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AID-DLC/P»1066
SUMMARY AND RECOMMENDATION February 6, 1973

Borrower: The Government of the Republic of Kores (ROKG)
Amount: Not to exceed $25 million.

Description of Activity to be Financed: Proceeds of the Loan will
be used to finance the procurement of aepproximately 95,000 metric
tons of U.S. rice and related services (eligible costs of ocean
transportation and marine insurance). It is anticipated that the
rice will be procured and shipped during CY 1973 and that the loan
will be fully disbursed by the end of CY 1973.

Purpose: The purpose of this loan is two-fold: (a) support for Korea's
Third Five Year Plan, and (b) assistance in meeting a chronie defilciency
in food grain (rice) requirements.

Estimated Cost of Activity:

95,000 MT Brown Rice $22.8 million
Ocean Transportation 1.k million
Contingencies .8 million

Total Cost $25.0 million

Other Sources of Financing: Both the U.S. EXIM Bank and the IBRD
have indicated that they are not interested in financing this
activity.

Statutory Criteria: All statutory criteria have been met (See Annex A.)

Mission Views: The Mission supports this activity and recommends
approval of the loan.

Issues: There are no issues presented by the proposed loan.

Recommendation: That a loan to the ROXG for an amount not to exceed
$25 million be authorized in accordance with the terms and conditions
stated in the draft loan authorization (Annex B).

Loan Committee

Loan Officer and Chairman Richard B. Perry, ASIA/CD
Country Desk Chester S. Bell, Jr., ASTA/EA/K
Legal Advisor William Jones, G&/ASIA
Procurement Advisor Wes Tribble, SER/COM

Drafted by: CSBell and RBPerry

January 2%, 1973
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Background and Introduction

Since the mid-1960's, the Korean economy has established a record of
growth and development which is impressive by any standards. Of
particular note has been the performance of the exvort sector,
composed primarily of manufactured goods, which hac demonstrated an
ability to sustain an average annual growth rate of over 30% between
1966 and 1971. Given Korea's lack of exploitable natural resources
and scarcity of arable land on the one hand, and its relative
abundance of human resources on the other, the heavily-industrialized,
export-oriented characteristics of the economy today are readily
understood.

Progress, however, has not been without its costs. The heavy
emphasis on industrialization has contributed to the relatively poor
performance of the agricultural °ector which, couplnd witb 8,

high popwlation-to-land ratio, has been a major factor in Korea's
chronic inability to produce sufflicient food for its reguirements.
This is particularly true in the cstegory of food grains, the major
staple of the Korecan diet. As & wesult, grain imperts in the magni-
tude of two million tons anmually have heen necessary for the past
four years, at a yeerly forcign exchange cost of over $200 million.

In an effort to alleviate the persisting food grain shortages, and
tc address cuch related problems ac lagging income levels and inade-
grate soclal services in the rural sector, the RCKG is placing a
major emphasis on rural development in general, and agricultural
developmen’s in perticular, in their Third Five-Year Plan (1972-1976).
The ROKG's besic straiegy for agricultural. develorment was originally
eseribed in ﬁmnox T of the Mizmion's FY 1972 CrS. However, the
JtLLUOWV contloucs toundergo review and refinement by Korean planners
as reguiremanis hacomn more clearly identified and policy implementa-
tion tokes The form of specific program action.

AI.D. is continuing Yo be resvonsive to and supportive of Korea's efforts

under the Thivd Five-Vear Plen., Qur specific assistance to the ROKG in

this awven has Laken seversl forms (see below) consisting basically of a
mix of (2) technicel essistance. primerily in the form of s studies, to help
orovide a firmer base for long-term strategy and developmental

planning, and {b) concessionary financing for food grain imports

(mostly ric2) to help mee* +the immediate needs untll the long-term
developmontal measures make themselves felt in such ways as improved

production.

Notable examples of recent A.I,D, assistance to Korean Agriculture:

-- During FY 1970, A.I.D. granit-financed a study (performed by a
U.S.D.A. tear) used by Kore?'s Ministry of Agrictlture and Forestry
(MAF) in the preparation of the ~griculiure vortion of the Third
Five-Year Plan.
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~- In early CY 1971, A.I.D. authorized a Developnent Loan
(AID-DIC/P-946) of up to $35 million to finance 200,000 MT of rice
jmports from the U, S.

-~ In May 1971, A.I,D. authorized a $14 million Development ILoan
(AID-DIC/P-967) to assist XKorea in financing s program of agricul-
tural credit to be utilized by individual farmers and farm
cooperatives for the purposes of farm mechanization and improved
commodity warehousing facilities. The local currency (won)
required by the credit program was generated by the import and sale
of an additional 89,000 MT of U. S. rice.

-- In March 1972, the ROKG and A.I.D, signed a Development Loan
(AID-DIC/P-2001) for $17,000,000 to finance 100,000 MT of U. S.
rice.

-~ Under a previously-authorized A.I,D. feasibility study loan, the
ROKG (through the MAF) finsnced a ceialled study of Korea's needs
in the area of agricultural mechanization and how these needs can
best be met.

-- A comprehensive study of o)l ncvects (other than that being
covered by the foregoing) of Xorea's agriculturel sector, conducted
by a Michigan Stete University team, was grant-financed by A.I.D.

The secter study ~nd the farm mechanization study both were
completed in 1972, and are precently undergoing =2 thorough review
by the ROXC. Togethor they are expected tc provide the ROXC with
considerable dnte - and oxpertise in utilization of the data -
which, it in hoped, will lead to sound ROKG sectorsl planning and

molicy Fformmulation in the future.

n addition %o the above inputs being finenced by A.I.D., Korea's
agricultural cechor willi beonefit from numerous other investments
throvgnout the pericd of the Third Five-Year Plan., This increased
emphasis oa agricuwitire will undoubtedly show a measurgble improve-
ment in the gecbhor's ovorall performance, possibly to the extent of
self-guafficicncy in come major food grains., Hewever, such an
Improvement will not come overnignt and, in the meantime, Korea
muct continue te meet a pertion of her food grain needs through

imports.

As for rice, this year it will be necessary for Korea to import in
the range of 650.000 to 700,000 MT (quantity stated on Brown basis).
Last year (1972), the rice impor: recuirement was calculated to be
800,000 MT (Brown), which the U. S. Government cormitted itself to
finoncing with the combination of a PL 480, Title I, Agreement for
700,000 MT and & $17 million Develomment Loan (DL) for 100,000 MT.
Duec to a technical provlem involving borrowing authority, the ROKC
was not in a mosition o tender Tor the DL rice until late 1972,

By that time, U. 5. rice prices had risen to such a level that the
$17 million would cover only approximately 80,000 MT instead of the
programmed 100,000 MT. The ROKG then decided to purchase the
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80,000 MT at the offered price. However, before the contract could
be signed, the U.S. Government removed the ecxport subsidy on rice
($27.78 per ton) and the offering price increased accordingly.

The $17 million loan was sufficient to finance only 65,000 MT.
Because of the action on the subsidy, A.I.D. agreed to consider

the ROKG's request to provide additional funds sufficlent to
finance the entire 80,000 tons, which was contracted for on January
10, 1973. Thus, approximately $3.1 million of the $25 million DL
proposed herein will actually be used to finance a portion of the
foregoing transaction. The balance of the DL (anproximately

$21.9 million) will be used to finance an additional 80,000 tons
also purchased by the ROKG in January 1973. The rice purchases

are being financed by A.I.D. on a direct reimbursement basis.

The A.I.D. reimbursement is, of course, subject to approval of

this loan.



II.

