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NONCAPITAL PROJECT PAPER (FROP)

Countrys Kores Project No.: 480+-15-230-60G
subnispion Dates Original: _X_ = Revision No.__
Project Title: Industrial Development

U,5. Obligation span: FY 1664 ihrough FY 1971

Physical Iuplementation Span: FY 1964 through FY 1072
Gross life-of-project financial recuirsments:

U.8, Dollars $3,015,000

Cooperating Country Cash Contribution ¥41,729,000

UNCLASSEFIED

| SE e T B 5 e AN b BRGSO, h e L e



http:Coopera,til'.lJ

i
i
i

~
o

1238
SEOUL  TOAID A~ UNCLASSIFIED 3

(=
-
kv .h.._.,uz'ﬁ.&

A. Supmery Degcription

Korea’s contggfd econonic growth dopends greatly upon the nation's
turthor success in fostering Iuduatrinl developrent, Sc far, Koreala
private and public sectors have ‘made ¢ cmat sirides in this area, and
have built a £imm foundation for additionsl industriel growth and
economic progress. However, problens still exist, especially concerning
industrial management, mavketing, export promotion, gnd quality control.

The U.3. has been aseisting Norea ia its efforts to develop more
Lully the important induetrial sector of the economy by the provision
of wvarious cepital loans and technlcal a.s..iatama ¢ projecta, Under this
particular project AlD has nuppned tecluuenl auvige, trutning and CO%mi=
modi ties. to help the nation in its industrial :igﬁ:ramment prograu, 5o
far, much of this assistance bas been supplied in the fom ot advice to
the Republic of Korea Govarnment (ROEG) regaxsding ite Andustrigl policies.
More _recently, however, most of the assistence p{ny;ged under this project
has been dirocted towards the prtvnte sector to help small and mediun
1nd|mtries to increase production ¢ and product:lvs.tyo By working with
privately oriented businees organtzation such as the Koreon Productivity [{Pec
Canter {(KPC), the U.8. seeks to help institut ionalige and make more viable S
the modern businesa _practices already introduced and iboge to be introduced

during the remaining life o?f the px'ajeo
The abjectives of thls project contimmie to ba:

a) to !‘e).p the BOKG establish ap propriata policies to
further Indistrial developments

b) %o help xoater the growth of euall and uediun privnto
industries by working closely with KPC and other private
groups;

c) to introduce modern methods of business management and
industrial operations; and

d) to help set up the techniques end create the precondi-
tions necensm .-‘.or the :merovmnt of the qual:lty of
Korean gooda 80 as to make them more competitive with
foreign goods end thersby help promote exporis,

URCLASSLFLIRD
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To mmet these project objoctives, it is proposed that the U.S8.
contimie to finance under this project dircet-hire and contract
advisory services as well as participant training., A summary of the
cverall financing foxr this project is atteched hereto,

UNCLASBSIFIED
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HON-CAPITAL PROJECT FUNDING (Obligations in $000)

PROF Date:
Project Title: Induatrial tevelopnment
' Original: X
Revision:

Projecet No.: 480-15-23G~606

Techniclans
Fiacal Years pircct-lilre Contract Compdities Parviicipents Total

Prior thru
FY 1069 760 1,003 218 409 2,508
Operational
FY 1070 35 133 - 52 270
Ludget
FY 1871 40 40 - 87 147
TOTAL s 864 1,315 218 818 3,015
LOCAL CURRENCY FUNDIHG
{# C0O)
Year Amonuxnt
Prior thru C¥ 1969 H20,862
CY 1e70 11,9067
CY 171 5,800

741,729
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B. Setting/Eovironment

