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NON-CAPITAL PROJECT PAPiR (PROP)

Country: Republic of Korea Project No.: 489-11-T20-587

Submission Date: Original: X  Revision No.

Project Title: Lkcuncuic Planning
U.S. Ubligation Span: FY 1963 through FY 1971
Physical Implementation Span: FY 1963 through FY 1974
Gross life-of-project financial requiremcnts:

U.5. Dollars $ 2,368,000

Local Currency F89,290 i
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A. Summary Degeription

The Republic of Koreu's (RUK) conmtinued cconumic development
depends greatly upon the nation's continueu success in adopting souna
economic policies. So far, the Hepublic of Korea Government (RUKG)
has achieved significant pro;ress in implementing such successful
economlc policies and procedures, resulting in « rapid rate of' econocad.c
growth &k (15.5% 1n 1969). However, aespite recent success, there
are still many problems, particularly regaruin: mohetary policy, price
stabilization, international trude and balunce of payments perforgaunce.
In addition, Horea needa further policy puldance on the {crmulation
of the impertunt Yhird Five-Year Plan (1Y72-1970¢).

according 1y, under this contimung progect, USALY pluns to assist
the RUKG in achieving improveucnts in the rollowdng policy areus:

) price stabilizaticn;

L) narrowing of the countryts trade gup;

¢) increased domestic savimgs;

d) effective munag ement of foreipn debt;

@) raticnalization or the fureign exchange rate; and

) formilation of a4 well-conceiveu, realistic Third Five-Yeur Plan,

‘i'o meet thuse objectives, it 1ls propcsed thuat the U.S. continue to
findnce under this progject udirect-hire ana contract advisory services, camm.tics,
S ay:  participant Uradning . A summury of the overdll rfinancing
requi“eu for this project is uttached hereto.
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PROP DATE:
PROJECT NO: 489-11-720-387
Pollar Fupdine ($00C)
Contract Comm~ Other
Yoar K  Direct Hire PASA Services Participants oditics Costs Total
Prior thru 191 36 1,000 391 33 12 1,793
FY 1969
FY 1970 109 - -~ s vy - 32
FY 1471 9 - Y JTNY - - 251
Total: 390 36 1,020 i3 L% U2 2,368
Local Currency Funginy: ()§000)
Joar
Frior thru
1969 39,875
19% 29,415
971 20,000 est.
Total: 89,290
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B. Setting/invirqmment

Following the Aorean War, the Republie of Korea's (ROK) econcmy was
beset with many scrious problems, including a shortage oif domestic savings
and foreign investment, ineffective planning, high inrlation, minimal exports,
ang & low per cupita income and stardard of living. Iy the early 1960'a,

4 naw Republic of Korea Covernuent (BUKG) sought to reverse the prevailing
trend and to brdng, aboul rapid econamie growth. To achieve this goal the
FOKG Instituted & wide range of ausierity measures and impresed policies to
enabla Korea Lo achieve a higher rate of economic growth. 1n response to &
ROKG prequest; the U.S. provided policy guidance umier the lconomic Planning
Project which began in iY 1964, Graduslly, because of Korea's determination
and instiative, supporied in part by U.S5. assistance, the Koreen economy
began Lo respond ond grow rapidly. Over the period of 1963-1969, roal Gross
Bational Froduct {GIP) grow ut an average winuul rute of 10.8% percent.

While the eccnomy has achieved notable growth, numerocus policy problems
may sericusly impede continued prowth. The Lwo principal problems which
hammper surthor pregress toward cecnond.e seaf-sufficieney are the growth of
demestic aavings and the growdng irade gap. Inflation is the principal
obstacle to the growih of demestic suvings. Although good prosross has been
malde over ibe ldst Dou yoars, noso rocent acticas by the RUAG have raised
the epoctre ol 4 renewed vout with hyperinflation. The moncy supply and
domeatic orodif were greatly oxpandsed in the second half of 1969, in comnection
wAth a politicod relerendum, mooig threatening the RUKGSs atabilization
wd devolopmant, progrdns .