T

Korea's Third Five Year Plan Requirements

Of considereble importance to Korea's rapid economic development
has been and continues to be the effective utilization and manage-
ment of the various economic inputs made available. This has been
accomplished largely throush the mechanism of well-conceived and
energetically-persuved development plans, known as the Five Year
Plans, which have established developmental goals and identified
specific projects and programs to be undertaken and/or expanded.

The Third Five-Year Plan covers the period 1972-1976, during which
time Korea hopes to consolidate the gains made under the first two
Plans (1962-1971.) and form a base for sustained, balenced econcmic
growth in the years shead. The Plan, originally published in late
1971, has = "basic direction," calling for development of the
rural econoryy, furthar increwses of exports and the estsblishment
of heavy indusiriez, including chemicals. Expanding on the Plan'ns
basic direction, certain mejor goals werce identified, including
the following:

-- gelf-sufficiency in meJor food grains, and higher incomes
for farmoers and flsherman;

-- Improved and expanded health facilities, and additional
roads and olectrificatisn in the rural arecas;

Balence? doevelopment of such economy-wide services as
elec***owur, “rengocrtation. storage, cargo handling end
communicallons:

- D“omot‘ﬂn of regional development through the four major
river tasin development plons, and through the creation of
indvustrial estates,

Also, gpecifin nowformance targets were set for the normal economic
indicators. svel o8 arowvth of 7X2 (in the sggregate, and per capita),
secvoral comirintt o GNT and gross investment and savings.

In late surmer 1972 {(the first year of +he Plan), the ROKG began
implementing o new policy cf con ¢ develoomentel effort in the
rural arcas, Necessitating come moﬂlchaulon of the Plan. Xnown as

Sae Maul, or "Neow Compnmiiy amxnng this special program calls for

certe

notable increases in investment in the following eight key areas of

the agricultural/rural sector: expansion of irrigation facilities,
watershed development, unland davelopment, vaddy reerrangement, farm
mechanization, product processing ond marketing, rural electrifileation,
and rural naalth.

Table 1 is a summary of the Third Plan Investment Allocations,
showing the cormosition as originally planned, and as affected by
the modifications resulting from the Sae ¥Mawl vrogram. In the
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aggregate, this new empheasis on agrlcultural/ruraJ development will
result in an increase of the Third Five-Year Plan's investment
portion by 1.9%, or the ecuivalent of $280 million. Of greater
significance is the increase in agriculture's share of total invest-
ment from 11.8% to 16.6%, and - although the average growth rate
during the Plan remains unchansed from the original target of 8.6%
per year - the growth rate for the agriculture sector will increase
from 4.5% to 4.9% annually. Of the total amount to be invested from
1972 thru 1976, ROKG planners had originally projected 80% to come
from domestic sources and 209 from external sovrces.=~/ A final
domestic vs. external source breakdown for the revised investment
plan has not been made avellable to date. However, preliminary
figures made public in August 1972 for incremental investment in
agricultural/rural (Sae Maul) programs showed domestie sources
providing ¢457 million equivalent, or 247 and external sources providing
“3219 million or 76%, of the total external sources, approximately
ninc-tenths ($192 million) would be to be in the form of loans. Thus
it appears obVLous that ¥orea intends to rely rather heavily on
external sscictance for the incremental investment called for under
the revised Plao Wternal assictance requirements will amount
to approxirately *”u million per annum over the remaining four years
of the hhur¢,_LVG-YCdl Plan.

Thus, it i1z in the context of the entire Third Five-Year Plan
including the Sae Mavl program - and not simply the immediate
Ralance o7 Dayments situation - that the DL asslstance proposed
herein should be viewed. In addition, commodity financing under this
loan will generate won capital which the ROKG could use directly or
indirectly to support the investment requirements, including agri-
cultural/rurcl development requirements, of the TFYP, Also, such
aasigtancs ronresents a meost mracticable means of providing resource
inputs during this early ntage of the Plan, while agricultural
project and/or sector lending activities are still being refined.
We do not axpect that these sctivities will be ready for financing
before 7V 1074,

1/ Under the Second Five Year Plan, the sources of investment were
63.6% domestic, and 36.4% external.
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TABLE 1

KOREA: THIRD FIVE YEAR PLAN INVESTMENT ALLOCATION

(Billions of won¥*) Compositica in %
SEYP TYP - (1972-1976) 1372-1976
Sector (1567-11) Orizinal Revised 1967-71 Orizinal Revised
Agriculture, Forestry
and Fisheries 189.0 536.1 765.5 6.3 T3 1€.6
Mining and Manufacturing 883.¢0 1301.9 1306.0 29.4 2x.5g 28.3
Social Overhead and
Other Services 1927.6 2686.5 2539.9 6h.3 55k 55.1
Totals 2999.6 Ls24,5 L4611 ,4 100.0 1000 100.0
Totals ($ cquivalent) $9.68 billion $14.59billion $14.87 billion

*U.S. $1.00 = 310 won (1$70 prices)

Source: The Government of ¥oreca, The Third Five Year Economic Development Plan

Revised figures for 1972-1976 furnished by USAID/Korea) 8¢
LS

L)
“e,
&C‘o
L
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Balance of Payments and Debt Service Considerations

As can be seen from Teble 2, Korea's recent Balance of Payments
(ROP) performance Dresent° & somewhat mixed picture. In order to
achicve and maintain the oversll growth rates experienced since
1965, heavy "nvectmnnu has Daeen reguired. Domestlc savings
provided a respectable share of “he needed investment sources (an
annual average of 55%), but large capital inflows plus domestic
credit expansion also have been necessary, with resulting infla-
tion and accumvlated debt scrvice requirements of substantial
proportions (see Table 3).

In 1972, Korea's trade and overall BOP performance was rather
remarkable, The dramatic ($382 million) reduction in the trade
deficit was due largely to the 45% increase in exports, while
importe waere allowed to increase only about six percent--a rate
substantially lesz than the overage in recent years. Net capital
inflow declined by 5170 million, attributable mainly to a large
reduction in hank and short-4orm borrowing. Foreign exchange
holdings increaced to 3691 million, egual to 2 little over three

month'a

oo "’“7707'1“' .
The ROKCG i inelined to regord the 1972 BOP performance as
oroviding n camporacy brecthing spell. It feels the results are
due prioarily Lo en unusval. combingbtion of various factors such
as favor Co sney adjustments in the importing countries, the
inercasey oA A manu-acturcrs to market their products
chroad in *the of deprocced domestic demand, very low utiliza-
Jmc“ of *mwov" ¢*1~”: n “The previous year due to decreased pro-
duction, = ihion of certalin Imported raw materials by
loca“ protue 3. T engld s cate the possibility of a sudden
worsenliny 107 moeltion, threctening o marked increase in short-
term debt, 7 oxd wien the whcle economy ic back to a normal

o “’P”m”or“, considerable importence 1ls being
placaed on len exehenge noldings at an adeguate
level az = medo s e lanh pr;ce increases and other fluctuations
which couvld affecs currernst nccount requirements. The Tact that
ins raguliremenis remain relatively high in
iz 2 rconsideration in maintalning foreign

Y

Jovel of

extornal
the noxh
exchange
The ¥ission' o oreliminaxy wrojiections for 1973-1974 is not as
guarded as “hedh of the ROXG. Fowever, for 1973, an increase in
the cvrrnﬂ* cocount Aeflcils of arout $162 million is expected to
result from a rather shorp deterioration in the services component,
whlch will be offse’ only slightly by an improved trade balance.
Capital inflows are expeched $0 inerease by $105 million and
foréign exchonge reserves by 085 million (compared to $156 million
in 1972), remaining roughly equivalent to three months' imports
(on CcI™ uaclm\. e coas of imported grains, incidentally, is
projected to »ise oy ~hout 2105 million %o a level of 3:00 million
in 1973. The outlook Tor 197:, generally soeaking, is for a con-
tinvation of 1973 »performance, witu a slight increase foreseen in
net cap"tal reguirements, on the nssumption of approximately 159,
increase in immports.
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With respect to the entire Third Flve-Year Plan period, the
Mission has revised its BOP estimates through 1974 to reflect
the impact of the Sae Maul program and other factors. The
net current account deficit increases from $466 million
(preliminary) in 1972 to $635 million in 1973 and 628 million
in 1974. Net capital requirements increase from $615 million
in 1972 to $720 million and $744 million in 1973 and 1974,
respectively. See Table 2.

