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In accordance with Ustii Order 820-3, the attached report vas |
propured, and the following conssents are mades

The incunuent hag made a couprehensive and acourate report of
his activities an.i duties during his last tour with UsOii,

action on sweotrendations

UsCis guncurs in the throe recomnendations uade by the incw:.bent
and is alreudy workiny toward the goals wentioned. Partioularly
recouendation(c)is consldered to be rost importunt if Korea is to
move ahead towawrd self sufficiency. .
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i#/Deputy Chief Industry Bmhs R::dultry & Mining Divigion

1. Ceperal Oblectives and Suesifis Goals
A, The general objectives were:’

3. to assist and edvise the Industry Officer and ROKG counterparte
regarding overall improvemsnt and direction of industry progremming, planaing,
reporting and iuplementation of AID funded industrial astivities;

h. to apply modern, sound engineering princip'es, prectices and pro-
cesses where required in assisting AID funded in‘istry projects to expand
outrut, control produst quality and marketadbility, and therety ocontribmte te
imrrovemsnt of the ROKG balance of paymsnts poeition.

B, The specifiec poals weres |

8., to assist the Industry Officer and ROXC counterparts in m-mu.q Lo
and aceelerating sound ROK induetrial d:relopment bty Mg. analysing II: -
evaluating proposed DLF and private industrial project applisations with Nlpul
to each project's technical and economic feasibility, profitability and essem~
tiality vithin the overall fremework of plamned ¥OKG esonomie growth and dml‘-
ment;

b. to achievo expansion and, in scwo instances, self-sufficiency im ‘
the proedustion of basic chemicals, esment, newsprint, bond peper, paint, punmv :
and related products by providing technical and economic advisory assistanes teo . I
ROKG counterparts and certain Koresn factory owmers axd entreprensurs, |
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2, Activitias
Upon my return frow home leave, I imsediately assumed the duties of Chief

of the Industrial Faeilities Branch which included 15 Awsrican and Korean tech~
nicians. In addition, 1 retained project engineer responsibdility for appraxi-

mately 40 medium and small industry projects for which approximately USIlS mile
lion wes being suprlied by AID (ICA), After one yesr, I was appointed as

Acting Ueputy Industry Officer and have retsined the duties of this positiom

throughout the balance of my present externded tour. Thess duties may e SR
marized as followss

a. Asoist and advise the Industry Officer regarding the preperetionm,
selection and evaluation of all proposed ROK industrial development progrem
activities including new project appraisal, 0XG budget requiremsnts, l.eal
currency utilization, participant trainee selection as well as ovarall anmmal
industrial raw material and eguipment requirements.

b. Direct project supervision of 30 AID projects in the fields of basie
chemicals, chemical intermediates, cement, raint, plastics, paper and related
fields irc”uding preparation of E-1' , PIO's, nrogress ard completion reperts
and specific industry situation studies, .

Co Appraise the techmical and esonomic aspects regarding propeesed AID:
and DLF finaneed industrial plants to determine whether they are sound !!'-
an engineering standpoint, including process, equipment, sise, int:ymal bilenee,
svallability of all necessary physical opsreting requirements, location amd

design.
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d., Provide consultative engineering and marketing advice to lesal samufestur-
ing firme to ochieve an overall increase in quality and quantity of their end-
products, particularly those bdeing pro. uced for export or sale to the U.d. and
ROK Arsy.

e. Assist the Imustry Officer in planning, progreming, organising, svordie
nating, administering, and evaluating the work perforsance of 26 Amsriess and
Korean industrisl engiresrs and techniciens, insluding field inapsetions,
project progress, engineering, and feasitility reports.

1) One of the most noteworthy factors is Korea's siseczhle recervelr
of manpowor available for substantial industrial expansion. Thousande of
sikilled and unskilled industrial workers who fled to the south befors, duwisg
and immediutely after the Korean War, together with thoss wh> learnsd veluable
skille vhile in the military servies and otherc who Mve recelved either an-the |
Job training or U.S. fimansed training abroad, collestively repressnt a suitable
base for launching the cwrrent 5 Ysar Plan of industrial development,

