant women and children
under five years old are at the highest risk of contracting malaria. Nurses were given a
9-cent incentive, and the clinics always had bed nets in stock for sale. This program
contributed to increasing the use of bed nets for children under the age of five from
8% in 2000 to 55% in 2004.

Esterly ran a blog named Aidwatch, while leading a development research center at
New York University. He posted critiques on aid. The blog has shut down, but the
postings are still there.
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Although Esterly criticized the aid practice of the time in his book, he still left
room for the contribution of aid. In 2009, Dambisa Moyo wrote in her book, Dead Aid,
that Aid should be stopped because aid is the main factor of the poverty in Africa. As
the author herself was an African, this book drew more attention.

Aid only expanded the bureaucracy of the recipient country and made the elite
rich. Aid cut the relationship between the government and citizens, allowing the corrupt
government to continue with the ill policies that made the public poor and to maintain
the power.

The corrupt government made the country less appealing to investors by violating
the rule of law, institutions, and public freedom. The reduction of investment leads to
poverty, which puts the country in need of aid. It's a vicious cycle of corruption and
low development.

Moyo pointed out the pushing effect, which causes the reduction of private
investment and the increase of government expenditure. Also, she pointed out the
Dutch Disease, which increases the inflation in the recipient country and harms exports.

As for the tendency to view good governance as a prerequisite for aid, she
emphasized that democracy is not a requirement for economic growth, but rather
economic growth is a requirement for democracy. In particular, she pointed out that in
African countries, unlike in Western, democracy does not mean a high level of
institution.

So far, we reviewed academic discussions on aid effectiveness. Studies are still
ongoing. But at this point, we understand that it is hard to confirm the relationship
between aid and economic growth. What about aid to Korea? Next time, we'll look at
discussions on the effectiveness of aid to Korea.
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12-3 Discussion on Effectiveness of Aid to Korea

Hello. Last time, we reviewed academic discussions on aid effectiveness. This time,
we'll look at discussions on the effectiveness of aid to Korea.

Korea is a good example of a country turning from a recipient to a donor. Jeffrey
Sachs also pointed that out in the preface of the Korean version of his book. He said
that Korea showed the aid could have a big influence on the early-stage economic
development.

However, some Korea research papers on the development of Korean economy
argued otherwise. They pointed out the negative.

The volume of foreign aid exceeded Korea's economy in the 1950s. Korea's
economy was even called an aid economy. So, when it comes to the effectiveness of
aid, the 1950s was analyzed.

Korean economy in the 1950s developed continually, but it was short of the
people’'s expectations. The researchers with a negative view on the performance of
Korean economy during that time judged the provided aid negatively.

Hong Sung-yoo, who first analyzed the effect of aid on Korean economy, was one
of them. He was a professor at Seoul National University. He conducted a study, titled
Analysis of the effect of U.S. Aid on the Korean Economy, with support from the
Harvard-Yenching Institute from 1961 to 1962. The study was focused on collecting
and sorting statistics. The Economic Planning Board and Bank of Korea supported the
study.
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Hong published a book, Korean Economy and US Aid, in 1962 based on the study,
and another book, Korean Economy and Capital Accumulation Process, in 1965. The
latter evaluated the US aid to Korea in the 1950s in Chapters 4 and 5. He argued that
the US aid was not economic aid but military aid and that it expanded imbalance.

His argument was based on the composition of the aid in the 1950s. He said that
only 10% of the total aid from 1953 to 1961 was capital goods and that most of it
was for repairing SOC with little of direct production goods for expanding industrial
facilities. In his argument, this reflects the fact that the US aid was military aid.

Most negative arguments on the aid during the 1950s were made in the late
1970s and the 1980s. Korean academia in economics was very critical of reliance on or
subordination to aid that was strengthened during economic development. The aid in
the 1950s was mentioned as one of the reasons of the reliance on foreign aid.

The 1981 book, Perception Of The 1950s, and the 1985 book, A New
Understanding Of The 40 Years After Liberation, introduced opinions of many
researchers who emphasized the negative effect of the aid in the 1950s.

The former introduced Park Hyun-chae's opinion that the US agricultural surplus aid
jeopardized the growth of agricultural productivity and exacerbated Korea's dependency
on foreign aid. Park started that argument in the 1970s and published ‘National
Economics’ in 1978. A New Understanding Of The 40 Years After Liberation introduced
Jang Sang-hwan’'s The Formation Of US Dependent Economic Structure After Liberation,
in which he argued the US aid was provided in a manner consistent with the interest
of the US, resulting in Korea's economic subordination to the US.
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In the book, Kim Yang-hwa's The US Aid To Korea and Korean Economic Structure
argued that the aid in the 1950s formed the bureaucratic and subordinate capital. Kim
also submitted a PhD thesis, Capital Accumulation Of The Big Capital In Manufacturing
In The 1950s, covering the aid-reliant material supply for cotton textile, wool, and flour
industries.

