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Abstract

A Study on the Historical Origins and Operation of
Developmental Public Finance: Was Korea a ‘low tax
state’ in the Park Chung-hee era?

Myeongsoo KIM'

This study examines the origins of the Korea's tax and fiscal system from the perspective of the historical
composition of developmental public finance. Escaping from the scheme of the theory of low tax state’,
which finds the origin of the ‘small tax (/welfare) state’ in a financial ‘choice” according to the cameralist
orientations, it explores the actual historical path through which institutional requirements for the
provision of development funds are prepared. In this regard, therefore, reviews how the fiscal mechanisms
that supported Korea's industrialization in the 1960s and 1970s emerged and operated, focusing on the
‘developmental public finance system’, an institutional organization that takes charge of the procurement
and the distribution of development funds. As a result of the analysis, developmental public finance was
established in the mid to late 1960s to meet fiscal demand due to the decrease in aid and increase tax
revenue to raise development funds, and this transition was not only due to domestic changes, but also to
the external path of transplanting American institutions. This established development finance consisted of
a complex fiscal mechanism that used all available means, including public and private savings,
development loans, and currency evaporation, which relied mainly on financial circuits for direct tax
mobilization and domestic and foreign borrowing, especially in the early days when private savings were
scarce. Accordingly, from the mid to late 1960s to the early 1970s, a tax increase policy focused on income
tax was exceptionally attempted, but this policy came to an end due to limitations in taxation technology
and social restrictions. As the demand for ‘tax modernization” raised in this way and the new financial
demand due to heavy and chemical industrialization coincide, a transition to create a financial circuit that
directly absorbs private savings takes place within the development public finance. It is true that Korea's
unique regressive tax (fiscal) system was born through this process, but the path of institutionalization does
not conform to the causal logic proposed by the theory of low tax state’. These findings highlight the
importance of developmental public finance, which has been neglected, while rejecting the view of
interpreting Korea's industrialization as a product of a specific type of state autonomy. At the same time, it
is argued that the origin of the Korean tax and fiscal system, which is often cited as a factor of financial
pressure hindering the development of the welfare state, is surprisingly short, and its structure is not as
solid as conventional view says.

Keywords: the rise of developmental public finance, criticism of the ‘low tax state’ theory, Korean-style tax
and fiscal system, dual origins, from ‘tax mobilization’ to ‘savings mobilization’
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