Hafare Gereas car achleve o eigmificant meaaure of ccunomic independer :e,
it most bring Llis Lrede gap wader control. The trade pup grew from $240
million in 1965 to about $ 1 billion in 1969. This situation raflects a
set of inadoejuate policies on inducing foreign debt, the foreign exchange
rate, impcrt eontrol and export promotion. 1t alse indicates a growing
distorticn in coat/price relaticnships botween damestic urd foreign costs
and prices which is damaging to the cconomy. Probably the meet critical
problem 1o lha cquestion of the ror2ign exchance rate which is not permitted
to flvctuate rreely. instead, the exchange rate is pugred &t a lower level
in an attempt to control influation, an overvaluation wiiich encourages
irporta and discourages oxporta.

Thesw policies have led to a debt problem which might, if nct edequately
dealt wilth, lead to an lnternatjonal crisis ot confldence in Yureais
future. The BOK's foreign debi is now over $2.5 billion and the amount: of
debt due for payment in future years is rising markediy(., 315 milliou in 1970).

# gn a contracted basis
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Such repayments can not be sustained unless foreign lenders remain conviaced
of Korea’s credit worthiness and are prepared to continue to advance new credit.

As the Korean economy grows over the next few years; it should be possible |
for the ROK to assume a greater respunsibility for its own defense and to , |
devote a larger share of its own income for that purpose. This possibility will
become more significant as the U.S. continues to reduce its financial assistance
to the ROK defense establishment thereby placing a new burden on Korea's
systen and domestic capitel markets. Therafore, the HOKG needs to plan now
ISP This eventualily,and develop new sources of domestic financing in support
of Korea's defense needs.

A complicating factor involved in Koreafs efforts to reach economic
sell-gufficiency is the role of the RUKG in the normal operations of the
eccnomy. There is recent evidence to svggest that Uhe Government®s intervention
in the economy is substantial. 7This intervention is not confined to questions
of eccnomiec yolicy, but inwvolves detailed allocation of credit and the
management of individual business firms. The last ycar has 7een less reliance
oti the market forces of a liberal economy and increased max recourse to direct
Government contrels. 1If continued, thie would decrecse the degree of freedom
of economic opportunity and place private individuals in greater need of
asecking ROKG or political sanction for their sconomic ventures and activities.

On the distributicn side of naticnal inccme, the continuing, and perhaps
worgening, gap between the rural end urban areas is a4 sowres of growing
concern to the ROKG, The income difference between the two sectors is
moinly due to the accelerated growth of the industrial sector which was planned
andoachieved during the Second Five Yeux Plan, The dieparity has now been
recognized by the EOXG und attempts are being made to reduce the gap through
"social development® plans. Greater equality cun be achieved through
different income distribution patterns or by actions of the ROKG to increase
educaticnal opportunities, to provide better health sewvices, and to improve
the lovel of wrban housing. The U.S. is also interested in such programs.

In light of the above conditions; the ROK desires further U.S5. assistance
and advice on current policy lssues including monatury policy and price
stabilization, international trade and balance of paymenta, This advisory
agssistance 1s necessary to help counter recent disturbing trends and to
maintain sound econamic growth.

In addition, Korea needs help in formmlating long-range plsns and
policiea. The formal framework for ccordinating the ROKG eccnomic policies
is a system of Five-Year Plans and the associated series of annual Cverall
Resouries Budgets. Ineeach Five Year Plan the ROKG sels medium~term geals
and policy guidelines and directions. Sometime during the first half of cadh
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year, the annual Overall Resources Budget makes recommendations to the various
government agencies on policies and budget expenditures which should be made
during the fext budget year in order to achieve the Five-Year Plan targets.
The ROKG hos formally requested that the U.S. provide technical assistance

in the formulaticn of the Third Five Year Plan (1972-76), similar to that
provided for the Second Five Year Plan {1967-T1),

Uontinued success in the realization cf the ROKG econamic goals in &
perind of rapid growth and structural change requires an ever increasing
rivmber of highly trained Korecan eccnomists. Over the past six yeara,
approxlmately 50 Korsans have recelved training as professicnal econcmists
under this project. Many cf these U.S. trained economists are now playing an
important role in ths development process in key pogsltions with the Econowmic
Planning Poard, Bank of Kores, Ministry of Finance, and other Government
winistyies and agencies. further training is needed to solidlfy past gains and
help ugsurae further economic development.