There were criticism on the aid during the 1960s as well. The effect of the aid
during the 1960s, with mostly concessional loans, was discussed.

Lee Dae-geun, in his 1984 book ‘Korean Capitalism’, argued that although the
concessional loans provided in the 1960s are viewed as contributing to Korea's
economic development, they actually increased Korea's reliance on foreign aid and
resulted in a debt burden.

Academia's argument for foreign dependence or subordination gradually lost power
in the 1990s as socialism in the Eastern bloc collapsed and the status of the Korean
economy rose. That doesn't mean that views on aid turned positive. Compared to the
fast growth after the 1960s, the evaluation of the effect of the aid to Korea in the
1950s was still not good.

The criticism was focused on rent-seeking and corruption. Rent-seeking is a term
in economics, referring to unproductive behaviors such as bribery.

Rent is defined as surplus benefits from limiting supply. The companies who are
gaining or planning to gain surplus benefits have a reason to make efforts to limit
supply. They can enact laws or policies that keep others out of their industries or offer
bribes so that only certain companies can enjoy the benefits. With its unproductivity, it

is a waste of resources.
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The researchers who had this approach to Korean economy of the 1950s point
out, in common, the fact that the Lee government overestimated the exchange rate
and caused a big rent. That is, it was Korea's policy, not the aid itself, that caused a
negative impact on the economy.

For example, Yoon Young-jin wrote in his PhD thesis of 1991 that there were
enormous rents in the foreign currency during the 1950s and in the financial area
during the 1960s in the midst of the government’s long-lasting intervention. He argued
that the rents determined the relationship between the government and companies. He
introduced the cases of corruption over the aid allocation in the 1950s.

Researchers later, in terms of rent allocation, evaluated the rent-seeking in the
1950s even more negatively compared to the times after those years. Cho Yoon-jae
wrote in a chapter of the 1996 book, written in English about the joint research of
Japanese and Korean researchers on the East Asian economic development using the
comparative institutional analysis, that the Korean government failed to establish a
clear economic development strategy to lead companies in the 1950s.

Quoting Yoon's PhD thesis, he argued that the corruption was rampant because of
that. On the other hand, he emphasized that the Korean government set a clear
strategy, called Export-led Industrialization, allocated the rent from the financial sector
based on export performance, and achieved high performance.

Kim Nak-nyeon elaborated Cho's argument in his 1999 thesis, Korean Economic
Growth And The Government's Role In The 1960s. He categorized yearly economic
rents resulted from the government's intervention from 1955 to 1975 into foreign
currency sector and financial sector.
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He argued that there was not much corruption in the financial rent allocation after
the 1960s because it was done based on export performance, which was objective. In
other words, there was severe corruption in the rent allocation from the foreign
currency sector in the 1950s because it was allocated in a discretionary manner.,

An exemplary case of rent-seeking was the cotton textile industry which received a
big portion of the aid in the 1950s. In the 1990 thesis with the cotton textile industry
as a topic, Kim mentioned the corruption between politicians and economic leaders of
the industry.

Lee Sang-chul quoted Kim's PhD thesis in his writing, Development of Import
Substitution Industrialization Policy: 1953-1960, published in A History Of The Korean
Economic Growth in 2001 and pointed out the cotton textile industry as an example of
rent-seeking. Importing raw cotton at an official exchange rate which was much higher
than the market exchange rate caused big rents, and the governments allocated the
rents based on the scale of facilities. So, the companies were more interested in
expanding the facilities than improving productivity, which led to surplus facilities.

While foreign dependency or subordination was studied, research from a different
perspective also appeared. It was Korea Modernization Study Series done by the Korea
Development Institute and Harvard University in the late 1970s. It was first published
as KDI's working paper and then as books in volumes.

Also, the 1979 book of Anne O. Krueger ‘The Developmental Role of the Foreign

Sector and Aid" and the 1980 book of co-authors ‘The Economic and Social
Modernization of the Republic of Korea' talk about aid.
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They, in common, argued that aid had addressed difficulties such as lack of capital,
technology, and investment resources, eventually contributing to long-term economic
growth. However, they argued that the overestimation of exchange rates in the 1950s
undermined the aid effectiveness and that the distribution among sectors was
inefficient.