Taking into consideration Korea's longer-term BCP and debt
service position, we conclude that extension of the loan
proposed herein on A.I.D.'s standard concessionary terms 1is
appropriate. On such terms, prospects for repayment of the
loan are deemed reasonasble, particularly in view of the long-
term prcjected up-trend in export earnings.



TABLE 2

KOREA:

RATANCE OF PAYMENTS

Millions of Dollars

Actual Preliminary Pfojected
Ttem 1958 1969 1970 1971 1972 1973 1974
1. Exgorts, F.0.B. 486.2 ©58.3 835.0  1,132.3 1,645 2,148 2,685
2. Tmports, F.0.B. 1,322,0 1,650.L 1,748.0 2,178.3 2,309 2,766 3,181
3. Trade gap -335.8 -991,7 -860,0 -1,045.9 -664 -618 -4ob
4, Net receipts for services 1747 201.9 160.8 27.8 35 -157 -262
5. HNet goods & services -686.5 794 4 -756.4 -1,018.1 -629 -775 -758
6. MNet transfer receipts 226.1 2L3.6 157.0 170.6 163 140 130
7. Net current account -4ho, L -550.8 -599.4 -847.5 TS -635 -628
8. Changes in forelgn exchange
holdings (increase (-)) -Lo.h4 -161.8 -25.0 k9.0 -156 -85 ~-116
9. Net Capital requirements 476.7 716.6 62l 4 785.4 615 720 74l
10, FErrors & omissions +4 4 -4.0 0 13.1 7 0] 0
Source: USAID/Korea



TABLE 3

)

. e
KORWA:  DER

“iliicns of Dollars

BRI 7
BSERVICE

RATICS

. _Actual o Prelimin Projected

Item wl968 1569 1970 197 1972 1973 1974
A. Toreign Exchange Earnings 68c.2  1,150.7 1,379.0 1,515.0 2,206 2,690 3,227

1. Export, F.O,B. 486.2 656.3 o22.2  1,132.3 1,645 2,148 2,685

2. Service earnings and

Investment income receipts 394.0 Lgs.4 456.8 483.7 561 542 5L

B. Prinecipal and Interest Payments

on Duvt Maturities 3 Years and

Above 59.6 102.0 169.7 215.6 29l 360 413
C. Principal and Interest Payments

on Debt of One to Three Years 16.6 25,0 117.9 106.5 79 129 114
D. Debt Service Ratio on Foreign

Obligations with Maturities of

Three Years and Above

D = B/A x 100 6.8 8.9 12.3 13.3 13.3 13.h4 12.8
E. Debt Sexvice Patio on Cbligaticns

with Maturities of One Year and

Above

D =3B+ C/A x 100 8.7 11.0 20.9 19.9 16.9 18.2 16.3

Scurce: USAID/Korea

-O'E-
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IV. Korea's Rice Situation and the Proposed Loan

The rice supply situation faced by Korea at the present time is
viewed by the Korean authorities as very serious.

The 1972 Kecrean rice crop was well below production levels of
previous years (see Table &, below). According to figures of
December 1572, (which were not final), the crop amounted to only
3,640,000 MT, primarily due to heavy rains during the harvest
period. World rice prices have risen sharply at the same time,
oving to lower than normal production in most Esst Asian countries
and stepped up demand for U. S. rice in many countries. Thus,
funds programmed and budgeted for rice have not yl€lded the planned
procurement levels. (In 1971 and early 1972, Korea was paying in
the neighborhood of $146 per MT for U. S. rice. Recent procure-
ments, in January 1973, have resulted in costs of sbout $24L0 per

MT).
Table 4,
Korea: Supply and Distrihution of Rice
(000 MT, Polished Basis)
Actual Estimated ProJected
RY*71 RY 72 __RY 73
Supply
Beginning Stock 325 412 610
Production 3’939 3,997 3’6)4'0
Tmports 925 557 oot/
Total Supply 52189 E429§ 1,850
Demagg
Sonsumption Lo777 4,104 4,41k
¥nding Stock b2 610 436
Total Distribubion 5,189 T, 566 1,850

The ROKG hopes to reduce rice consumption in 1973 by requiring
restaurants to serve a mixture of rice and barley with a larger
provorticn of barley and increasing the mumber of '"riceless days,"
when restaurants serve nood’.es or dishes using other grains.

Because of the Government's concern that there may be a serious
grain shortage this summer and fall, they are taking sewveral steps:

(1) Some 336,000 MT of U. S. rice (brown basis) is under procurement
or awaiting shipment at the present time, including: about

¥RY - Rice Year: November lst of the preceding year to October 31st of
the stated year.
1/ - Figure from Seoul 0352, 1/19/73 (on & Brown basis this would amount

to approx, 705,000 MT): This level is contingent on the availability
of financing and the goncurrency of the Japanese and U. S. Governments,
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66,000 MT financed under AID Loan 489~H-084 of FY 1972; enother
95,000 MT, for which this propesed loan will provlide reilmburse-
ment; and 100,000 MT (approximetely) remeining under the
February 14, 1972, PL Lk80 Agrecment, The balance (75,000 MT)
is being bought with Korean foreign exchange (XFX).

(2) Procurement of about 400,000 MT of barley is being arranged as
a KFX purchase.

(3) The Japanese Govermment is being requested to sell up to
115,000 MT of rice even though it 1s understood the rice would
have to come from 1970 stocks,

In CY 1973, U. S. rice shipment to Korea will probably emount to:

300,000 MT Title I, PL 480 (100,000 MT FY 72,
200,000 MT FY 73)
75,000 MT KFX purchased
95,000 MT FY 1973 DL
66,000 MT FY 1972 DL
536,000 MT Total

The estimated cost of the rice and related services to be financed
with the procecds of this loan has been calculated as follows:

Export Value of Rice $22,800,000

(95,000 MT 2$2L0. )

Ocean Transporiation 1,400,000

J. 8. Fiag

Contingencies 500,200
Total 425,000,000

Should the ROKG decide to finance U.S. transportation costs with
its own foreign exchange, it could increase its purchases of rice
above the 9%,00C tons, accordingly within the $25 million losn.

The estimated 95,000 MT of rice being finenced under this loan
together with the $17 million FY 1972 DL (66,000 MT) end purchases
under PL 480 finsncing {both past and transactions currently
underway) will come very close to providing the 800,000 tons of
rice that the U.S. Government agreed to finance.



V.

