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The Missicn's Developmemt Loan rogrem is designed to pramote
the crestion cr the conditiome which will make sustaimed econcmic
advancement [cssidble. Therefore, in its first phase, emphasis has
been placed upon developing those lacilities that form the base

of modern econcmic activity, 1.e., powsr, trensportationm, fusl, and
camunications., since such investments cannot be fully swpported

by private individusls amni since their yields spread throughout the
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SEOUL TOAID A- 1536 UNCLASSIFIED 2 7

coammmunity, the loans for these projects have for the most part beemn limited to
governmental entities. liowever, since most of the basic economic infrastructure
has heen established emphasis will now be shifted to those measures which will
facilitate and stiuulate private enterprise.

The physical cutput and continuing industrial production that will be
made possivlo as a result of the high priority capital projects finenced by
the loans, plus the more efficient fiscal and wanagerial techniques induced
by them constitute a signifieant contributiun to the economic development of
Korea.

EKorea is now at the stage where a suvstantial inflow of well~directed
capital for a mui. .. of years could generate a level of productive activiiy
which would permmit cuntinued developmemt thereafter on an increasingly seli-
reliant and self-sustaining basis. However, this task, if it ie to be
realiged, requires substantial public and private capital from sbroad in
crder to achieve a rate of growth and a pattern of production sufficiemt to
sustain its growing population.

The Developwent Loan program constitutes the vehicle through which the
U.3. asslats in this effort;, and acts as well as a catalyst which joins U.S.
capital with Korea's developmental aspirations.

In addition to Developwent Loans, the Coocley Loan Frogrom and the

Iovestuent Surveys and (uarantees Program, voth of which are devised to
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encourage U.3. business interests to invest in Korean industry, are coordinated
and supervised by the Hission to aid in the establishment or expansion of
capital facllities, or to assure that private individuale have the opportunity
to contribute to Korea's economic growth.

The Amsrican economy depends primarily wpon private snterprise as the
principal source of investment. Howevae, the h.s. does not look upon American
private investment as a substitute for U.S. aid to Eorea. MNevertheless it
is the established policy of the U.5. Govermmesmt to foster, encourage and
promote participation by U.3. private enterprise in Korea's sconomic develop-
mant. The raticmale upon which this policy 1s based is the recognitiom of
the vital role of free enterprise in achieving rising levels of production
and standards of living essential to economic progress and development.

The U.S5. Govermment is also cognisant of the faect that there are f g grester
regources &t the disposal of private emterprise than can ever be applied to
such development by governments.

The Mlasion favors joint-vemture type private investments with local
capital because this type of enterprise is most likely to result in a
transfer of entreprensurial, technical sand management skills to Korea itself,
Further, the Mission bLelieves that it is wisest in the long rum for U.S.
investors to identify their intereste closely with those of the citizens of
Eorea. In view of the deaire to mobilige scarce foreign exchange resources,

those investments which are accompanied by dollar capital, in additiom to
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nanagsent and technieal know-how, are preferred. The sale of packaged
plants, or the provision of so~called "turn-key" jobs, usually take a lower
priority position than those proposals in which there is a sigeabls private
equity contribution in relation to debt.
a. Parpoges served by the activity

Ons of the soveral msthods in which U.S. aid 1s nmaking Korea more
self-sufficient is by aiding in the establistment and expansiom of priority
capital facilities in the country through the medium of AID Dewelopment loans.
The ceveral losns of this kind which Korea has received have been dosigned to
pramote the development of those facilities that form the base of modern
econamic activity. Progress towards this objective may be seen from the fact
that such Development loesns have besn largely responsibls for meny growth
indices in Korea.

Since 1959, the U.S. has authoriged fifteen Development Loans.
The focus of these loams has been placed upon developing power, tramsportation,
fuel, cement and commmnications. These Development Iloans will further
expand and improve teleccommnications, power distribution snd transmission,
city water aystens and also to complete the dieselization of the Korean
Hational Railways. In eddition such loans have hslped Korea expand its
production of nylon and approsch self-sufficiency in the output of cement.
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VOl OTEOn (! Ak
(1) Dollar finaneing must not e available on reasmmable terms from
private or other public acurces.

(2) The projected new investuent, or expension or diversificstion
must be acceptable to the ROKG.

(3) The project must give reascnable promise of contributing to the
development of economic resources and/or increasing the productive
capacities of Korea.

(4) It must be consistent with the other development activities being
undertaken or plamned for Korea. HNecessarily, AID is limited to rinancing
only those activities which cccupy & relatively high priority position in
Korea's development progran.

(5) The proceeds of the losn must be used to finance the dollar
costs of the project.

(¢) Dorrowsrs must agree to fullow nurmal commercially acceptable

business practices.

Respcnsibility for developing and carrying out eny development loan
projects reets with the borrower. The borrower ia expected initially to
develop his loan prcposal to the point where its eligibility for AID finaneing
is clearly and unequivocally dJdemcnstrated. The borrower is responsible,

after the loan is approved, for carryiug out the project in o manmer consistent
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with the loan sgreemmt and implementation letter which were propossd and
approved by the Agency. Fimally, the Lorrower is responsible for sound operation
and mansgmasnt of the completed facility and the repayment of the loan.

The point at which the Mission is best able to ensure the success of
a development loan project is before the loan is made. Before Agency funds
are coaamitted, each project will be subjected to intensive examination to
eusure: (a) that the project meets AID criteria, (b) that the project is
economically and technically feamsible, and financially sound, (c) that the
proposed arrangememts for, and the proposed scope of, design, emgineering,
construction, and other pervices required to carry out the projects are
adequate, and (d) that suitable arrangements (including YLrainitg progress, .5
necessary) are mede for msnagement operetion and waintemance of the completed
facility, and for repayment of the loan.

The Hisxion's regular review and assessment of the host country's ;
neods, resocurces, balance of payments situation, tax structure, over-all
economle development plan, progress in implementing the development plan, and
gmeral ecomcmic developments will do much to estaklish the genmeral context
in which development loan proposals sre considered. Becsuse of its day-to~day
contacts with the host government, the Mission is in a unique position to
expedite the development of sound loan proposals, to explain the criteria for
development loans, to advise the host government and private applicants
regarding supplementary or alternate methous of assistance (such as AID extended
risk guaranties), and to point out gaps in planning, resources and data.
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Development Loans are used by USGH/Korea as operational tools for the
furtherance of the Hission's overall goals of inproving managerial practices,
developing a productive vase, and expansicn of export earmings in Korea. | The
prograa contributes to these Lasiec cbjectives Ly aiding in the establishment or
axpansicn of priority capital facilities, and is based upon the rationale that
such development promotes the achievemsnt of a rapid growth in noticnal income,
increases the staLility of the eccnomy, and helps improve skills and emtrepreneuriu:
experience that will lead to an increase in productivity and a wore flexible
ecunaouy.

‘3 a wajor source of wmedium and long-tera credit, Develcjuent Loans serve
&s a powerful stimulant for directing the liuwited rescurces availalle toward
the most cssential needs. They are now being used tu help create a vigorous
class of leccal entreprencurs and efficient aduinistrators, as well os serve as
a troining ground for professicnal personnel such as engineers, econcuists,
accountants axl uonagers. Capital projects, as & result of the conditions
imposed upon them Ly the lcans, are intended to develup intc self-supporting
projects and institutions performing funetions su iwportant in the econouy
that they vecune points of stability which must be maintained despite changes
in the jclitical structure. In tiids way, they are expected to influence public
attitudes tcward business and to have an important effect con “usiness organization,
law and the rclated methods of Jdulng Lusiness.
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