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The economic performance of South Korea and Taiwan since the middle of the
twentieth century has been extraordinary. Sustained rapid economic growth has
enabled millions of people to move out of poverty throughout both countries. In the
decades following the Second World War, including in the lead up to the ‘take off’ in
economic growth, both South Korea and Taiwan received substantial volumes of foreign
aid. In spite of this, aid receives surprisingly little credit for South Korea and Taiwan’s
achievements. In fact, a number of studies have concluded either that aid didn’t matter,
or that in fact it was detrimental to growth, and stifled the transition to better policies.
However, a comprehensive analysis of the relationship between aid and growth in the
two countries has been missing to date. This paper fills that gap. It concludes that
foreign aid played a fundamental role in post-war South Korea and Taiwan, providing
both countries with critical support until domestic policies and institutions were able to
generate self-sustaining growth, and, with mixed success, helping those domestic
policies and institutions to emerge. It argues that this finding has considerable
relevance for current aid debates, including around the role of aid in fragile states and
aid dependency.