2) Koresn skilled technisiaws, particularly, im the ehemie:l, cemest,
paper and related plants have demonstrated eonsidersbls ingemuily, rescures-
fulness and competenee, and poseses an sxesllent aptitude for lesrsing, as well
a5 & keen desire to enlarge their teshmiea) knowledge. The meshenisal ingseuity
denonstrated by eeveral Koreen ekilled techaieisns ani engineers partivulorly dn
improvising or modifying eld, mearly obsolessest equijmesh amd mashinery is as
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asset which can be further exploited with eound engineering advice to atimnlate
further initintive for steady industrial growth. o
3) The new military government has desonstrated a vigorcus and dynemis
! policy of maxinizing more sfficiemt utilisation of U.S. assistanee, In the
past few months, this has become refreshingly appsrest in the attitude el"
cooperation and willingness of thijnew junts govermment to expand and improve
comereial ..0iit facilities, to streamline foreign ex:hange and customs
clearance controls and procedures, to simplify and codify hm
controls and revise protective tariff regulations.
B. Upfavorable Fagtors |
1., Lack of a favorable investment climete has dissouraged the influx
of foreign capital and has forced mamy potential local investors either to risi:
their surplus capital in commodity speculation or "eurb market® usury, or to
" ’concal it completely to avoid being classsd as an illegal profiteer. The
latter has been particulerly evident in the local sement industry sestor vhere
the owners of the two existing cement plants have been arrested and fined,
ty the HOKC, billions of hwan on grounds of illegal profiteering. Both of
these plant ovners had planmed to expend their respestive produstics faeilities
by adding one more kilm to eash plamt., Although the ROKG hed origimally
provided for exransion of these two plants im ths swrremt 5 Tear Flam, bocause
of the alleged profiteering activitiee of M two owners, the ROKG has aow
decided to Duild first two other additiomal cemsat px;nto. 1 have already
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advised vy counterparts in the Minietry of Commerce and Industry end the Econcmds |
Flanning Board on several oecasions that it would be considerably mere .m"-m”
and economicel where feasidle, to exrand the oxisting cement plants, than it |
would be to construct emtirely new plants. I feel confident that this mm
will eventually be imrlemented. |

2. The scoroity of capable energetic orgunizers willing to undertake
rionees industrial ventures and the :carcity of modern~trained munspers at all
levels from foremss to plant superintendents and company direetors ure among
the most importamt obstacles to sweeessful implesentation of the curremt §
Year Plan, This is especially evident in the slow development of a broad
basic chemical industry, whieh requires a relatively large peresntage of
technically trained labor and supervisios. Since it has not beem possible
to develoy in advance gensral mamagers or produstion mmagers for pieneer
cheaical plamts in Korea, an effort has been made to develop mamagerial and
technical compstence by msans of AID sponsored participent training abeond
and onethe-Job training at the plamtsite., An effort has aleo besn made te
convines ROKG ecounterparts and sslected project sponsors of the desiredility
and practicality of obtaining technieal aseistance contrusts and working agree-
ments vith foreign msmufscturers. This has been most swscessful in the pharme-
ceutical, paint, plasties amd rubber proovssing industries and is somsthing

- that could be aprlied to other indusirial sectors,

3. Lsck of modern private sommereial hanking and mdn‘ rinmzm'
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and the absence of a securities exchange have greatly inhibited ths development
and encocuragement of private enterprise. In addition, many industrial enter-
prises have been started by family or other closely held groups, ubo do not
choose to invite rotential outside sources of equity capital, even vhen they
actuslly need it, heeause they profer instead to keep the omu'uhlb. uw.
profits and buriness secrets of the company firmly in their own hande. This
practice tends to inhikit a wider and core desirable diffusion of owmership.

In the imiustrial bunking field, the Korean Reconstruetion Bank, vhich was
established in April 195!. as & governnant owmned industrial development bank,

has been the chief sowrce of low interest finanoing for new industrial Mmo.
Unfortunately, becauso it is & povernment entity, subject to the cloes e.per-
vision ami control of the Ministry of Finance, it has been foreed to make
several unsound or questionahle industrial loans due to strictly politiecal
influences, pressuros and interferences. /s a result, mny of thess leans

have been zore harmful than helpful to industrial develoiwsnt. However, simse
the May 16 revolution, this bank has besn revitelined and givem more swthorily
and sutonomy in loan procedures and hank managemont vhich should evestwally
provide & more beneficial stimuluo for encouraging the developmeat of private

enterprise,

In general very satisfastory [vogress has been achieved in getting
rost of these rrojscts in full operetiom. Repssted efforts e esuvimse RONJ
counterparts consrning the urgeney of redwsing the demsstic nriee of sald '