After the 2000s, some researchers who were critical of the aid turned their
position, and new research based on the concept of ODA as the spread of Korea's
development experience emerged. For example, Lee Dae-geun dismissed his preceding
argument in the 2002 book ‘After Liberation, The Korean Economy in the 1950s' and
said foreign aid contributed to the development of Korean economy.

Lee Kyeong-goo from KOICA revied the cases of aid to Korea based on the
concept of ODA in his 2004 report titled ODA to Korea and Cooperation. In the
conclusion, he evaluated aid to Korea as an exemplary case.

In 2012, as part of KDI's modulization of economic development experience, Kim
Kwang-sung released a port titled Impact of Foreign Aid on Korea's Development. The
report reviewed aid cases including the US aid in the 1950s, concessional loans, and
Japanese claim funds and suggested that they played an important role in economic
development.

Research on the effectiveness of foreign aid to Korea based on the concept of
ODA is now beginning. We need to review the negative evaluations of the past again.

We'll come back to the future research agenda later.

We reviewed the effectiveness of foreign aid to Korea. Next time, we'll look at
Korea's ODA to recipient countries and survey results.
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74 Korean ODA and Survey Results

Hello. Last time, we reviewed the effectiveness of foreign aid to Korea. This time,
we'll look at Korean ODA to recipient countries and survey results.

The countries receiving ODA from Korea also receive aid from other countries. So,
it is hard to connect the economic development of recipients to solely Korean ODA.
Instead, we'll look at the results of surveys done at the recipient countries.

KDI conducted a public survey in 2017 in Vietnam. Vietnam, the biggest recipient,
received bilateral ODA from Korea for 11 years from 2008 to 2018.

The survey was done using a tablet application. The 600 subjects were the citizens
of Hanoi, Ho Chi Mihn City, and Da Nang with educational background of at least
middle school graduation. The three cities are the main cities in North, South, and
Middle land of Vietnam.

Let's look at the results. The first is if they are aware of Korean ODA. The
questions was “Are you aware of Korea's ODA to Vietnam?" 32.7% answered they were
aware or very well aware of that. The rest answered they heard about it or they
weren't aware of that.

In a follow-up question about the sectors to those who were aware of Korea's ODA
to Vietnam, infrastructure such as roads and ports was the most well-known followed
by hospitals and schools. The sectors were in line with the most focused sectors of
Korean ODA in the early 2010s.
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The next questions was about their satisfaction. 32.2% was very satisfied. 61.3%
was somewhat satisfied. Overall, more than 90% of the respondents answered they
were satisfied. The number is much higher than the ratio of the respondents who
answered that they were aware of Korean ODA, it can be assumed that some of them
answered without clear knowledge about it.

The next question was about Korea's motive of providing ODA to Vietnam, and the
respondents were allowed to pick two choices. 61.2% said that they thought it was for
the development of Vietnamese economy and society. 46.2% picked Korea's export
expansion and interest pursuit. Overall, Korea's ODA was seen as a friendly gesture.

KDI conducted another survey on the middle school heath project in Thanh Hoa.
The project was funded by Koera's Seong-nam City and conducted by Yeonsei
University. The 480 subjects were from the recipient group.

Let's look at the results. To the question about the coherence of the project with
the development demand of the village, 11.5% answered that they were very coherent,
42.3% answered coherent, and 42.0% answered neutral.

Among the respondents who were very well aware of the aid, the ratio of those
who answered that they were very coherent was higher than those who answered that
it was neutral.

When asked if they thought the project was efficient, 13.5% answered very

efficient, 55.5% efficient, and 28.8% neutral. The respondents who were aware of the
aid answered more positively.
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The next question asked the respondents if they experienced changes in knowledge
and information on children's education, attitudes about children’s education, and
behaviors about their children’s education. Positive answers were 75%, 76%, and 68%.
The result shows the recipients perception was positive.

There was a question about the need and sustainability of project expansion. 89%
answered the project is very much needed to expand. About the sustainability, 15%
answered very high and 54% high. Overall, most recipients agreed that the project was
sustainable.

So far, we reviewed the results of surveys on Korea's ODA. Next time, | will share
my thoughts on the future research agenda.

49

fleesaie nm‘ﬁ e \

2. w9 Jo RN




B2 A 2o o @

SEQUL NATIONAL UNIVERSITY

7250 Future Research Agenda

Hello. In the previous lecture, we reviewed the results of surveys on Korean ODA.
In this lecture, | will share my thoughts on the future research agenda.

In the beginning of this lecture series, | said that | hope the lectures will provide
knowledge to the students who want to major in Korea's modern history and the
history of Korean economy and will contribute to finding future research agenda.