- 13 -

Loan Implementation

At the request of the ROKG, A.I.D. has agreed in principle to finance
rice purchases with the proceeds of this loan on a reimbursement
basis subject to authorization of the loan. Because of the tight
current supply of Y. S. rice, the ROXG wished to take advantege of a
recent opportunity to purchnse a substential tonmage (155,000 MT) at
the present prevailling price level and avoid further escalations.
Under the circumatances, it is A.I.D.'s recommendation that a portion
(approximately 95,000 MT) of that transaction be considered eligible
for financirg, 6n a reimbursable basis, under this loan. As stated
in an earlicr section of this paper, approximetely $3.1 million of
the loan vroceeds will be used to finance the added costs (above the
available $17 million of A,I.D.'s FY 1972 Rice Loan) of the 80,000 MT
purchesed in early January 1973. Thus the Transaction Eligibllity
Date for this proposed $25 million loan will be Jenuary 1, 1973.
Eligibility for all relmbursement will depend, of course, on the
procurement having been carried out in compliance with applicable
A.I.D, regulations concerning price, documentation, and 50/50 shipping.
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STATUTORY CHECKLIST

I. COUNTRY PERFORMANCE

A.

Progress Towards Country Goals

1. FAA 201(b)(5), 201(b)(T),
201(b)(8), 208. Discuss the
extent to which the country is:

a. Making appropriate efforts
to increase food production and
improve production and improve
means for food storage and
distribution.

h. Creating a favorable climate
for foreign and domestic private
enterprise and investment;

a. From 1961 through 1970 the
Nationel Income accounts show that
the value added in the agriculture
sector increased by approximately
50% (an average growth of 5% ver
year or a growth rate of 4.1%)
Significantly, this decade included
the two drought years of 1967 and
1968; however, significant invest-
ments have been made in irrigation
facilities which will minimize future
weather influences on production.

In the past two years, rice prices
have been allowed to increase
substantially more than the 5%
increase allowed in the previous
three years. This increase will
provide additional incentive for
farmers to use fertilizer and
pesticides required to increase
production.

Substantial effort and expenditure
is being mades to introduce new rice
varieties, and to increase and
improve food storage capacity.

b. Korea has taken a number of
effective steps to create a favorable
investment climate. A liberal
foreign investment law was enacted,
and intensive study is being
undertaken by the ROKG of means of
expanding capital markets. An

investment center has been established,

and domestic investment has been
assisted by a number of A.I.D.
loans such as the loan to the Korea
Development Bank.



¢. Increasing the people's role
in the development process;

d. Allocating expenditures to
development rather than to
unnecessary military purposes
or intervention in other free
countries' affairs;

e. Willing to contribute funds to
the project or program;

f. Making economic, social and
political reforms such as tax
collection improvements and
changes in lend tenure arrange-~
ment; and making progress toward
respect for the rule of law,
freedom of expression and of the
press, and recognizing the
importance of individual freedom,
initiative, and private enter-
prise;
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¢. Koreans are basically a homogeneous
people whose society is relatively

free and politically stable. Xorea
does not possess deep sectional,
religious or socisl cleavages.

Korea's rapid economic development
benefits increasingly larger seg-
ments of the population.

d. Korea has wisely allocated its
resources in such a way as to
maximize its economic development
while mainteining sufficient
wmilitary forces to insure a
reletive freedom from possible
external aggression. Korea 1is

not intervening in other free

and independent nations' affairs.

e. End-users will pay, in local
currency, the full cost of the
commodity to be financed under
the loan.

f. Korean land reform programs
have eliminsted the large land-
holding class and have created a
large number of independent
farmers who own their own small
farms. The ROKG has asgsisted

In the establishment of =

numpber of Tarm and fishery
cooperatives which have been

of gignificant assistance to the
independent farm and fishery
communities.

Qur Mission has assisted the

ROKG in its efforts to reform

the equity of tax rates and
collection procedures. These
reforms have greatly increased
both the amount of taxes collected
and the equity with which the
program is administered.

On October 17, 1972, the President
of Korea declared martial law,
giving as reasons domestic and
internationel political develop-
ments. Under the martial law,
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g. responding to the vital
economic, political and social
concerns of i%ts people, and
demonstrating a clear deter-
mination tc teke effective self-
help measures.

Relations with the United States

1. FAA Sec. 620(c)., 1Is the
government indehted to any U,S.
citizen for goods or services
furnished or ordered where: (a)
such citizen hn= exhausted
available legal remedies, Inciud-
ing arbitration, or (b) the debt
is not denied or contested by the
govermnen’,, or (c) the indebted-

ness arises under such government's

or a predecessor's unconditional
guarantee?

2. FAA Sec, G20(d). If the

loan ig intendcd for construction
or oreration of any productive
enterprise thot will ccmpete with
U.S. enfterprise, nas the couniry
agreed tha: 15 will establish
appropriate procedures to prevent
export to the U.S, of more than
20% of its enterprises snnual
production during the life of the
loan?

3. FAA 620(e)(1). Has the
country's government, or any
agency or subdivision thereof,
(a) nationalized or expropriated
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political libertiles were restricted
and the Korean press was placed

under tight control. A new con-
stitution has since been adopted and
martial law lifted on December 13, but
restrictions on political activity

and press freedon continue.

g. The ROKG has made significant
progress in its =2fforts to provide =&
better life for the average Korean
citizen. The Government has
encouraged the rapid expansion of
smell and medium industry, stimulated
the development of credit unions and
fishing cooperatives snd has helped
in many other ways to better the

lot of its people.

1. No such situation is knpwn to
exist.

2. The loan is not intended for such
puUrposes.

3. No such actions are known.
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property owned by U.S. citizens

or by any business entity not less
than 50% beneficielly owned by

U.S. citizens, (b) taken steps to
repudiate or nullify existing
contracts or agreements with such
citizens or entity, or (c) imposed
or enforced discriminatory texes

or other exactions, or restrictive
maintenance or operation conditions?
If so, and more than six months have
elapsed since such occurrence,
identify the document indicating
that the government, or anpropriate
agency or subdivision thereof, has
taken appropriate steps to discharge
its obligations under international
law toward such ciftizen or entity?
If lezs than six months have elapsed,
what steps i1f any has i1t taken to
discharge its obligations.

h. FAA Sec. 620(3). Has the 4, No such incident is known to have
country permitted, or failed to occurred.

take adequate measures to prevent,

the damage or destruction by mob

acticn of U.S. proverty, and failed

to take approprlate measures to prevent

a recurrence and Lo provide adeguate

compensaition ror such cCamage or

destruction?

5. FAA Sec. 620(1), Has the 5. Yes.
governmant inziliuted an investment
auaranty vrogran wedor TAA Sec. 221

(b)(1) Tor the specific risks of
inconvertitility and expropriation

or confiscation?

-

6. FAA 620(c¢). Fisherman's 6. No.
Protective Act of 195L, as
amended, 3Section 5. Has the
country seizad, or imposed any
penalty or ssaaction against, any
U.S. fishing vessel on account of
its fishing activities in inter-
national waters? If, as a result
of a seizure, the U.3.G. has made
reimbursement under the pro-~
visions of the Fishermen's
Protective Act and such =~mount has
not heen paid in 11 by the




seizing country, identify the

documentation which describes

how the withholding of assist-
ance under the FAA has been or
will be accomplished.

T. FAA Sec. £20(g). Has the
country been in default, during
a period in excess of six months,
in payment to the U,S. on any
FAA loan?

8. FAA Sec. 620(t). Have
diplomatic relations between
the country and the U.S. been
severed? If 20, have they been
renewed?

Relations with Other Nations and

the U,N.

1. T4A Sec. 520(i). Has the
country bteen olficiglly repre-
sented ot any iaternztional
conference wnen that represente-

ation included plenning activities

involving insurvection or sub-
verzion dirccted against the U.S.
or countricn racelving U.S.

assistance?

2. FAA Sacs. 20(a3, 620(n).
Has the country sold, furnished,

or vernitted shains or ailrcraft
under its roglotry Lo carry to
Cuva or North Vietnam, items of
econoric, military or other
assistance?