2. Stratepy

The U.5, strategy involved in thias project is to support the KUKG goal
of continued eccncmic growth and the achievement of econcwric self-sutficiency.
The U.S. plans to help the ROX attoin dits poal by providing policy advice on
long-~range economic plaming as woll as on current policy issues. In this
regard, it is olesr that Korea ig ot one of the mest lmportant policy junctures
in her modarn economie history. The choice is either (1) stabilize the
gconomy now through poliey mnecsures sizdlar to those employed by West Germany
in 1948 cr Japan in 1949 and usher in & long period of high prosperity with
stability and growing international confidence in the HOK, or (2) take pavtial
measures, politically easier to achieve, and tring on a pericd cf mediocre
aconormi.c prograss, unsven in naturs ond ot a rate of progress considerably
less than the naticn could achieve. The U.S. believes that it is in the
best Anterests of the UK and within its ability to take the former ccurse,
and U.5. policy advisors vherefors are attempting to sncourage sction in
that direction.

While advising cn overall poelicy matters, U.S. technlcians are also
racommaliiing policy measures which sve designed to counter some rccent
disturbing trends and ©o rastore appropriate internal/axbernal, price/cost
relaticuships in Horea. Some oif the apecific iesues currently encountered
involve a controlled foreipn axchange rate, insufficicnt reliance on market
forces in favor of govermment decisiong reparding allocation of regources,
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an inadequate level of dcmestic savings, excessive domestic credit expansion,
and a threatensd spiraling infliustion.

While this technical assistunce project places emphesis on the econcmic
problems generated by the econcumic successes of recent years, it is not
intended to imply that the underlying high-priority requirement. of sound and
rapid growth of such key econcmic variables as national cutput and exports
is to be ignored. The pattern of eccnomic policies and practices which have
led to the achievements of the last few years need regular reassessment and
revision., The incentives, for example, which were effective during the last
Tive years may not be the beat types for the next five yecars. Therefore,
the ancillary problems of economic progress should not divert hhe attention
of eccnomic planners from the primury desire oi the both the U:S. and RCK
Governments that self-sustaining, real econcmic growth emerge from the
efforts of all concerned. Preoccupation with these important but ancillary
problems could obscure ma e fundamental problems within the structure of the
economy. KFor these reasons this project envisiona a continuing review and
agsessment of structural characteristicas in order to assist the RUKG in
bullding an economy which has long-run viability with eubstantially reduced
Uo.5. seoncrde end militory add.

The U.5. uses & variety of meuns to help the RCKG in improving its
policies and in achieving the goul of continued economic growth and self-
sufficicency. In addition to advice cn the Five Yoar Fluns and current
economi.c matters, these inetrumenie include grants for commodities,
technical assistince, a foreign investment promotion progrem, a technical
training progran, and soft loans for commodities, capital projects, and
technical assistance. Commedity import programs are used to heln smck
solve immediate problems of commodily scarcity. Technical grance in
planning, caplial projects, and investmeut premotion ars us (or medium-
term econcmlc growth., Technical training is used for increasing 'he long-run
supply of management amxl policy-muking skills. Cther technicul assistance
projects, including Rural Policy Planning and Levelopment and [ndustrial
Development,, concern specific arezs also related to thic particular project.

The Intcrnational Monetary Mund, the Internationsl Banlc for feconstruction

and Development,, the Asiun Pevelopment Runl, and the Inlied Naticns Ageucies
(FAO, WHO, ILO and UNDP) all provide short-term eni/ 1 speciazlized policy
advice to the ROKG. The UNLP also provides long-t«vir sdviscrs in regional
physical plamning. AID has proviaed a broad range ol long-term ccordinated
policy advice.