Industrial development in the Republic of Korea (ROK) is-a-rxelatively
recent phenoncnon. During the lcag years of Jepancse occupation (1908-
1046), the southern part of Korea had very fow industries, with only a few
wedivm-sined plants in operation, Management positions wore staffed by the
Japansse, and linited Af any significant opportunitics existed for Koreans
to pain industrial managoment experience. Even after World War II, when
Korean buginessimen began to f£ill the vecuun created by the Japanese cxodus,
there vas only a slow growth in industry and 3ittle awarences of the need
for sound industrial manpgenment methods., Korean industry's primary necd
at that tioe was simply to produce more gocds for a product-starved domestic
narket, and not to bo greatly concerncd sbout the quality of industrial
production or about tho effects of coupetition withiu the Korcan economy
or with foreipgn goods.

oy e i S

As part of the nation’s later ccononic developnent effortsa, the ROKG
bag identified the singular importance of increased industrial growth,
lowever, with the advont of rapid industrislization in the early 1060°s,
vhe RORG and private busincssmen bogen to realize that Korean industry
wvas faced with a nmmber of gerious handicape, not the least of which is

) thi dack of techaical and nopagerdsl. skills, %herv is a tendency among

many observors, doemestic and foreign, to belleve that in view of the
vhysicel cvidenco of indugtrial progress - new plantes, new office buildings,
cte, = and beeguse industrial production and exports heve sharply risen,
Horean indusitry has golved the doeply ingralned problems that have hampered
its dovelopment for the last twenty yearsz, Hith the exception of a few
cutstanding companies, however, modern maunagenent methods are still unknown
Jo Korcan inductry. The result ic a random production of relatively low
r\.nl".ts, 5 htghmcout produets vhich do not adeguntoly meet the growing de-
noywls of a maturing domestic market and which retard Eorean efforts to
participate in the repidly expending intcrpational Asian market,

Within the context of Korea's development programg it has becoume
ancreasingly cvident that a prereguinite for the nation’s contimued
industrial developuent and economic progross ig an_incregse in the prac—
tical operating and managencnt skills and the bnsic tools of day-to-day
opcrations, without which no monufacturing unit can hope to survive in a
conpetitive cconony. These capabllitics are inceparably identified with
any cffort to develop Korea's overall cconomy, %o spur the grawth of the pw‘trwa
small and medium private industries, and
tance of Korcan-mgde products. This last consideration,is becoming more

UNCLABSIFLED
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important because Korea vitally needs to increage itc exports and reduce
the flow of imports, but, in so0 doing, can no longer count on the relative

advantagoe afforded by cheap labor in making Korean gocds momoadckemdchox
less expensive and thus wore attractive,

In recent years the Korean Govermnent has made great efforts in
sponsoring incressed industrinl dovelopment, Unfortunately, while its
intent has been good, the ROKG &asistance to indugtry often takes the
forn of over-zcalous controls and nore government-owned and operated

industries, Because cap unﬁ%wm ability are scarce, H

ggiqrviaigp. This large aovcznmnn* Yolc has iod 10 on excessive ROKG
influence in the industrial sector, beyond that normally required in a
developing economy, and has to & certaln extent, actually stiflied the

growth of the importent privetc aegment of industry,

Korca’s maall and pedium indugtry also necds help te adopt up-to- |t
~_datemapagenent practiqgg. ilont of Roreen industry does not need for- o
tolized tine-and-potion studies or the more sophisticated nanagoment /
tools, such as operations renearch, statistical cuality control, etc, <
ltany, howevey, could use technicuesn such as operational enalyses, cost va’liD
control; wore efficient paterials handling, quality control, menagobent
training, plant euginecering, purchasing, product developnent, and custoner
scrviee, which are fundanentgl to the davelopment of competive industries,
In addition, tegchniciens are needed in the field of ceramies, stoel meking,
nachine shop cperations, foundry methods, metal fabrication,
LLu”lCﬂl processing, vire drawving and a host of other technolopgles. In
short, Korean industry requires basic technological and wansgement lnow-
hov, rather than sophinticated techniquen, i