3. FSS Sec. 620{u); App. 5108
What is the status of the
country's U.%. du=s, assesg~
ments or other obligations?

Does the loon agreement bar any
use of funds to pay U.N, assess-
ments, dues or arrearages?
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T. No.

8. Diplomatic relations between
Korea and the United States have
not been severed.

1. Korea is no%t known to have been
so represented.

2. No.

3. The Republic of Koree is not a

member of the Unlted Nations. The

loan agreement will stipulate that

only eligible commodities and ser-

vices can be procured with the pro-
ceeds of the loan.
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Military Situetion

1. FAA Sec. 620(i). Has the
country engaged in or prepared for
aggressive military efforts
directed against the U.S. or

countries receiving U.S. assistance?

2. FAA Sec. 620(s). What is

(a) the percentage of the country's
budget devoted tc military pur-
poses, and (b) the smount of the
country's foreign exchange
resources used to acquire military
equipment , and (c) has the country
spent money for sophisticated
wegpons systens purchaszed since
the statutory Llimitation became
effective?

Is the country diverting U.S.
develomment assistence or PL 480
sales to militnry erpenditures?
Is ‘he covnvry diverting its own
resourens Lo unnccessary military
s on these
-

L1,
eypenditures? (Finding
! da for each

guestious are tc be made

year and, in oaadition, o8 often
s omay be ceguired by a material
change in .olezvant circumstances. )
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l. No.

2.(a). Korean defense budget
expenditures as & percent of central
government expenditures have declined
from 32.0% in 1965 to 20% in 1670,
below the mean for the region of
27.2%.

(b) Foreign exchange purchases of
military items were about $3 million
over the period 1965 to 1968 and
accounted for a negligible portion
of the defense budget, In 1969 they
were about $1 million, or 1% of total
imports. Korean requirements for
imports of military equipment have
been provided under the Military
Assistance Program.

The Dept. of State and A.I.D. have
reviewed Korean actions under the
Symington Amendment and have concluded
that Korea is not diverting U.S.
development essistance or PL 480

sales to military purposes. They also
determined that Koree is not diverting
its own resources Lo unnecessary
military expenditures to a degree which
materially interferes with its develop-
ment. The Country Team concurs.

{c) No.



IT. COWDITION OF THE LOAN

A,

General Soundness

Interest and Repayment

1. mA 201(d), 201(p)(2).
Is the rate of interest
excessive or unressonsble
for the torrower? Are there
reasonable prospects for
repayment? What is the
interest rate during the
grace period and durlng

the period following the
grace period? Ia the rate
of interest higher than the
country's applicable legal
wate orf interest?

Financing

1. A 2000)(1). To what
extent can linancing on
reasonable teims be obtalned

from other free-world sources,
ineludins vrivate sources wilthin

.

the U.5.%

BEconomic and Technical Scunéness

1. FAA 2017v)(2), 201(e). Is

the activity eccnomically anc
technically sound?

2. FAA £11(=)(1). Have
engineerlng, finenclael, and
other plans necessaxy to
carry out assistance, and a
reasongble firm egtimate of
the cost of asslstance to the
U.S., been completed?

Annex A
Page T of 16

The proposed loan contalns a rate of
Interest which 1s concesslonary. The
Borrower has “the capaclty to repay the
loan at the rates of interest to be
required. The rates in the proposed
loan are 2% per snnum during the grace
period and 3% per annum thereafter for
the remaining thirty years of the
repayuent period. The interest rate
1s not higher then the country's
applicable legal rate of interest,

Financing of thils commodlty on terms
comparable to those proposed for thils
loan is not known to be available from
other free-world sources, including
private sources within the U.S. Neither
the Export-Import Bank of the U.S. nor
the I.B.R.D. is interested in financing
this transaction.

1. The activity is economically and
technically sound, and the loan
application and other Information
avallable to the Mlssion indicates that
the loan funde will be used in an
economically and technically sound
manner.

2. Not Applicable.
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3. FA 611(b); App. 101. If 3. Not Applicable,
the loan or grant is for

a water or related lend-

resourcea construction project

or progrem, do plans include e

cost-benefit computation?

Does the project or program

meet the relevant U,S.

standards and criterie used

in determining feasibility?

L, FAA 611(e). If this is 4, This 1s not a Capital Assistance
a Capital Assistance Project Project.

with U.S. financing in exceas

of $1 million, has the principal

A.I.D, officer in the country

certified as to the country's

capability effectively to

maintain ana utilize the

project?

Relation to Achievement of

Country and Regionel Goals

Country Coals

1. FAA 207, 281(a). What is 1. Proceeds of the loan will be used
this loan's relation to: golely to finance the importation of
8 single food commodity (rice), thereby
a. Institutions needed for & assisting Xoxres in meeting its food
democratic society and to needs.
agsure maximum participation
an the part of the people in There 1s no direct relationship between
the task of economic develop- the loan and tne other institutional
ment. and developmental goals cited in these
sections (207, 281(a)) of the FAA.

b. Enabling the country to

meet its food needs both from its
own resources and through
development, with U.S. help,

of infrastructure to support
increased agricultural
productivity.

c. Meeting increasing need
for trained menpower.

d. Developing programs to
meet public health needs.

N




e, Asslpting other lmportant
economic, political, and social
development activities, in-
cluding industrial development;
growth of free labor unions; co-
operatives and voluntery agenciles;
improvement of transportation and
commmnication systems; capabili-

ties for planning and public
administration; urban development;

and modernization of existing laws.

2, ™A 201(b)(4). Describe the
activity's consistency with and
relationship to other development
activities, and its contribution
to realizable long-range objec-
tives.

3. FAA 201(b)(9). How will
the activity to be financed
contributa to the achievement
of gelf-gsustaining growth?

L. TFAA 201(f). If this is

a project loan, describe how such
project will promote the country's
economic development, taking into
account the country's humen and
materisl resource reguirements

and the relationship between
ultimate cbjectives of the
project and overall economic
development.

5. IAA 201(b)(3). In what ways
does the activity give reasonable

promise of contributing to develop-

ment of economic resources, or to
increasing productive capacities?

6. FAA 281(b). How does the
program under which asslstance
is provided recognize the parti-
cular needs, desires, and cepaC-
ities of the country's people;
utilize the country's intel-
lectual resources to encourage
institutional development} and
support civic education and
training in skills required for
effective perticipstion in
politicel processes?
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2, & 3.
between this activity and other

development activities, nor will there
be & direct contribution to realizsble

long-range obJjectives on the achlevement

of self-sustaining growth.

4, Not Applicable.

5. See 2, and 3. above.

6. There is, at best, only an
indirect relationship between the
importation of a basic food and the
particular needs, desires, and
capacities of the country's people,
nor does the loan result in direct
instltutional development or civic
educsation.

There 1s no direct relationship

i T
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T. FAA 601!&2. How will this
loan encourage the country's
efforts to: (a) increase the
flow of international trede;
(b) foster private initiative
and competition; (c) encourage
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Te There 1s no direct relastionship

between this loan and the objectives
stated in Sec. 601(a) of the Foreign
Asplstance Act,

development and use of coopersatives,
credit unions, and savings and loan

associations; (d) discourage mono-

polistic practices; (e) improve
technical efficiency of industry,
agriculture, and commerce; and
(f) strengthen free labor unions?

8. Fss 202(a). Indicate the amount 8. The totel amount of the loan will

of money under the loan which is
available to encourage economic

development through private enter-

prise; availsble to intermediate
credit institutiona or other
borrowers for use by private
enterprise; being used to finance
procurement from private sources.

9. Fss 611(=)(2).
action is required within the
recipient country? What 1s the
basig for a ressonsble antici-
pation thalt such action will be
completed in time to permit
orderly accomplishment of pur-
poses of Joan?