UNCLASSIFIED
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D. Planned Targets, Results and Output

This prcject ir designed to improve RUKG policies relating to current
eccnomic matters and to help formulute the Third Five-Year Plan. To achieve
the objectivzs of tais project, the following targets ure proposeds

1) lonetary Policy and Prico Stubilization - Heasonable price stability
is necessury to permit more of the pecple to share in the improved standards
of living and generul econcwic welfare resulting from econamic growth.
Inflation tends to cut dewn on the real savings of the public and consequently
deters channeling of surplus resources intu savings which arc cosential
for estublishing &« broad base for fuiire growth. Honetury pclicy is of
plvotal importance in this regard.

a) Price Stabilizaticn - For the price st:ebilicaticn progrum,
UeS. adviscors 1dll iusoiot the HUKG 1n cstablishing policies
to 1imit the wnnual increase in the Censumer Price index to
465, (by the ond oi FY 1970),

b) Domestic Suvinss -~ For the damestic savin s prog ram, the
objective ia to rilse the ratlo od domestic savings to GNP
to 204 (by end ot FY 1470). It is eatinate. that the
ineremental-capital-cabpul-ratio is about 2.0 (2:1), indicating
that the above acvings rute coula finance o 10y ¢naual real GNP
srowth rate.

¢) A final objective iy (o reduce the ROKL's proponderant role
in thoe allocel.on of Creuit &nad Danagenent of busingss.

2) International Trude ond Bulenes of Paypents ~ Due to the resture of
an open: econony like Korea's, poilcievs related to intermaticusl trode and
the bhaloace of payments ure critlcully duportant. UfF jrmediale concern are
ROKG policies regarding internat.olsi bradis onod the dirficultia expected
t¢c be enccuntered in connection with repsyment of shori--term Jonans and
servicing of long-term obligations. Ipecial attemvici rsst bo (lven to the
use of the exchange rate acchnism -5 o corrsctive neviece ratler than direct
governmeni, controls of any ascrt. | iveipn exchange raacegcment ot @lso be
improved greatly.

2} The first objective is to assist Lhe UL *o inmsiitate an
exchange rate and tvale policy which will »ncoura: e :aports,
discourage imports, na raticn foreign uzbt take--cu. The
turget is tc assish tiiw LWUKG to adupr 2 nolicy using whe

URCLASSUFLED
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tollowing measures: (1) an exemption of tuariffs for

exporters; (2) a subsidy to exporters that will equal (but

not exceed) the protection Lo the domestic merket offered

by the tariff system; (3) an intercst-equalization tax on

foreign louns; (4) a fixed exchange rate which is devalued

periodically as neceasary to correct unhealthy overvaluation

caused by domestic inrlution; and (5) a loan fund, perhape with
preferential interest rates, that the ROKG can use to case the repuyment
problems cdused to foreign debt holders by such devaluaticns

(oy ¥Y 1971).

b) The seccnd tarpet ie to urge the RUKG to make avuilable on a
timely basls to ull concernea governtients und international
institutions complete cnd detulled repurts eovering such areas
us: (1) ull roreign debt outstanding; (2) projections or debt
repayment obligations; (3) pro.ecticins of sources o1 funds
for repayment; ana (4) o descripticn or RUKG proprams designed
tc correct any shortlall of repayment funds under repayment
obligaticns (by FY 1971}.

3) Capitul ond Money Murkets - A sounu capital and woney market
gystem 1s cng of the cumerstones ol a self-sustuaining economy.
Accordingly,this projcect will be curciully eoorduinutod with
the speciric targets ancluaed in the existing lmproveud aumihistraticn

Development Progect to encouraga o more iMupaM&ng system,
€0 make domestic funds Lore cowpelitive with roreign furds, and Lo
allocuate more investisent to a rapldly (rowing privats entergrise
sactor (by end of rY 1971).

4) Financing oi Defense - ‘The target is for the KUEG Lo fermulate
a plan by whieh the HUKG cun domestically finance Koroca's defense
efforts during the 1970's. a tentative plan Bhould be ccmpleted
by the end oi FY 1971.