SCUSSITLED



Y

1} [XATS N33 £ Rdiadtt L7 TATARI LIS TTRT 11 Y, YEI SV T VPP P I Oursey L1 T 49
x..ml\. i U\m.{lm-lh o L“.xfs.‘. PV '\:{J‘o\fil\lu»-"‘)o -J:l{:“« :..'N't . .mn‘

DIPARTHENT OF STATH
Tuadih & __2030. UNCLASSIFIED 8 0

finally succeodsd when s few months ago the governmemt-contrelled Jalt Monopoly
was abtolished, This imaediately resulted in s aignificant decreaso in electrolytis -
caustic sods production costs. As a result, the Paik Knﬁ Caustic Soda Plamt, |
which wae provided with AID purchased equipment, is mow doulling itl caustie~
chlorine faeilities, Such projests as the Aluminum Sulfate, Iawha Plastias, |
Chayu “hite Pigment snd wore recently the Puisam Silicon Carbide plamt which were
originally clessified s non-operating or "stand-still" projects, are now operating
satisfactorily and contributing to the further development of the Kerean ecenowy.
In addition, recent efforts to increase the ssle of locsl chemical and related
products to the U.S. and ROK Army have been very successful with respsst to sush
itoms aw cement, paint, varnish, salcium carbide, ssetylens, oxygen, 1iquid
chlorine, soap and plastic prodwets,

b. Paper Projects

This seotor has shown the most moteworthy progress in the past twe

years. All 13 AID funded paper projests are mow cperating swessssfully snd mesy
are activ-ly undertsking plans for plant oxpansisa. As & result, Keves is new
virtuslly self-suffieieat in all major types of paper and paper prodwsts. The
turget now is to reduse the dependence on inperted chemical pulp Wy sstabtlishing
pulping facilities to process local rice and barley strew into chesieal pulp fer
the manufaicture of psper., DBessuse of the shortage of timber for pulping, wo
have lorg a'voested the use of straw pulp and the insreassd import of high grede
wvaste raper and bagasse pulp, mam-m@ommmm

mented under the current 5-Year Plan and should have a further bdenefisial effeeh
on reducing pupsr produstiom coste,
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c. ZLarticivant Tralnine
Participant training in the chomieal and paper ssstors has been quite

successful. Follow up on pertiecipants indicates that more than 90f are engaged in
the fiold of their training or are working for the firms who sponsored them. |
Moat have received aivancemsnt and added responsibilities; some in the managemend
sector huve started their owmn copman:lu, and are mcking & valuable contribwbioa
to the further expunsion of this industrial sector.

5. Recorzendations for the Yuture

1r order to improve the "climate” for increassd industrialisation im Kores,
it is essential that the following recommsndations be considered:

4, The IOKG shovld be advised to formulate and implement a realictie poliey
of encouraging forsign and domestic capital investment by providing tax inceantives,
loan guzrantess and subsidies, particularly for new industries, in the form of -
protective tariffs, embargoes, and special power rates (especially for elestreiytis
plants).

b. The R0¥G should be encouraged 1 1) to estahblish s s0lid foundation fer
the exransion of the existing Kerean Securities Exchange by first advesating and
later requiring that each company listed must provide accurete, detailed, sudited
finsncial statements; 2) to consider repsaling the preseat tax law vhish requires
digclosure of source of funds used for the purchase of corporate stosks; and 3)
to permit the commsrcial barks to asocept stock certificates for industrial equity
loans from comranies which would later be able to buy bask thess oeytifisstes,

Meanwhile, the banks should be permitted to sell thess stocks on the Seewrities
Lxchange or to private investors direetly. ‘
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¢, USOM gaould ensourage industriul firms to nagotiate technicel assistanse
and 1icensing agreements with U.S. and foreign firms in order that the letter
asy take better advantage of the reserviir of semi-skilled, low prised lebow
in Korea which eould be used to process uni or unfinished Md‘m.
This has proven to be quite successful in the fields of pharmscowtisals, oil
paints and enazels, rubtber tires, cosmetiocs and plasties,