Regional Goals

1. FAA 619. If this loan is
a88isting a newly independent
cowntry, o what extent do the
circumstances permit such
assistance to be furnished
through multilaterel organi-
zations ox plang?

2, TFAA 209, If this loan is
directed at a problem or an
opportunity that is regional in
nature, how does agsistance under
this loan encourage a regional
development program? What multi-
lateral esgistance ls presently
being furnished to the country?

What legislative 9.

be used to finance procurement from
private sources.

No leglslative actlon will be
required as s condition precedent to
this loan.

1. Korea is not a newly independent
nation.

2. Thisg loan 1s not directed at a
regional problem.

Kores, is a member of the Asian
Development Bank (ADB) and is receiving
assistance from the World Bank. Both
of these orgenizstions are expected
to become increasingly active in Kores.




Relation to.U.S. Economy

Employment, Balance of Paymente,
Private Entexrprise.

1. FAA 201(b)(6); 102

What are the possible effects
of this loan on U.S. economy,
with special reference to areasg
of substantial labor surplus?
Describe the extent to which .
asgsistance is congtituted of U.S.
commodities and services,
furnished in a mannexr consistent
with improving the U.S. balance
of payments position,

2. FAA 612(b);636(h). What
steps have been taken to assure
that, to the maximum extent
possible, foreign currencies
owned by the U.S., and locel
currencieg contributed by the
country axe utilized to meet
the cost of contractual and
other services, and that U.S,
foreign owned currencies are
utilized in lieu of dollars?

3. FAA 601(d); App. 109. If
this loan is for a capital
project, to what extent has
the Agency encouraged
utilization of engineering
and professionsl sgervices of
U.S8. firmes and their afifillates?
If the loan is to be used to
finsnce dirsct coste for
congtruction, will any of the
contractors be persons other
than qualified nationals of
the country or qualified
citizens of the U.3)%? If so,
has the required waiver been
obtained?

4, TAA 608(a). Provide

information measures to be taken
to utilize U.S. Government
excess personal. property in
lieu of the procurement of new
items.
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1. There will be little, If any,
adverse effect from this loan

on the U.S. economy or on aregs of
substantial labor surpius. The U.S.
will be the only eligible source
country of commodities financed under
the loan. Also, 50/50 shipping will

apply.

2., The loan proceeds will be used
exclusively to finance foreign exchange
costs. All local currency costs will
be financed by the host country.

3. Not applicable.

k., U.S. Government Excess Property

has no relation to the activity to be
financed hereunder.




5. FAA 602, What efforts have
been made to assist U.,S. small
business to participate
equitebly in the furnlshing of
commodities &nd services
finaneed by this lesnt

6. FAA 621, If the loan pro-
vides technical assistence,

how is private enterprise on a
contract basis utilized? If
the facilities of other
Federal egencies will be
utilized, in what ways are they
particularly suiteble; are they
competitive with private enter-
prise (if so, explain); and how
can they be made available with-
out undue interference with
domestic programs?

7. FAA 611(c). If this loan
involves a contract for
construction that obligates in
excess of $100,000, will it be
on a competitive hasiz? If
not, are there factors which
make it impracticable.

8. FAA 601(b). Describe the
efforts made in connection
with this loan to encourage
and fecilitate participation
of private enterprise in
achieving the purposes of the
Act.

Procurement

1. FAA 604(a). Will com-
modity procurement be
restricted to U,S. except as
otherwise determined by the
President?
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5. Commodity (rice) procurement

under the loan will be limited to the

U.S., Procurement procedures will

follow normal commercisl trade

practices to the maximum extent 9
mrocticoble, thereby providing for

U.8, small busginess participation in
furnishing tha commodity to bc

financed,

6. The loen does not provide tech-
nical asslstance. Facllities of

the U,S, Department of Agriculture
(USDA) will be used to assist AID in
such areas &s reviewing procurement
tenders and specifications, analyzing
prices conteained in bld responses,
and inspecting the commodity to be
shipped. It is felt that the USDA is
particularly well-suited to provide
such services by virtue of their
experience and recognized expertise
in the field. In providing such
services, USDA is not competitive
with privete enterprise and it is not
felt that so providing would cause
undue interference with domestic
progranms,

7. The loan does not involve such a
construction contrect.

8. Rice and commodity related
services will be procured from
private sources, and procurement
procedures which follow normal
commercial practices will be used.

l. Yes

|

!

b
Bk |2l
Ris)




nrers,

2. TFAA B 604(b). Will any part
of this loan be used for bulk
commodity procurement at adjusted
prices higher than the market
price prevailing in the U,.S. at
time of purchase?

3. FAA 8 604(e). Will any part

of this loan be used for procure-
ment of any agricultural commodity
or product thereof outside the

U.S, when the domestic price of such
commodity is less than parity?

L. FAA 8 60L(f). Will the Agency

receive the necessary pre-payment

certifications from suppliers
under a commodity import program
agreement as to description and
condition of commodities, and on
the basis of such, determined
eligibility and suitability for
financing?

Ocher Requirements

1. FAA 8 201(b). Is the country
among the 20 countries in which

development loan funds may be used
to make loans in this fiscal year?

B RS

greement provide, with respect
to capital projects, for U,S.
spproval of contract terms and
firms?

2. App. 8 106. Does the loan

3. FAA s 620(k). If the loen

is for construction of a productive
enterprise, with respect to which
the aggregate value of assistance
to be furnished will exceed $100
million, what preparation has been
made to obtain the express approval
of the Congress?

2,

3.

L,

ll

2‘

3.
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No. E
No.
Yes
Yes.
Not applicable.

Not applicable.

TR




L. FAA §620(b), 620(f); App. s109(Db).
Has the President determined that the
country is not dominated or controlled
by the international communist move-
ment? If the country is a communist
country (including, but not limited
to, the countries listed in FAA s620(f))
and the loan is intended for economic
assistance, have the findings required
by FAA s620(f) and App. s109(b) been
made and reported to the Congress?

5. FAA 8620(h). What steps have
heen taken to insure that the

loan will no®t be used irn a

manner which, contrary to the

best interest of the United States,
promotes or assists the foreign
aid proje~ts of the Cormmunist-
bloc countries?

6. App. B110. Will any funds
be uced to tinence procurement
of iron end ste«l products

Tor use in Vietnam other than
as contempleated by 51107
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. 4. Yes, the vequired
determination has been made,

5. The Loan Agreement will
contain a provision covering this
requirement.

6. No.



7. FAA 8636(4). Will any part

ot thin lomn he uped 1in finmncing
non=1,4, -manufactured mutomobilen?
If so, has the required walver
been obtained,

8. TFAA 88620(a)(1) and (2), 620(p);
Will any assistance be furnished or
funds made available to the govern-
ment of Cuba or the United Arab
Republic?

9. FAA 8620(g). Will any part of
this loan te used to compensate owners
for expropriated or nationalized
property., If any mgsistance has been
used for such purpose in the past,

has aporopriate reimbursement been
made o *the U,S, for sums diverted?

10. TAA 820)(f). If this is a

project loar, what provisions have

meen nnde for aporoprimte participation
by the recivient country's private

enterorise?

11. App. 8104, Does the loan agree-
ment Sar may wee of “unds to pey pen-
sions, fhe., for mersons who are
serving c1r vho have served in the
recipient country's armed forces?
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9. No. No assistance hes
been used for such purposes in the
past.