5) Stutistical Services. The bureau of Statistics (dUS) ol the
Economlc Plamning Board (EPB) has acquired a4 computer for
its many data collection programs which include: the ccnsus
oi small and medium industry, niring and manufacturing, comoorce,
construction, population, housing, and agriculture, surveys of
naticnal incolhe, national wealth, and family living; irgport and
expert statistica; and lecal ¢overnment statistical undertakings.
The turget for this project is to set up a sound and efficient
data collectierand data handling system for grecter elriciency
in compiling, 4analyzing, and making availublic impertant statistical
information related Lo the nation's oconony (iankibolfifube
{in FY 1971).

UNCLASHI FidD
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6) The Third Five-Ysar Plug - The major reasons for developing & hew

plan are: a) to establish desirable, well thought-cut, achievable
economic gouls; b) to chocse the best methods ami policies

(eccnour e, political, adwinistrative, social, and technological)

for achieving these poals; axl ¢) to estublish measurable implementation
targets in order to judgemm and evaluate achievement.

As a result of joint efforts by the RUKG ana USill, the Korean
sconcmy is expected to achieve most of the nuijor Second Five~Year
Plan gcals at least u year earlier than a.nticip.st,ed. The paratory
work for the formulation of the Third Five-Ycur Plan (TFYP) has
alreasdy begun and will, as in previous insturnces, eophasize
selection of a sound development stratefy :Juxi conplementary ROKG
policies.

The pwoposed schedule tor drawing up the various parts of the
1FPP are as fcllows:

a) Lops~term projectiong (1%69 - 1989): the scule or the economy
and income level, inaastrial structure, tulancemg of puayments,
and populaticn und umployment {ty ena or Y 1970);

b) Aggrepate (HMicro) Flonmipy, (1909 - L970): forecasts of
preducticn by industry, domestic and foreifn suvings,
investment detwnd, and b. .ance of vayments (by ena of ¥Y 1970);

c) Forecasts for Demany ui Major Commodities und Scctora:
agricultural products, major manufactured products, electricity,
energy, transporlution, slorage,commnicuation, industrial
water, and emplojuent (by end of FY 1970G);

d) Sectoral Progrom (Micro): domcstic government and private
savings by soctor and export and import Corecusts (s Y 1971);
in

e) Invea Progrim: review and selection of proposcd
projects, repicnal davelopment plans, und previnelel and
rural electnfiCatJ on proposals (b,y; ¥Y 1971);

£) egonglgatlgg A(iju,tm@nt of rate Plan Formmuapion
Efforta: adjustments botween o vgregate Flan and Sectoral

Programe (ky FY 1Y71); and
+n
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(vy FY 1971).

It is turgeted that the Plan will be complsted by the ond of FY 1971.

L. Course of Action

Under this proposal AIU will contimue to finance U.S. direct-hire
and contract technical services, alsk conmditle%a'himpmt training
throughout the remaining life of the project. These activities will be
coordinuted with AlL%s Levelopment and Propram Lozns, the PL 480 credit
sales, other AID technical ussistuance projects, as well a8 related efforte
by the U.l., IMF¥ and other donors. 7The RUKG will also continue to make
cumparable contributions.

U3ALD proposes to provide up to rour full-time, direct-hire advisors as
well as numerous short-term and contract speciuliasts to advise the ROKG
on improved economic policles relatcd to current issues and to the formulation
of the Third Five-Year Plan. In addition, there will be 29 participants
in FY 1970 ard 16 in FY 1971 in fields affecting econcmic policy and
planning. This project wili alsc finunce the purchase of textbooks,
profesesional journals, reference works and other library muterials for use
by the ROK officials ufho are helping to formulate ana irgplement the Third
Five Yeur Plun.

Some o1 the specific ccurses of action vroposeu urcier this project
argas follows: X

1) Monetary Policy and Price Stabdligation - Through the services of
a fiscul ~ monetary econcmist and cantract specialista:

4) assist the Ministry of Finance (MUF), Bank of Korea (BUK) and
Economic Planning Board (EPB) in preparing <na implementing an
appropriate stabilization program. This activaily should

include the preparaticn of a report on the appropriate levels of the
noney supply and/or reserve base which would heip slow inflation

to target levels;

b) develop a RCEG program to provide incentives tc tho private
sector to increase private dcmestic savings;

¢) urge the ROKG to munimize its role in the allocation of credit
and management of industries; amd

UNCLASSITFLED
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d) help formlate quantitative estimates of the effect on
the generel price level of minor and major changes in the
exchangs rate and the rice price.