in view of the above-described need and cnviromment, this AID project
wao initiated in Fiscal Year 1064 in response to a ROKG request to assist
Korea's industrial sector, This continuing Industrial Development Project
was sut up to hely develop a healthy industrial ceconomy in Kores, and
thercby help increase the country's exports, In paat yeavs, this U.S.
essistance to industry channeled sgpecialized indusirial or technical know-
ledge offcetively to the ROKG and to Kercan industiy, and helped to remove
sone of the barriers to efficient opernting methods, such as static manage-
ment, poor workmanship, and non-utilized capacity. In addition to the
above, some of the particular fields receiving assigstance under this project

have included the following: a) a quality control ggg;neex_hii:fffifé;sely
worked

UNCLASSIFLED
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with tha National Industrial Rogearch Institute (NIRI) to up-grade its

v e

porfornance and testing procodures,to espocially as relatsd to export
goods; b) a sopll industry adyisor has helyped expand smployment and
markets by doveloping angors silk products; ¢) a four nen marketing
team fron the Intornational Marketing Institute (IH!) ‘bas helped iuprove
the ROXG and the private scctor's capabilities in agr!,cnltural industrial,
and export marketing; and d) ecquipment and technical sssistance have been
provided to the Provineial Laboratories at ng thenm
uodexn and efficient facilities for more pmficient quality control work,

Under this project U.S, dirvect hire and contract techniciansz have
alaso responded to industry roquests for gusistance by visiting plants 4n
Seoul and im provincial areas along with Forca Productivity Centor (XPC)
consultants and engineers to provide advice and guideace to industry
nanagement in solving ite operating problemg in the fields of marketing
nonagement, cost _controi and imiustrlal enginecring, The results of this

as ;uct of tho project are cvident in the fact thaL&P_Q_\P_‘_ pﬂ a more higmy \C’ Pe

preneurs, It is developing into g self-sustaining, Ixnancia.lly 1nd0pendent
corganigation with 72 percent of itz incone in 1968, over 3380 000, being
deyived £ron gpuppiying a range of technical services to ,rivate industry.
Horean industrialists are recognizing that XKPC can assist them in improve
ing their operations and have demonstratcd that they arve willing to pay

for these services, These gervices include, in gddition to management

and operations congsultation, the sale of techuical publications, ccndg_g!;in{;
seninors, training, end resoarch. o 7

Jith USAID acsiptance KPC ig now reorpganizing its manageient consultant
activitices into four specialized divisions of perscnnel and industrial manage-
nong,; nanggerinl ascecounting and coct conirol, industrial engineering, and
marketing in order to atrengthon its cfforte in these eress and 30 implement
its expanding prograi, Kt has recently increased its steff to approximately
_ 110 professionals, 85’ in Seoul and about five in eech provinelal office,
Decause of the proven success of KPC'es work smd its effective working
rolationghlp with ULAID technicigns, the RUEG and KPC hgve asked for con-
tinuing AlL technical aselstance to HPC in these areas.

e

UNCLASSIFI ED
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Another facot of this rrojeet has Leen the AID-KPC gponsorod
rarticipant training progirun which iavolves sending to the U.S. highly
sclective toans of top manamenent people from industry, universities,
banka and govermaent. This activity enablee lcaders of EKorcan bugiacss
and induatry to wituesa and discuss U.:. businees methods and operations
with their U.3. countarparts, These infact tewns have returned from their
rbservation tours in the V.4, with fresh persiectives and ideas regerding
induntrial develeopnent and inproved nabagencat practicen in business in
Korcs, This projeet has slso fiuenccd ihe provislonr of hool.o; businecs
Journsly, and imduatrisi publicationu for the KibC library.

while it do difficull o sbow preciscly the overall) gcononic rensults
£o Fer of cuch o bread technical asulstanze [eagran, one can galn cone Adca
of the project's iupoaet fyon the rcononie statistics which indicate the
re; id growth in industrizl production, Thore ig no doubt that inproved
industrial mansgencnt tocbniques, direstly veeulting fron end stinulated
by thig project, have played o significent role in ougoenting the steady
anpual industeial oroduction prowth outiined in the followdng econouie
stutlatizs:

Total Inductzinl Marufacturing Grude Steel
Cademiqr Production Growth Production Baports
Year Grovth Indey.  Index 1,000 M7 ($1 Miilion)
1666 15:G,0 109.0 184.5 175.1
1268 132,35 124.4 224,3 250.4
1667 168,.7 161,38 201,12 320.2
1868 202.5 217.0 371.5 435.4

source: Coluring 1, 2 and 3 - Korca Dovilopment Dank
Colunn 4 - Mlinistry of Fianmice

UNCLASSIFIED
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C. Startogy

The U.S. otrategy is to assiat the development of the Korcan
econonty by fostcring the growuth of industry and an increase in
exports, The U.8, concentrates umuch of 1t c¢fforts in the indus-
trigl scctor because thisg has been so far the key to Korea's overall
ceononle developuent. Ac sueh, thie preojeet is closely coerdinatcd Ce s “[fuf
with othor U.s5. supported projects or activities aséisting the in-
duoctrial scetor, includipg the Kores institute of ucience and Techno-
logy. I'rivatc Ilavestment Frowotion, Economic Planning, and souwe
xvelornent Loans. AIb's Developnont Leans have bheen uspoclally
helsful in this repgavd by providing the services of U.5. enginecering
or other industriad firms in order o intuudiuce adaoved inuustirlal
nmanageneut concepts and technigues into the operations of Korcan
industries, Together those asslstance activitics constitute a major
portion of the ROKG and U.3. progreu for the industrialization of the
nation’s econoy.

Another ioportant elenont {p the U.S. approach is to <ncouraga
private industry to develop and nake a najor centributicn to Korea's
‘coonomic devatopuent and trade expansion, Tho U.&, secls to prowote
erall and uediun industricee, to spread the benefita of Roroe's cconculdc
growth, and to counter the jervesive clfect of goverment control of
the Korvean industry, Dy shifiing cophasis to the private scetor,
moren WALL bo ablc to benefit from norg of the long-renge socigl and
rolitical dovelopzents that ean aczonpony cconotic developipent., At
the ganc tine, en econony not controllced by the governmpent is nore
attractive to private foreigm iavesiuwent, including U.5. investnent,
whis eoncorn becemes wore inportant as the U.5, Covernment aselstence

crogean de roducetie

G£i11 another uart of the U.5. strategy acssisted in part by thie
iroject is to hely, introduce modern business idess and practices in
the indactrial sector, Jince Koren has already reccived substantial
capital eusictence and tralning, 1t is pnow inportant that Korecans
develon further the ncecesary avbility to properly utilize these other
nevly acquired regources by inproved managetment techniques. In addition,
as lorca enters the nodern business era, it mist have up-to~date skills
and concepts in order to cove cuccessfully with new and complex problens
of business and industry,

UHCLASSIFIED
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Korca'c success in neeting 1ts oxjport goals, which 1s go vital
to 1ts cconomie development, could well hinge upen bettor nanagetient
and indugtrial engincering; for without the ability to produce quality
ucrchandise at conpetitive prices, Korca cannot hope to susteain a
substantial volune of exports. Tho U.5. strategy in this project is
to prbvidu the necessary adviscery assistancso to Forea's industrial
managenent in order to boluater the nation's overall efferta in the
inportant ficld of export promotion by inproviap the cuelity of Xorcan
goous vis-a-vic foreign goods,

Other assictsance to Rorcan industry he: also bteen effcctive in
prouoting a cubstantially ituproved dndusiripl teebhrologry end manoge-
mont. The International Executive Sexviece Corps (156CY, the U.n. )&
Organizations, and thiyd country donors lave ail enabled celected
arcas of Korzan industry to achlevs techiical advances that would
otherwise have been congiderably deleyed,