10. Not applicable.

11. Yes. The Loan Agreement
will cover this requirement.
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12. MMA § 901 b. Does the loan
agreement provide for compliance
with U.S. shipping requirements,
that at least 50% of the gross
tonnage of all commodities
financed with funds made available
under this loan (computed separate-
):r by geographic area feor dry bulk
curriers, dry cargo liners, and
tankers) be transported on private
ly owned U.S., flag commercial
vessels to the extent such vessels
are available at fair and reason-
able rates for U,S, flag vessels?

13. App. 8102. Have obligations for
engineering and architectural fees
and services over $25,00C on any one
rro,ject been reported to Congress bi-
annually?

1L. PAA 8181. Has the President
determined thet the recipient coun-

try has failed to teke sadequate steps t

1,0 prevent narcotic drugs produced

or procured in, or transported through,
such country from being sold illegally
within the Jjurdisdiction of such coun-

try to U,8. Government personnel or

their dependent: or from entering the
United Stetes unlawfully?

15. App. 8111, TIs the loan being used

to transrer funds to werld lending

institutions under FAA s209(d) and 251(h)?

16. App. $501. Are any of these funds
heing used for publicity or provaganda

within the United States?

17. FAA 8612(d). Does the United States
own host country excess foreign currency
and, if so, what arrangements have been

made for its release?

18. FAA 8604(d). Will provisions be

made Tor placing marine insurance in the
U.S, if the recipient country discriminates
against any marine insuresnce cgmpany au
authorized to do business in the U,S.?
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12. Yes.,

13. Not epplicable.

k. No.
15. No.
16. No.

17. Korea i1s not en excess
currency country.

18. Yes. An appropriate pro-
vision will be ineluded in the loan
agreement.
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UNCLASSIFIED

DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOFMENT
Washington, D.C. 20523

Minutes of ' :
Development Loan Staff Committee
Meeting
February 9, 1973
DISCM-9-73

Persons Present:
Mr. Arthur M. Handly, Chairman Mr. Selig A. Taubenblatt, ASIA/CD
Ms. Teresita Schaifer, State ' Mr. Richard Perry, ASIA/CD
Mr. Thomas Donnelly, Treasury Mr. Thomas Rishoi, ASIA/CD
Mr. Gerrit Argento, Treasury Mr. Elmer Lee, ASIA/CD
Mr. Robert Lurensky, Commerce Mr. Barry Sidman, LA/DR
¥r. E. H. Farstad, Agriculture Mr. Ronald Bobel, LA/DR

ls. Dorothy Helprin, Federal Reserve Mrv. Samuel Daines, LA/DR
Ms. Margo Kranz, LA/NC

Mr. John Rixse, SER/ENGR Ms. Elizabeth Cuarter, LA/NC
Ms. Virginia Peterson, SER/COM Mr. Charles Stockman, LA/NC
Mr. Thomas Gillilland, OLA Mr. Joe Sconce, LA/NC

Mr. Robert Muscat, PPC/PDA Mr. George Grance, PPC/DFR/FR
Mr. Larry Smucker, RR/FPC Ms. Rachel R. Agee, PPC/DPR/FR
Mr. Bruce Berry, SER/FM Ms. Helen V. Tate, PPC/DPR/FR

Mr. Alfred J. Davidson, TA/H
Mr. Norman Holly, TA/H

KOREA - Proposed $25,000,000 Rice Loan (AID-DLC/P-1066)

Mr. Taubenblatt made the presentation for the Asia Bureau. He pointed out
that the first Rice Loan to Korea was made three years ago and constitut.ed
a precedent for using development loan funds for the procurement of
foodstuffs. There is a continuing rice shortage in Korea. With this loan,
the 1972 loan, and through PL 480 assistance, the need for 800,000 metric
tons of rice will be met. The loan will be drawn down in: accordance with
AID reimbursement procedures. No special account arrangements will be made.

TREASURY asked if this was a part of the Kennvuy offset. Asia responded
that it was not -- it was assistance to the Third Five Year Plan.

TREASURY asked if this terminated development lending tc Korea. Asia
responded that, although we were working toward that end, such a determination
could not be made at this time.

(Continued)
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STATE asked if this loan would follow AID's policy of not controlling
counterpart funds. Asia responded in the affirmative,

STATE indicated they had trouble in seeing this loan as‘part of a Korean
agricultural development program. Asia responded that ezlthough agricultural
development would benefit from the loan, this was not the principal purpose.

COMMERCE asked if any record was kept of the uses of the counterpart funds.
Asia responded that no record was kept.

COMMERCE asked 1f the Koreans will know that the rice is from U.S. aid.
Asia responded that all containers will be so labeled.

AGRICULTURE indicated no objection to the loan.

TREASURY asked how counterpart funds were controlled before the Korsa Tallow
Loan. Asis said this was done in two ways: (1) By setting up a special
account which jointly programmed and (2) In Project Loans, the second step
repayments went into a Special Account.

TREASURY asked why the policy was changed. Asia responded that we wanted
to get out of having to look at a number of individual projects.

The Chairman noted that AID policy is not to require cont:ol of generations
which are LIC owned. It can, however, be built into the Loan Agreement if
a case is made for the programming of counterpart funds.

COMMERCE asked why AID is reluctant to get a feedback on the uses made of
local currencles. Asia advised that we do get a global feedback but do not

want specific controls.

Mr. Muscat noted that it depends upon the confidence we have in the management
capability of a country. If they are capable of programming, we prefer to
let them do so.

COMMERCE asked about shipping. Asia noted it can be U.S. or Code 941--
the 50/50 regulation applying. We do not pay for shipment on Korean bottoms
as this is regarded as a local cost. :

A telephone poll will be taken by close of business on VWednesday,
February 1L, 1973. '

COLOMBIA - Proposed $19,L400,000 Health Sector lLoan (AID-9LC/P-1067)

Mr. Barry Sidman presented the proposal for the LA Burscau pointing out that
it was the product of intensive evaluation and analysis of the health plan
of the Government of Colombia.: The purpose of the loan is to provide

(Cont inued)
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assistance toward development of an integrated health preogram. Mr. Sidman
discussed the elements which make up the health plan.

Mr. Sconce (Program Officer, Colombia Mission) explained the evolution of
the health policy in Colombia. Present health services are inefficient and
cover only a very narrow range of the population. Many of Colombia's
health problems are preventable and are attributable primarily to bad water,
poor treatment of waste, and poor nutition. A preventive approach to
health is now the policy.

This proposal of the GOC is based upon considerable expcrience with AID
sector lending. Performance in previous loans has been extremely good.
This is the first Health Sector Loan in the Agency.

The AID loan will be used for remodeling and expanding existing hospitals,
for the expansion of a preventive health program, and for training and
operations resezreh to improve planning and administration. There will be

a massive immunization program to control and prevent conmunicable disease.
Family planning programs are provided for, but at the request of the GOC

no publicity is given to the fact that any U.S. aid is used for this pwuwpose.
AID will finance 1L% of the total program; the UK will provide about 11% of
the cost and the GOC will finance the remainder.

COMMERCE asked 1f the UK is financing equipment only and asked what AID

is going to finance. LA responded that the UK will provide equipment while
AID will finance local costs except for the procurement of vehicles which
will amount to $1.0 million.

COMMERCE expressed its concern with this procedure and asked that AID
attempt to get other U.S. products on the 1list when we work out individual

projects.

Mr. Sconce pointed out that we have a favorable tzade balance with Colombia.
COMMERCE commented that we won't have a favorable trade balance if we
convinue to make this kind of loan. LA replied that we cannot have it both
ways. We cannot enoourage other donors to participate in development
projects without being prepared to accept the competitibdn involved.