As we covered in the 12-week lecture series, Korean economy has been connected
with foreign aid. There have been diverse research studies, and there are more studies
to be done. Korea is an exemplary country that achieved a noteworthy economic
development and grew from an aid recipient into a donor. More studies on Korea's
experience need to be done in the global perspective.

| think the first step could be reviewing the negative evaluations of the past and
using new data and international comparison.

For the last 12 weeks, | have introduced many different materials. Some of them
did not reflect extant research. | think more detailed documents related to policy
establishment or aid fund allocation, including the US foreign aid documents at the
NARA, need to be analyzed.

International comparison is also needed to analyze Korea's experience in
international perspective. | think Taiwan is an ideal counterpart for comparison because
they were also at the forefront of the Cold War in the 1950s. Surprisingly, however, it
is difficult to find research that compared the two countries.
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Among the results of extant research that need to be reviewed through the use of
new data and international comparisons, | chose four points that | think are important.

One of the most criticized facts about the 1950s ODA to Korea was it was
provided for a military purpose during the Cold War. The FOA/ICA aid, the largest
portion of the total aid, was given under the Mutual Security Act. The Act consist of
Chapter 1 for military aid and Chapter 2 for economic aid. Even economic aid was
provided as defense support.

The names or items of the related laws tell us that the US aid was closely related
to security. If we judge the rest non-military aid based on the laws or the relation to
the laws, all aid will end up military aid. The DAC has a different standard.

The DAC defines military aid as the supply of military equipment and services, the
write-off of debts incurred for military purposes. These are excluded from ODA.
However, it is stipulated that even if the donor provided aid for security purposes, it is
not classified as military aid unless it directly supplied military equipment or services.

The second is about the composition of aid. The ratio of capital goods, directly
related to economic growth, was very low. It is significant to evaluate the aid
effectiveness only by the ratio of capital goods, which is as important as capital
accumulation in economic growth. Nonetheless, capital goods are not the only economic
aid.

For example, studies on the economic effects of the Marshall Plan evaluated the
role of raw materials such as coal that eased the foreign exchange constraints of
Western European countries and contributed to the industrial development.
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The third point is about the use of counterpart fund. Counterpart fund is an
accumulation of the local currency in a special accounting that is the payment of sales,
or an equivalent amount, given instead of aid goods from the US government.
Counterpart fund derived from aid, and it required the approval of the US government.

Researchers point out the fact that nearly half of the counterpart fund was spent
on national defense. It can be seen as military aid in disguise. The fact that the US
government requested the Korean government to spend the counterpart fund on
defense expenditure is also suspicious.

The US government was actually pushing for the staffing reduction of Korean
military. Despite the financial deficit, the Korean government rejected the request. The
Korean government argued that if the military aid from the US ceased, their solution
would be a borrowing from the central bank.

As widely known, the US government's economic goal of aid was curbing the
inflation. In order to inflation that could be caused by an increase in currency issuance,
the US government suggested using the counterpart fund for defense expenditure.
Despite Korea's strong rejection of the suggestions, the option was accepted in the
end. Nearly half of the counterpart fund was spent on defense expenditure.

Using counterpart fund for curbing inflation was not just Korea's case. According to
the Marshall Plan, the UK, Norway, and other Wester European countries used most of
the counterpart fund for paying off public bond to stabilize the currency and finance.

As for the economic effects of the Marshall Plan, researchers noticed that the aid
stabilized prices and exchange rates, increasing reliability in the market. | think the
comparison of Korea's actual experience to the hypothetical situation in which there
hadn't been any foreign aid is a future research topic.
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Lastly, rent-seeking is one of the criticized point. The exchange rate for aid
allocation in the 1950s, which was lower than the market exchange rate, must have
created rent. But only limited items, such as raw cotton for cotton textile industry,
were allocated on the official exchange rate based on the scale of facilities.

Most aid funds were allocated through exchange rate biddings. There was little
chance of government discretion or corruption because funds were allocated to
companies that offered higher exchange rates.

Professor Hong Seok-chul at SNU and | conducted a joint study on this. And we
found out that the companies that won more bids than others actually submitted
higher exchange rates. Also, we need to study to find out if aid in the 1950s
exacerbated the corruption between the politics and economy and if rent-seeking
weakened the aid effectiveness.

Other than these, there will be more research topics. | hope that this 12-week
lecture series gave you more interest in the Korean economy and foreign aid and that

you have found a research topic of your own.

This is the end of Korean Economy and Foreign Aid. Thank you.
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