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Duck Woo Nam, Seung Yun Lee and Byong
Kuk Kim, Determinants of Money Supply and
the Scope of Monetary Policy: 1954-1964. Seoul,
Research Institute for Economics and Business,
Sogan College, 1968

In the past twenty years South Korea has gone

U_!

through a devastating war, changes in government,
sustained inflation, and in recent years increasing-
Indeed, South Korea

is becoming one of the cases of successful econom-

ly rapid real economic growth.
ic development. The erratic but persistent rise in
prices over the entire period has been an inevitable
consequence of a government attempting to do too
much by deficit spending and lending: postwar
economic development,

reconstruction, defense,

social welfare. These inflationary pressures were
heightened by mistakes in monetary policies, inade-
quate techniques of monetary control, an under-
developed financial system, and certain political
and administrative weaknesses.

This South Korean experience deserves much

closer attention than it has thus far received in
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Japan and elsewhere. A number of Korean scholars
are producing research on various aspects of the
country, .including economic policy, institutions,
Some of the results are beginning
The book by Profes-

sors Nam, Lee, and Kim being reviewed here is

and performance.

to appear in foreign languages.

representative of the research effort under way
and of the desire to share it with scholars outside
of Korea. For this we can all be appreciative and
thankful.

The purpose of this its  title

indicates, is to describe and analyze the factors

study, as

determining the level and growth of the money supply
in South Korea, to appraise the actual eflective-
ness of monetary policy and instruments of monetary
control, and to derive policy conclusions and propos-
als. On the whole it achieves these objectives well;
it is a competent and useful scholarly study. The
book is well organized and clearly written. The
brief summary of findings at the end of each
chapter is an excellent feature.

The authors take the objective of moneatry
policy to be to stimulate rapid economic growth
consonant with the maintenance of reasonable price
stability.
was the actual growth of money supply (269, annual

Their analysis begins by asking what

rate in narrow and 309, in broad definition) and,
more daringly, what should have been the optimum
growth of the money supply. Empirical estimation of
the optimum growth rate of money is extremely
difficult,
rough estimates at times are better than nothing.

as the authors well realize; yet even
It is assumed that a 5 percent annual rate of price
increase (measured by the GNP implicit deflator)
would have yielded the optimum rate of real invest-
ment and growth, and the effect on velocity of the
rate of inflation is estimated by regression analy-
sis. The then
apparently without taking into explicit account
the effects
interest rate structure, or of what the growth rate

quantity theory is applied,

either of possible changes in the

of real output would have been. The conclusion is
that the actual money supply increased between 1954
—1964 about 80 percent more than its “safe’ growth.