It is, neverthelesy, obvious that chenges in the opereting
mothod s within the industrial sgccior are intrinsicnlly a slow process,
regardless ¢f the method or anount of techulcal essistance input,
Managoeuent attituccs require tipe for nedification. Koren i not
yet jaroductivity-pinded, Buat, progress hag been nade, for certainly
thuere is 8 oow recentwvity, o willingnewss 0 listen, @ desire to do
souctlhiing, oud in wolk. cpuco, conpany noopgesents have already npade
verarinble jrogredas in quality and cosi contesl, It is this coubi-
nation of rece)tivity end dewonstrated accenplishuenis (nodest though
it nay wo) which continues to help Tormwleats W.s. strategy in essisting
Horen®s induotirial devolopnent,

Lo  Planncd Tavgets, Resulty and Uutug

—

This projeet is designed to heldp Sorcea inprove industrial
productivity on a national seale and to inercase industrial and
napufacturing ; roduction, vapceially in the export ercae. To achiove
the objectives of this project, it s laaned that the following
targets boe uct:

a) iinalizc.efforts in helping the Liinistry of Commerce and w‘CS
Industry (LUCI) to formulatc policies and procedures designed
to promote Norea's imdustrial development end to continue the
favorable cconamic tremds citced above in Section B (by end

of FY 1471);
i UICLAGSIFIED
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b) Assist the MCI inplement the IMI recoumendations to
establish a Korean Market Developmont Center (by end
of FY 1670);

¢) Help MIX draft and iunlenent a Five~Year Plen to modornize
the Horcen marketing =nd distributlon channols including
the establishrent of chain store distribution channels and
supernarkets (by end of £Y 1971);
W ene e
d) Advise KI'C about ways to contipuc inercasing the proporcion pﬂoiui"*
and exount of its incone carned £ron 1%s consulting servieces to  (o-ix.
{rivete Industry, omxd to furtbor lnprove the cuality of this
consuliing service; (by ond of FY 1971);

¢) Accist the private steel companics to naintain their current
growth patterne both in crude tonnage pourcd as well es
tonnage rollicd in Korce (by end of FY 1€71); and

£) 1Initiate a cowmbined cffort of the Fedoration of Korean
Industry. Korean Chamber of Compmerse, and the Xorean
Productivity Center to estabiish s “on-going” prograc
to retain and continue the indugtrial toechnical assistasnhce
fliwy betweea V.M. and Kovean industrios egpeclaliy after
this AID projec? g cosploted {by end of FY 1871),

Fo course of Action

Course_of Action E{
It ig sroposcd thot ALD coatinue to finanes U8B0 direct=liire

and contraetl technical cervices oo well asg participant training

for the aferincntionsd purposcs throughout the remaining life of

thic peojech. #Spceifieally, onc direct~hire industry advisor will

continue o supevvice the overall planning and implementatidﬁ'of

this jroject zud advise the ROKC uninistries and private business

zector on incusirvial developneat, In addition, it ie proposed that

this project finance the two-yocar contract services of four speciallsts &

in inductrizl development to work closely with the recently reorganized

divisions of K¢ related tc each techniclan®s specialty. An indus-

trial engincer (FY 190¢ funding) will advisce on such natters as

quelity control, production planning, plant layoit and comgtruction,

and plant ongineering; a cost control specislist (FY 1969 end FY 1970

VHCLAGSIFLED
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funding) will asuist in managerinl eccounting, cost control, cost
analysis, and finsncial management; & wnriteting expert (FY 1970
funding) will advise on sales prowoiion, unarket research, distribu-
tion analysis, and sdle’ wenpower developwmont; snd e monapement
expert (FY 1970 funding) will esaist in personnel oanagement, vage
and galary administration, industrial rcletions, management develop-
ncnt, and office managewm:nt and orpanigaticn, vo other chort-torn
(four monthu) consultantc wili algo Le fivancod (fren FY 1670 and
1071 funding) to adviee on verious areas of industrial developnent,
such as long term corporate planning and the finsucial aspoects of
industrial developwent,