TREASURY referred to page 11 of ANNEX B concerning the construction of
hospitals and asked if these would be in ru»a. ireas. LA responded that
they would not. They are all in cities. Health posts and centers will be
located in rural areas and a referral system will be initiated to send
patients to urban hospitals whenever necessary. Reglonal health directors
will be responsible for the entire range of health services (urban and rural)
and will supervise the referral system.

‘(Continued)
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FEDERAL RESERVE asked about the disbursement rate on pravious sector loans.
LA responded that they are about 80% disbursed.

FEDERAL RESERVE asked about Colombia's fiscal problems. LA noted that
there 2re major economic problems which place a heavy burden on the
Colombians. However, the present Government has taken strong measures
to improve Colombiats fiscal position and there are reasonable prospects
that the health sector program will be adcquately financed.

FE[ERAL RESERVE asked if the Central Bank was financing Cclombia's
2.0 billion annual deficit. LA responded that this was the primary
source althcugh several bond issues were also being florted.

The Chairman asked how TA was being provided for the program. LA responded
that we are getting out of the TA grant program and using block grants
instead. Pan American Union and the UN also help with TA.

The Chairman asked if procedures have been built into the loan to permit an
on-going evaluation of the program at any point in time. LA respraded that
such procedures had been provided for.

A telephone poll will be taken by close of business on Wednesday,
February 1, 1973.

PPC/DPR/PR
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[UNITED STATES MISSION-KCREA
LOUL, KOREA

Director, Economic Affairs, and
Director, U. S. Agency for
International Devclopmeat

Jenuary 23, 1974 .

Subject: A.I.D. Loan No. 489-H-087
Grain Lcan
Implumentation Letter No. 5

Deputy Primes Minisver

end Minister
Economic Planning Board
Reypublic of Korea
Scoul

LTezr Mr. Minister:

Ynis is in response to the Legel Opinion prepersd by the Minister
of Jusilce and submivied by LPB's letter cated Jzraary 23, 197

in satisfaction of thne condition precedent stipuiated in Para. 4
of the First Arencxernt to the sudbject Loan Agresment.

we have reviewed tre Zegal opinion and wish to ecdvise you that
tne legel opinion fulfills the condition as stipulated in the
cpbove referenced Amendment. Please note that & relevant amend-
mert to the Commcdity Procurement Instruction (CPI) extending
conurecting, snipping period and acding eligible items to be
Tinanced under the loan will be issuead by AID VWasnington shorily.

erely yours,

Sing
/ U4

.. L. (N
Michael H. B. Adle
Director



http:iss1..4.ec

UNITED STATES MISSION-KOREA
SEOUL, KOREA

Director, Economic Affairs, and
Director, U. S. Agency for
International Development

January 21, 1974

Subject: A.I.D. Loan No. 489-H-087
Rice Loan
Implementation Letter No. 4

Deputy Prime Minister
and Minister

Economic Planning Board

Republic of Korea

Seoul, Korea

Dear Mr. Minister:

This is in response to EPB letter of October 31, 1973 requesting
an extension in the Terminal Dates for Disbursement of the Subject
loan from October 31, 1973 to June 30, 1974L. We are pleased to
advise you that the Terminal Date for Disbursement under Section 6.3

of the loan agreement and terminal date for disbursement authorization

urder 3.2(b) are hereby extended from October 31, 1973 to June 30,

SZnterely ygqurs
Michael H., B. Ader
Director

1974.



A.I:D. Loan No. 489-H-Q87

FIRST AM<NDMENT

to

LOAN AGREEMENT

(Korea: Grain Loan)

between the

REPUBLIC OF KOREA

and the

UNITED STATES OF AMERICA

Dated:  JAM 21 1974



FIRST AMENDMENT

The Loan Agreement dated February 28, 1973, between the REPUBLIC
OF KOREA ("Borrower") and the UNITED STATES OF AMERICA, acting through
“the AGENCY FOR INTERNATIONAL DEVELOFMENT ("A.I.D."), is hereby amended
as follows:

1. In Section 1,1 (The Loan), lines 7 and 8, delete the phrase
"approximately 95,000 metric tons of" and immediately after the word
"rice," inseit the phrase 'wheat and feedgrains'.

2. In Section 5.2(a) (Source of Procurement), line 2, insert the

phrase "wheat and feedgrains" immediately after the word "rice,'.

3. In Section 5.4 (Eligible Items), line 1, insert the phrase

", wheat and feedgrains" immediately after the word "rice'.

L. As a condition precedent to the effectiveness of this First
Amendment, unless A.I.D. otherwise agrees in writing, the Borrower
shall furnish in form and substance satisfactory to A.I.D. an opinion
of the Minister of Justice of the Republic of Korea, or of other legal
counsel satisfactory to A.I.D., that this First Amendment has been duly
authorized or ratified by, and executed on behalf of, the Borrower, and
that it constitutes a valid and legally binding obligatién of the
Borrower in accordance with all of its terms.

Except as A.I.D. may otherwise agree in writing, if the above-
described document is not furnished within sixty (60) days of the date
of this First Amendment, A.I.D. may at any time thereafter terminate
this Amendment by giving written notice of this termination to the
Borrower. In the event of any termination under this paragraph, the
Loan Agreement dated February 28, 1973, shall remzin in full force

and effect.



5. Except as specifically modified and amended hereby, the Loan
Agreement dated February 28, 1973, shall remain in full force and
effect. All references in said Agreement to the words "Loan Agreement”
or "this Agreement" shall be deemed to mean the Loan Agreement as
hereby amended.

IN WITNESS WHEREOF, the Borrower and the United States of America,
each acting through its respective duly authorized representative, have

caused this First Amendment to be signed in their names and delivered

as of the __ 21st day of __ January 1974.

REPUBLIC OF KOREA

v’

ST i g

By

Title: Deputy Prime Minister

UNITED/S ATES OF
/

By=/ 7 //L /

Title: Director




AID-DLC/P-1066/A Draft

ANNEX B
Page 1

Office of
The Administrator DRAFT

LOAN AUTHORIZATTION
Provided from: Development Loan Funds
(Korea: Rice Loan)

Pursuant to the authority vested in the Administrator, Agency for
International Development ("A.I.D.") by tne Foreign Assistance Act

of 1961, as amended, end the delegations of authority issued there-
under, I hereby authorize the establishment of & loan pursuant to

Part I, Chapter 2, Title I, the Development Loan Fund, to the Republic
of Korea ('"Borrower") of not to exceed Twenty-five Million Dollars
($25,000,000) to assist in financing the foreign exchange costs of
commodities, consisting of approximately 95,000 metric tons of rice,
and services redlated thereto, for Korea.

1. Interest and Terms of Repayment.

The interest on the disbursed balance of this loan shall be
two percent (29%) per aznnum for the first ten (10) years of the loan
and turee percent (2%) per annum for the remainder of the terms of
the 1oan. The loan shall be repaid within forty (40) years from the
dete of first disbursement under the loan, includinz a grace period
of not %o exceed ten (10) years. On the basis of level semi-annual
installments of principal and interest during the repayment period.

2. Currenpcy of Repaymens.

Provision shall be made for repayment of the losn and
payment of the irterest in United States dollars.

3. Source

(a) Commodities (rice) financed under this loan shall be
of U.5. source,

(b) Dligible source for cormodity-related services shall
be the U.S., except that (i) for ocean freight, subject to the limi-
tations of the U.S. Cargo Preference Law, countries in A.I.D. Geogréa=-
phic Code 941 shall also be eligible sources and (ii) for marine
insurance, subject to U.S. lew and A.I.D. regulations, countries in
such Code 9Ll and the borrowing country shall also be eligible sources.

4, Terms and Conditions

The loan will be subject %o such terms and conditions as
A.I.,D, may deem advisable.

Adrministrator

ﬁﬁte
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