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April 20, 1955
Dear President Rhee:

Subject: Controlling Government Expenditures

It is my understanding that there are three limitations on the disbursement
of Korean Government funds:
1) Appropriations in the approved budget
2) Availabilitf of balances in funds derived £rom -
a. Government revenues

b. Proceeds from the sale of American aid goods (with Combined Econ-
omic Board approval)

¢c. Borrowings from banks, subject to ceilings imposed by the Nat:.onal :
Assembly ‘

3) The smount of printed currency physically available.
‘I‘hezfé is evidence that the use of the balan;ed-kaxd and no-printing devices
(2 end 5 above) is déing great harm. For exemple, although +the Ministry of
,“Iat’iéhe.l Defense has nc£ exceeded its .budget it is reputed to be an ‘avera.ge of
four months in arrears in paymg ‘the contre.ctors who have supplied :i.t with goods
and servri.ces. ;a.ny of thc ‘honest contractors he.ve been forced :.nto bankruptey.
They mst pay up to 15% a month to their creditors because bank loans have beon
: made tmamlable by tb.e Govemment-mposed credit ceihng. Henpe a delay of
: rfrom i“our t‘o a:.ghv menths ‘in r_eceiving the money the G'overnment;owes theﬁx spél:ls
finencial ruin. o | B |
Con‘trac‘tors are‘ now re.-.uctan; to do ’ousiness wiﬁh thexr Govemment and . . ‘
’i’ew, and somt:unes none » of‘ them respond to = request for ‘bids to :E‘u.rnish goods
'and services for the m1itary. The bids that ax-e race:.f:od are 60% %o 100% above
norml pr:v.ces ‘bc cambensate for ‘t.he rimc involvod. - It it the 'neéessity for
paymg 'these artn.f:.czally high pr:.cee n::hn more '!:han the effects of i.nflation
that have ma.de the. 'budget ine.c.equa‘be. ’ |
| It is un&ers‘tood that Korean le.w requ resv s;ttleixﬁeﬁt of ‘all‘ fiscal yoar
‘1955 debts to con‘tre.ctors by July 51._ If the volum of.’ past due Governmen‘h
bilis, which is alrea.dy very large s is perm:.tted to. grow untzl July 31 3t will
probably exceea Hyllo 000 ,000, 000 fca- the Defenqe Ministry alone. Pa.,ri:xg thaea
debts a.ll in the month of July would add over 5% to thc currency in circulation

&nd bave e severe {x.nflat:.onary mpact. I would_ be bette:, from ‘the standpoint
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before the total becomes larger, and follow the poiicy of always reeting
obligetions promptly as they are incurred. |

O‘t‘her examples of 111 effects from attempting to control inflation by
using the balanced-fund and 'no;printing devices are that February Army pay
was two to three weeks late (the soldiers were paid on time for March) and,
as of today, April 20, no funds have ‘bccn furnished the military forces for

April subsistence. This avoids being & calamity only because the Ministry

of Agriculture furnished rice withoﬁt payment and some units 'of the Militc.nr'

N

are able to earn Hwan by various unofficial methods.

In the Unitcd Statec there are only two effective limite.tions on Government

'disbursemnts. (1) a.pproprlat:.ons by Congress, and (2) instructions (callcd

'appo*tionmnts') issued by the Prcs:.dent to each Government agency tellmg it

how much indcbtca.neso it~ may incur in the next three-month period. Apportion-
ts. ars m&dc 'bhrough ‘the B‘udgct Bureau, which i.s a part of the Executive
Off:.cc of thc Prcs:.dcnt. ‘:ihcncvcr c‘ol:.gs.tions are incurred by Govemment

a.gcncics thcy are paid w:.th rce.sonablc promptness. As mos‘c of the U. 8.,

revenues ‘are recclvcd in the second nelf of the "iscal year, and thcre is ra.reLv :

a surplus 1n thc Tz-ea.sury, obh.gations are pe.:.d during pe.z-t of each yea.r by

nrﬁ.nti:ng money, & fact that is concealed from thc gcncv-al public by 'thc pretensc '

that the Govcrnmnt borrows from the banks by selling them bonds. Actually , -

most bonds are scld 4o the chcra.l Rcscrvo Ba.nlcs , and the Government pr.mts

moncry exd lcnds it to thcse Govemment—controlled banks sc tha:b thcy can lend

Cit bacl: to the chernmont.,.‘ Inflation and dcflation are p*evcnted by minta.ini_rg

publ:.c fa:x.th in the m‘hcgrz":.y of 'the Governmnt s.nd kcep:mg o reasonablc

'rcla.t:.cnship ‘ce'hw»en total outstanding cm'rency ‘and crcdit and the total goods ;

‘end scmccs amhable for pm-chasc. '

I* 5.3 rccomncndcd t’c.at the Koresn Govemmcnt cdopt a systcm similar 'bo

»‘cha‘t of the Um.ted States exccpt tha‘h it could vcry wcll d:.spcnsc with the

prctensc of selling bcnds to Govcmmcnt-contrcllcd bamm This would mea.n
thﬂ.t the chcmmcnt would nrevont too grca.t an ::.ncrcasc in currency in cireu~
lotion b;r ref*aim.ng f*om :m.currmg mdcb’hednecs :.nstca.d of by rcﬁzs:mg to

Py prcmp‘cly for the goods and serviccs i‘t has purchased. If you wish mc to’

'd.e.scusss with thc Bu.dgct Of":.ce the mche.nics of institut:.ng a control of

liabzli ies througb. appcrt:.onmen‘ts I shall be happy +0 dc so., I‘t. i@ bclicved

that such a- sys‘hc:n ccn.ld be pu‘t-. i.nto cf“’ect by an Executi.ve O*der end tha't the

concurrence of thc National A.sscmbly dis not requiz-cd.
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