Under this project the arrengement involving KFC will be pore

of a Korcan-oplerated activity, except for general USAID gupervision
and U.5. financing of four contract advisora, The LYC will actually
reerult the advisors, locato housing, and bandle the day-to-day
operations of these advisory activities., This lnnovative arrvangement
io intended to help KPC enhanice 3t abllity to operate with greater
dependence on ita own resourcas, in anticizaticn of the tiwe when the
Al projeet in industrial developnent will have bogn termineied,

UsALL  also projozes that this project continu: to finance two
obsorvetien tours wor fipeal yoar (1270 2no 324710 for top management
tears {(fen men each) to emable Korcan bisiness anc lndustriel lesders
to sve first hand and Learn frow l,5. business pracitices, ospecially
those that arc applicable to Kovea., fn addition, training is plaansd
for (13) particijanty in 57 1670 end sixteen (1G) in FY 1871 in such
flclds as industrial stamlerds and testing, npatsgenent consulting,
narietln; roscarch, chain etore marketing, vpachinery rractices, and
testing and standards proccedures,

Jecause the yrojeet for Imwrovement of Transportation Capabili-
ties {48¢=11~330~CGC0) terninated ai the znd of F¥ 196¢, the remaining
costs for ncoded partilcipaat training not funded uwader the Alr Naviga-
tion vevelojuent Loan will be fiasnced under this Industrial Devolop-
pent Projuct., This trainming will ceonsist of twa participants in
FY 1970 and three participants in FY 1971 in such fields as radar air
traffic control, flight inspections, and radar technology.

UNCLASSIFIED
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Upon the tormination of tho Industrial levelopwont Project, it
ig antieipatcd that the Korcan industrial secteor will have achieved
a ninipuna level of proficiency in industrial development, as evidenced
by the successful achievement of the aforcnentiomcd targets and ob-
Jectives, The follew-up and residual USAID advisory assistance re-
guired in 0¥ 1872, or after the ternination of this projec¢t in FY 1971,
wiil be haondled by the indugtrial developnont adviacr who will then
Lo funded under Technical Support.

PORTER

UNCLASSIFIED
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a. Number of Ycu:/s’of Funding: _7_______ b. Estimated Curation of Physical Work
Storting FY 19° 77 Terminal FY '?—J.?"E After Last Yeor ¢f Funding {in Menths): ____A_}.?'____.-_.
FUNDING BY FISCAL LOCAL CURRENCY
YEAR (in U.S. § DOLLARS P.L. 480 Exchongn Rote: =204
o § equivelent) U.5. OWHED HOST COUNTRY
i ccc + JOINTLY g
GRANT LOAN X GRANT LOAN OTHEZ
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Actual FY 69 5,507 89
Operatianal FY 70 270 51
Budget FY 1 17 54
B+l FY e .. 23
_Br2ry -
B3 ry |
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9. DESCRIEE SPECIAL FUMDING CONDITION" OR RECOMMENDATIONS FOR IMPLEMENT ATION, AND LIST KINDS AND QUANTITIES

OF ANY P.L, 480 COMMODITIES

10. CONDITIONS OF APPROV AL OF PROJECT

(Use continuation sheet if necessery)

Approved in substance for the life of the project as aescribeo' in the PROP, subject to the conditions cited in Black 10 abave, and the avail-

ability of funds. Detailed planning with cooperating country and draiting of implementation documents iz authorized.

This outhorization is contingent upon timely completion of the self-help ond other conditions listed in the PROP or attazhed thereto.

This authorizotion will be raviewed at such time as the objectives, scope oad noture of the project ond/or the magnitudes and scheduling of

any inputs or outputs deviate so significantly fram the project os originally authorized as 1o warrant submission of o naw or revised PROP.
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