2) Ipternstional Trade and Bajance of Paymogts ~

3.

a) A drect-hirs internaticnal trads econamist will compile
data on the ROK!s foreign debt outstanding as of the end of
CY 1969, projections for the next ten years cf debt repayment
obligations, and projections for the next ten ycare of sources
of furnds for repayments;

b) from the data coopiled under (u}, E&KK USAID advisors will
help formulate various programs designed to enable EPB, MOF,
and the Korean kxchange Bank (KXB) to menage its foreign
debt more effectively so that repayment obligaticrs cun be
met and the nation’s continued economic growth cnh2hiced;

c) assist the ROKG in revising its tariff system and subsidy
program for exporters in order tc keep imports at munegeable
levels and to increass exports;

d) advise the ROXG on the inier-relationship of the proposed
interest equalization tax und forelgn loams, and further assist
the ROKG with the passage and implementation of the interest-
equalization tax; and

e) hslp the ROKG study the effects of devaluation, understand itc
importance, and devise u eystem to ease the impact of these
necessarygx devaluations,.

Capit Mar

This important area will be asslsted by two cther technical
assistance projects, the existing Improved Administration of
Banking and Credit project; due to terminate at thue end of
FY 1970, and the proposed Privite Emterprisc Development Project,
due to start in FY 1971. Thus, the only courae of actich
required in the Bccnomic Plamming Project will be to help
coordinate these activities wvithin the overail (ramework of the
U.S. - ROKG stabllization development programs.

UNCLASSIFLish
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4) Fipancipg of Dofense

5)

6)

USAID will provide limited advisory services to assist the
ROKG in finding alternative gsources of financing once all US
military budgetary support hLas terminated (scheduled for CY 1970).
The Mission will advise the RUKG on the best means of effecting
this change with & minimum of disruption to Korea's development.

atlast Service

USAID contract advisor(s) will continue to assist the ROKG,
in particular the liconomic Planning Boardis Bureau of Statistics
(BUS), to establish a new coamputer-bused dava handling system.
USALD advisors and ROKG officials will also, where possible,
utilize the computer facilities available at the AlD-financed
Korean Institute of Sclence and Technology (KLST) in Seoul.

The Third Five-Year Plan (TFYP)

USalb%s agsistancs 4o the HOKG in the formulation of the
TFIP will consist of adviscry services by the direct-hire staff
and 4 larger consultant group, whose members will arrive in Korea
at -various times durang the remaining lifs of this project.
The latter group will be caomposed of development economiats,
financial advisors, an agricultural developuent export, an
industrial aevelopment specialist, an internationul trade econcxist,
a manpower plamning expert, and other planning speciulists.

The abuve advisors will ussist the hOKZ, primarily EPB, to
plan Korea's overall development during the next five Year Plan.
Thiir task will be to aagsist the RUKG in the formulatiou of the
plan, to help make individual ar scctoral gouls consistynt with
the objectives of the entire plan, to identify pctential
obstucles to the succesaful irplementation of tha TFIP, snd to
help devise quantitative or other appropriute policies tc hamile
such problems,

In addition to the above dvtles, USAlD direct-hire adviscrs,
as well as same contract- specialists, will assist in fulfilling
normal U.3. Mission econamic:reporting requircmenmts because
the Hmbassy sconomic Section and USATD's ZEconomic Plunring
Section have been merged into pne unit,
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10, CONDITIONS OF APPROV AL OF PROJECT

(Use coartinuation sheei if racoscory)

' Approved in substanco for the life of the project as described in tho PROP, subject to the conditions cited in Block 10 cbov., cof i weails

ability of fuads. Dctailed planning with cooperating country and drafting of implementation documeats is cutherized.
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This cuthorizolion is contingent upon timely completian of the self-hclp and other conditions listed in the PROP or aticch=<

This wutharization will Lo reviewed at such time as the objectives, scope and nature of the project and/cr the magnitiees ani o
any inputs or outputs doviate so significantly from the project as originally authorized os ta werront submission of g acw uriey
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